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The US stock market and many global markets entered their first bear market since the 2008-2009 financial 
crisis in mid-March and have experienced tremendous volatility for the last two months. The US and global 
economy entered a likely severe recession in March due to the global outbreak of the coronavirus and 
efforts being undertaken to prevent its spread. Markets, businesses, and the economy face an 
unprecedented amount of uncertainty as to what the future holds, how severe the economic downturn will 
be, and whether the market has further downside or has already put in a bottom. 

While it is extremely difficult, if not impossible, to predict what the future holds for financial markets we do 
know future market moves will be driven largely by the duration and severity of both the coronavirus 
outbreak as well as the global economic downturn. At M Squared Advisory Group and Mersberger Financial 
Group, our advisor team and asset management team has spent a great deal of time these past few weeks 
studying current data trends, and today we wanted to share an update of the current position of the 
economy and what major items need to be clarified/resolved in order for the market to experience a 
sustainable, long-term rebound. As any long-term recovery from this bear market will be driven heavily by 
evidence that the worst is over for the economy and bluer skies are ahead we thought it best to focus this 
update on the economy.

Current US Economic Environment
The US economy entered the start of a severe recession in March with most economic data points 
weakening significantly over the past few weeks. March retail sales (-8.7%), March industrial production 
(-5.4%), and new jobless claims (more than 30 million cumulative in past six weeks) all experienced their 
worst drop on record or worst drop in over 50 years illustrating the severity of the economic contraction that 
we are currently in. Auto sales and new/existing home sales have also significantly contracted. The majority 
of the travel, hospitality, entertainment, and bar/restaurant industries are at or near total standstills. 
Financial and credit markets also experienced signs of significant stress throughout March which further 
added to the economic downturn. Last, a significant oversupply of oil and an unprecedented drop in demand 
due to social distancing measures has caused global oil markets to crash which has devastated the energy 
sector of the economy.

Page 1 of 7



Securities offered through Registered Representatives of Cambridge Investment Research, Inc. a broker-dealer member FINRA/SIPC.
Advisory services through Cambridge Investment Research Advisors, Inc., a Registered Investment Adviser • Cambridge and Mersberger Financial Group, Inc. are not affiliated.

Mersberger Financial Group, Inc. is now a part of M Squared Advisory Group, Inc.

Wealth Management, Financial Planning, Business Planning/Employer Plan Services, Customized Financial Advice

Page 2 of 7

It bears noting that the economy was fairly strong coming into 2020 and the main reason the economy has 
entered a recession is due to the rapid and widespread outbreak of COVID-19 and dramatic social distancing 
measures being taken to contain the spread that have frozen large swaths of the economy. Unlike past 
recessions that were caused by systemic problems with some portion of the economy, this recession was 
caused by the government literally hitting the pause button on the economy to contain COVID-19. In 
addition, since experts remain confident that the measures being taken will contain the spread of COVID-19, 
we know that the current economic shutdown is only temporary and that many areas of the economy will 
likely be reopened by later this year. That information indicates that while this recession will be very sharp 
and severe, it will also likely be very short-lived with a strong rebound.

The duration and severity of this economic downturn will be driven primarily by how long it takes to contain 
the spread of COVID-19 and how long it takes to reopen the economy after “flattening the curve.” In 
addition, it will be important to limit economic fallout from this period of shutdown in order to prevent a 
longer lasting economic downturn. Specifically, we believe investors and the market will look to gain clarity 
in four major areas in order to drive the beginning of a longer-term rebound from this bear market and the 
beginning of the next bull market cycle. Those four items are:

• Clarity on the timing and amount of fiscal and monetary stimulus to help cushion the impact of the 
downturn.

• Seeing a clear peak in new COVID-19 cases and the start of a decline in new and active cases.
• Concrete plans for when and how the economy will be reopened.
• Once the economy does begin to reopen, how long it takes for the economy to regain lost output. 

Fiscal Stimulus
The US government has been very proactive and aggressive in rolling out various stimulus programs to 
combat the severity of this recession and cushion the impact. To date, the government has introduced a 
total of approximately $3 trillion worth of stimulus programs targeted at providing liquidity and tax relief to 
individuals and businesses in addition to providing emergency funding for state and local governments, 
hospitals, and create a national COVID-19 testing infrastructure. In addition, more stimulus is likely with 
estimates that the US government may roll out up to an additional $1 trillion in programs. While these 
programs will not be enough to totally offset the severity of the recession, they will go a long way towards 
helping individuals maintain financial security throughout the next several months, and provide liquidity to 
businesses large and small to make it through this period and emerge still solvent and in a position to return 
to normalcy and growth. 

Helping businesses remain solvent during this period is critical, as to this point most employers have 
indicated that many job losses announced are temporary layoffs as opposed to permanent job losses. This is 
the opposite of what we have seen in past recessions where the majority of job losses were considered to 
be permanent by employers. So, if the economy can rebound strongly once it reopens it stands to reason 
that a large portion of these recently lost jobs will be recovered quickly. This trend would help the economy 
recover significantly quicker and so it is critically important to ensure that businesses of all sizes are in a 
position where they can quickly hire back employees they laid off as we emerge from this crisis. Aggressive 
fiscal stimulus packages will greatly help businesses be in this position and this will give the jobs market a 
strong chance of quickly recovering. 
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The area of fiscal stimulus is one area that has great clarity already and has been viewed very favorably by 
the market and has helped to restore some of the confidence lost by investors. 

Monetary Stimulus
The Federal Reserve has also been proactive and aggressive in introducing multiple monetary stimulus 
programs designed to provide liquidity and ensure that financial markets continue to function in a normal 
manner and do not seize up and cause economic fallout to get even worse. To date, the Federal Reserve has 
taken the following actions to cushion the economy during this downturn and provide stimulus:

• March 3: Emergency 0.5 percentage point interest rate cut.
• March 15: Emergency 1.0 additional percentage point interest rate cut, taking the Federal Reserve’s 

interest rate benchmark for short-term lending to near zero. This is important as it should serve to 
stimulate lending which is critical to continuing to allow the economy to function normally.

• March 15: Decrease in rate for banks to borrow at the discount window by 1.5 percentage points and 
decrease in reserve requirement ratio for banks to zero.

• March 17: Announcement of program to start buying commercial paper, which is the short-term 
unsecured debt that businesses rely on for operational cash.

• March 18: Additional facility announced to keep money markets functioning properly.
• March 19: New operation announced focused on currency swaps aimed at other central banks and 

financial institutions in need of dollar-denominated assets. 
• March 20: New operation head by Boston Fed to buy municipal debt and ensure municipal markets 

function normally.
• March 23: Expansion of already announced asset purchase program from $700 billion to an unlimited 

amount depending on need to support markets and the economy. These programs have already 
expanded the Fed’s balance sheet by more than $2 trillion and are commonly known as quantitative 
easing.

• March 23: Announcement of a $300 billion credit lending program for businesses and consumers.
• April 9: Announcement of a $2.3 trillion lending program that will extend credit to banks that issue 

PPP loans, purchase up to $600 billion in loans issued through the Main Street lending program to 
medium sized businesses not eligible for PPP loans, and allow the Fed to buy corporate bonds and well 
as state and local municipal bonds.

These programs have resulted in an unprecedented amount of stimulus and aid from the Federal Reserve 
that is all designed to keep major credit, lending, and equity markets functioning normally as well as 
provide programs to increase liquidity and help the economy rebound more quickly. Importantly, the 
Federal Reserve acted aggressively very early into this market and economic downturn which had the result 
of correcting major areas of dysfunction in markets before they had a chance to spillover and deepen the 
crisis. This is dramatically different than the global financial crisis of 2008 where the Federal Reserve 
stepped in with programs only after dysfunctional markets had spilled over into all areas of the economy 
and created a deep and protracted crisis. The Fed’s goals with all of these programs is to make this 
downturn less severe and easier to bounce back from. The market has reacted very positively to the Fed’s 
actions to this point, and most experts agree that their actions have prevented this crisis from getting 
significantly worse. 
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Importantly, the dramatic amount of fiscal and monetary stimulus seen during the past two months will 
replace much of the lost economic output experienced to date. This will be critically important to the 
strength of an eventual recovery as well as the timing of an eventual recovery. 

Peak in New Coronavirus Cases
As we have a good deal of clarity and certainty on fiscal and monetary stimulus policies being undertaken by 
the government and the Federal Reserve, investors are now starting to look to COVID-19 data to see when a 
clear peak in new cases will occur in the US and other countries. Seeing a peak in new cases and the start of 
a decline is important as this will allow countries to begin to form plans to reopen their economies. 

In China and South Korea, where COVID-19 first emerged the virus has been fully contained to this point 
and both countries are in the process of reopening their economies and returning to normal roughly 3-4 
months after their initial outbreaks became severe. 

In Europe and the US, it has become clear that both areas were relatively unprepared for COVID-19 and 
very slow to begin to react and form a plan for containment. As such, the outbreaks in both areas have been 
much more significant with over 1.6 million and 1.3 million cumulative diagnosed cases to date in Europe 
and the US, respectively. In addition, to date there have been over 150,000 deaths in Europe and 80,000 
deaths in the US. While these numbers are horrible and the casualties are difficult to comprehend, strict 
social distancing measures implemented earlier this year in both regions have started to show signs of 
working. In Europe, most major countries’ infection data is showing clear signs that new cases and deaths 
have peaked and are starting to decline. In the US, data is also starting to show that some of the worst hit 
areas of the country have peaked in new cases and deaths and are also starting to decline. So, it does 
appear that the strict social distancing measures implemented have flattened the curve and that clear 
declines in new cases and deaths are starting to be seen. 

As testing for COVID-19 continues to ramp up and become widely available, it will continue to get easier to 
quickly diagnose new cases and isolate those infected as well as anyone who had come into contact with 
these people. This will be critical to continuing to contain the spread of the virus after the economy begins 
to reopen. Countries that have rolled out comprehensive testing and contact tracing programs (South 
Korea) have showed a great propensity to keep the virus contained while normalizing their economy. The 
US is currently in the process of hiring contact tracers for every state with expectations that over 100,000 
contact tracers will be employed nationwide to help track new cases of COVID-19 and isolate those in 
contact with these people.

Last, as various countries begin to perform antibody tests on samplings of their population, results have 
shown that COVID-19 cases are much more numerous and widespread than the number of actual diagnosed 
cases. For example, Los Angeles county antibody testing showed that there were up to 50 times more 
people infected with COVID-19 in the county than actual diagnosed cases would indicate. New York city 
antibody testing showed that up to 25% of the city’s population may have already been infected. As many 
people showed no or few symptoms their cases went undiagnosed. This means that the virus has been 
spreading likely for far longer than initially believed. It also means that the real mortality rate is likely 
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significantly lower than diagnosed cases/deaths would indicate with a likely mortality rate that is closer to 
one percent or less. Again, this data is important as it means that with strict testing, contact tracing, and 
social distancing policies it is possible to reopen the economy without the virus starting to spread rapidly 
again. 

In the past few weeks, the market has seemed to react positively to indications that COVID-19 appeared to 
be peaking in many countries and that mortality rates were likely significantly lower than initially expected. 
However, there remains much uncertainty about whether new cases/deaths have peaked for good or 
whether this is a pause before eventual subsequent waves of new infections.

Plan to Reopen Economy
This week, many countries and states within the US have started to ease their restrictions and allow their 
economies to begin to reopen. Any reopening polices being followed are very gradual, with economies being 
allowed to slowly reopen under a multi-phased approach with normal operating conditions not likely for a 
couple of months. Many other states and countries that have kept their lockdowns in place have started to 
form plans to begin reopening within the next few weeks. This has been a very positive sign for the economy 
as it means that many areas will be reopening over the next few weeks and that we will likely start to see a 
slow rebound in economic activity as businesses begin to reopen. Importantly, it also means that the 
“trough” in economic activity in this recession may be behind us. The main takeaway from news of many 
parts of the economy beginning to reopen is that we now have some clarity into what an economic 
reopening will look like. While it will be a slow process, it does appear that the majority of the economy will 
be open again with the ability to function fairly normal (albeit with some social distancing guidelines still in 
place) by the end of the year. This supports the idea of a severe but short lived recession.

The main trend to monitor as the economy reopens is what happens in the rate of new COVID-19 cases and 
deaths. There has been a lot of discussion about a second wave of infections when the economy reopens 
due to the increased amount of contact between people working, shopping, etc. While there will be many 
precautions taken to prevent a second wave, it is still unknown if the economy can fully reopen without new 
cases beginning to increase again. If that would happen, it is likely some lockdown measures would have to 
be reenacted which would be a negative for the economy and market. This is still an area with a lot of 
uncertainty that will be closely monitored. Until there is a vaccine and better treatment regimen for 
COVID-19 many social distancing measures will likely remain a regular part of daily life. 

There are currently over 200 vaccine and treatment drug candidates in some phase of clinical testing around 
the world with research and development work being conducted by the smartest medical and scientific 
minds in the world. It is possible that a vaccine could be commercially available in large quantities by early 
2021. Several promising treatments have already been identified, with one of the most promising drugs 
(Remdesivir from Gilead) recently gaining FDA approval for use in the US and Gilead announcing they were 
donating their entire supply of 1.5 million doses. Remdesivir trials indicated a substantial improvement in 
health of critical COVID-19 patients who took this treatment. 

As better treatments options and an eventual vaccine become available it will become easier to reopen the 
economy en masse and return conditions to normal. When a vaccine is commercially and widely available it 
is likely that COVID-19 will be able to contained and mitigated long-term.
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Length of Time for Economy to Normalize
While many regions around the world are now taking steps to reopen their economies, it is still unknown 
how long it will take economic activity to recover and normalize. If subsequent waves of COVID-19 do not 
materialize in a significant way in the US, a strong economic recovery is likely with much of the lost 
economic output recovered by mid to late 2021. That said, the initial recovery will likely be slow as strict 
social distancing measures remaining in place will limit the ability of certain areas of the economy to 
recover. Specifically, industries such as restaurants/bars, travel, hotels, movie theatres, sporting events, and 
live music among others will likely be some of the slowest industries to recover due to continued social 
distancing policies and limits on mass gatherings. It may take several years for some of the hardest hit 
industries such as airlines and cruise operators to fully recover.

The aggressive amount of stimulus injected into the market and economy to this point will greatly help to 
stimulate an economic recovery and will temporarily replace much of the lost economic output from this 
recession. This will be critical to allowing individuals and businesses to recover. That said, there are many 
risks to an economic recovery, mainly the risk of subsequent waves of COVID-19 infections forcing 
governments to reinstate lockdown policies. In addition, there will continue to be businesses that are in 
financial distress or even go out of business altogether and it is still unknown how widespread this will get. 

Looking to China’s economic reopening shows us that much of China’s economy is now functioning at pre 
COVID-19 levels three to four months after getting their outbreak under control. Current base case 
scenarios in the US indicate that a strong economic rebound could be underway by the end of the year with 
a strong economic rebound continuing through 2021. With much of the US economy currently in some stage 
of reopening it does appear that an economic recovery will be underway by the end of the second quarter. 
While any recovery will likely start out slow and could be affected by subsequent surges in COVID-19 cases it 
is important to observe that the economic contraction/recession will likely be limited to 3-6 months in 
length. In addition, treatment options/vaccines will be commercially available in 2021 which will allow the 
world to more effectively mitigate and contain COVID-19 while allowing daily life to return to a more normal 
routine, albeit with some social distancing guidelines likely staying longer term. 

Summary
In summary, a dramatic amount of uncertainty remains in the economy and market. However, there are 
also numerous reasons for cautious optimism that the worst of this crisis may be behind us before long and 
that a strong recovery could begin to take hold prior to the end of the year.  Strong fiscal and monetary 
stimulus should help reduce the severity/duration of a recession, there is solid evidence that new 
coronavirus cases have peaked or are close to peaking, and many parts of the US are in some phase of 
reopening their economies. The government and health care officials are cognizant that reopening the 
economy in a safe, yet timely fashion is critical to preventing a far worse crisis from developing. Using 
countries such as China as a barometer for how our economy will normalize shows that many parts of the 
economy could rebound strongly by year-end or early 2021. Most experts agree that while this recession 
will be very severe, it will also be very short-term in nature and there is potential for a strong and rapid 
economic recovery in late 2020 and 2021. As the market is forward looking, it is possible that much of the 
bad news is priced in to the market at this point. In addition, any long-term rally in the market will likely 
begin far ahead of signs that the economy has bottomed, making attempts to time the market bottom or an 
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economic bottom a fool’s errand. For investors with long-term time horizons, now is the time to stay 
disciplined and dollar cost average new funds into your investment strategy. It is also a great time to 
reassess your long-term risk tolerance as well as your financial plan. 

As always, your advisor team at M Squared Advisory Group and Mersberger Financial Group is here as a 
resource and is happy to answer any additional questions that you might have. As always, thank you for 
your trust and confidence in our services. 

Thank you!

Mersberger Financial Group, Inc. and M Squared Advisory Group, Inc.




