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Executive Summary 

• COVID-19 cases continue to increase worldwide; the virus reached the White House. 

• Most states have, or are in the process of, re-opening their economies, but risk flare-ups. 

• Economic indicators continue to have bad readings, but not as bad as expected. 

• Trump is pushing for a negative federal funds rate. The Fed says no. Futures markets bet it will 
happen next year. A negative rate helps borrowers but hurts savers. 

• Equity markets continue to move up on reopening progress and down on flare-up risks. 

• Due to several trends, there could be a second wave of unemployment claims. 

COVID-19 Update: Too Close for Comfort 
As COVID-19 cases worldwide reached yet another sobering milestone of over four million 
infections,1 the virus reached the west wing of the White House last Friday when Katie Miller, 
press secretary to the vice president and spokeswoman for the Coronavirus Task Force, tested 
positive for the illness. Mrs. Miller is married to Stephen Miller, one of President Donald 
Trump’s top advisers, illustrating that the virus can penetrate even one of the most secure 
workplaces in the world. As a result of the potential exposure, several high-ranking officials 
have been forced to self-quarantine, including Dr. Anthony Fauci, a leading expert on infectious 
disease and member of the Coronavirus Task Force.2   
 
Most states have, or are in the process of, re-opening their economies.3 Even the hardest hit 
state of New York announced that sections of the state will re-open as early as May 15. This, of 
course, comes as a welcome relief to Americans as a majority of them have been under stay at 
home orders for close to two months now. 
 
As Americans are attempting to get back to a “new normal” outside of their homes, there are 
new reported flare-ups of infections in places that previously loosened restrictions. On May 10, 
China reported 14 new cases, its first double-digit rise in 10 days,4 which highlights the need to 

 
1 “COVID-19 Dashboard,” John Hopkins University & Medicine. Visited May 12, 2020. 
2 “Pence plans to return to White House, while Fauci and others self-isolate after potential exposure to 
coronavirus,” MarketWatch. May 11, 2020. 
3 “Reopening America,” NBC News. May 11, 2020. 
4 “New coronavirus clusters show risks of 2nd wave as protests flare,” ABC 7 News. May 10, 2020. 



 

 
 

take measures to reduce the threat of a second wave of infections through contact tracing and 
testing for the virus.5 

Economic Update: Bad, But Not as Bad as Expected 
Over the past week, readings for several economic indicators were released that corroborated 
an economic contraction, but the numbers were not as bad as expected. IHS Markit’s indicators 
for manufacturing and services activity showed a deep contraction in April, but the decline in 
ISM’s non-manufacturing index was not as severe as expected. Similarly, 3.2 million Americans 
filed for unemployment insurance during the week ending May 2, but it was the fifth 
consecutive weekly decline in claims. For comparison, weekly jobless claims were under 
300,000 through March 15. The unemployment rate increased from 3.5% in February to 14.7% 
in April, but the increase was less than expected, and there was optimism among those 
surveyed that they would be rehired in the next six months.6 
 
The futures market is predicting that the federal funds rate will turn negative next year. That is 
in spite of extensive growth in monetary and fiscal stimulus, and government debt (all of which 
historically can stoke inflation). President Trump is encouraging the Federal Reserve to reduce 
the benchmark rate below 0%, but seems to be meeting strong resistance from the central 
bank.7 A negative federal funds rate does not necessarily mean that Treasury rates would turn 
negative, but it would nonetheless lower borrowing costs while hurting savers. 
 

Market Index Trailing Total Returns 

as of 5/12/2020 MTD YTD 1 Year 3 Year 

S&P 500 -1.36% -10.53% 1.62% 8.40% 

Russell 2000 -2.64% -23.17% -17.69% -1.30% 

MSCI EAFE USD -0.42% -18.19% -9.27% -1.43% 

MSCI Emerging Markets USD -1.66% -17.98% -9.68% -0.83% 

Barclays U.S. Aggregate Bond -0.48% 4.47% 10.03% 5.01% 

Barclays High Yield Corp 1.05% -7.79% -2.62% 2.15% 

Barclays Global Agg Bond USD -1.07% -1.75% 1.64% 2.62% 
Periods longer than a year are annualized. Returns include dividends or interest. Source: Morningstar Direct. 

Market Update: Following the Daily News 
Equity markets continue to gyrate between positive news on economies reopening and 
negative news on COVID-19 flare-ups where infections had previously subsided. Last week 
ended on a positive note with the Nasdaq Composite Index in positive territory year-to-date 
and within 7% of its mid-February peak. This week things turned negative on news of flare-ups 

 
5 “Contact Tracing : Part of a Multipronged Approach to Fight the COVID-19 Pandemic,” Centers for Disease Control 
and Prevention (CDC). April 29, 2020. 
6 “Global Markets Weekly Update,” T. Rowe Price. May 8, 2020. 
7 “Powell is expected to squash idea of negative rates, even as Trump says US would benefit,” CNBC. May 12, 2020. 



 

 
 

and Dr. Fauci warning that reopening economies too soon could result in more outbreaks and 
deaths.8 We expect more volatility as news continues to develop. 

Spotlight on Unemployment 
The dreaded but well telegraphed fall in nonfarm payrolls and associated rise in the U.S. 
unemployment rate came to fruition in the April employment release. The Bureau of Labor 
Statistics (BLS) reported that total nonfarm payrolls declined by 20.5 million in April with the 
unemployment rate rising from 4.4% to 14.7%, which is the highest level in the history of the 
data going back to 1948 (see chart below). Job losses were widespread across all sectors with 
leisure and hospitality employment falling by an astonishing 47%. Meanwhile the health care 
sector saw the second largest decline in employment (1.4 million persons) due to the closure of 
many dentist and doctor offices and the halting of elective surgeries in most states. As many of 
the jobs that were disproportionately impacted were lower-paying jobs, the average hourly 
earnings climbed by 4.7% to $30.01 per hour. In a small glimmer of hope, the number of 
individuals who reported that they were temporarily laid off was 18.1 million in April versus 2.0 
million who identified as having permanent job losses. 
 

 
Source: Bureau of Labor Statistics (Monthly, seasonally adjusted unemployment rate). 

 
We’re seeing some interesting undercurrents with the employment situation in the U.S. First, as 
part of the CARES Act, the unemployed are receiving an additional $600 in weekly payments for 
a limited time. According to The New York Times, in more than half of states the average 
unemployment benefit now exceeds the compensation that was earned by workers prior to 
getting unemployment benefits.9 Second, the CARES Act allows for certain self-employed, 

 
8 “Fauci Warns Early Reopening Could ‘Set You Back,’ Cause Deaths,” Bloomberg. May 12, 2020. 
9 “The $600 Unemployment Booster Shot, State by State”, The New York Times. April 23, 2020. 
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contractor, and gig workers to get unemployment benefits, which have historically not been 
made available to them. Third, in some states technology mishaps have resulted in difficulty for 
some individuals attempting to file for unemployment benefits. Finally, in certain industries 
that have received government aid, such as the airline industry, provisions for accepting the aid 
prevent layoffs or pay cuts for six months. An unintended consequence of this provision may be 
a second wave of job cuts in the fall. Based on this information and underlying trends that are 
being seen in the economy, it is likely that unemployment has not peaked yet, although the 
speed of job losses is expected to slow in the coming weeks. 
 
In this time of great uncertainty, it is important that you are invested in a diversified portfolio. 
At the same time, those with intermediate and long-term investment horizons may find very 
attractive opportunities that have presented themselves in financial markets. 
 
We are here to support you and navigate these times of uncertainty together. Knowledge is 
power, and we’re committed to equipping you and your financial professional with the tools 
and information you need to weather this storm. We are continuing to watch market 
developments and are here to assist you with evaluating and understanding these economic 
changes. Please contact your financial professional to discuss your portfolio or should you have 
any questions/concerns. 
 
Investing involves risk, including the potential loss of principal. No investment strategy can guarantee a profit or 
protect again loss. In general, the bond market is volatile; bond prices rise when interest rates fall and vice versa. 
This effect is usually pronounced for longer-term securities. Any fixed-income security sold or redeemed prior to 
maturity may be subject to a substantial gain or loss. Vehicles that invest in lower-rated debt securities (commonly 
referred to as junk bonds or high-yield bonds) involve additional risks because of the lower credit quality of the 
securities in the portfolio. International investing involves special risks not present with U.S. investments due to 
factors such as increased volatility, currency fluctuation, and differences in auditing and other financial standards. 
These risks can be accentuated in emerging markets.  
 
The statements provided herein are based solely on the opinions of the Advisor Group Investment Research Team 
and are being provided for general information purposes only. Neither the information nor any opinion expressed 
constitutes an offer or a solicitation to buy or sell any securities or other financial instruments. Any opinions 
provided herein should not be relied upon for investment decisions and may differ from those of other 
departments or divisions of Advisor Group or its affiliates.  
 
Certain information may be based on information received from sources the Advisor Group Investment Research 
Team considers reliable; however, the accuracy and completeness of such information cannot be guaranteed. 
Certain statements contained herein may constitute “projections,” “forecasts” and other “forward-looking 
statements” which do not reflect actual results and are based primarily upon applying retroactively a hypothetical 
set of assumptions to certain historical financial information. Any opinions, projections, forecasts and forward-
looking statements presented herein reflect the judgment of the Advisor Group Investment Research Team only as 
of the date of this document and are subject to change without notice. Advisor Group has no obligation to provide 
updates or changes to these opinions, projections, forecasts and forward-looking statements. Advisor Group is not 
soliciting or recommending any action based on any information in this document.  
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