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Key Highlights and News

•   The CARES Act stimulus package, passed to mitigate damage from the 
coronavirus pandemic, will add $1.8 trillion to federal budget deficits over the 
coming decade, according to the Congressional Budget Office. (Wall Street Journal) 

•   Congress reached a tentative agreement Tuesday with President Trump on a 
nearly $500 billion coronavirus relief bill that would replenish a small business rescue 
program, provide hospitals with another $75 billion, and implement a nationwide virus 
testing program to facilitate reopening the economy. (Associated Press)

•   Evidence suggests herd immunity has not yet been seen anywhere with only a low 
percentage of people worldwide having antibodies to COVID-19, said Mike Ryan, head 
of the World Health Organization’s health emergencies program. (Deutsche Bank)

•   European car data showed sales dropped the most on record in March amid 
shutdowns across Europe to limit the coronavirus outbreak. Data showed passenger 
vehicle registrations fell 52% year-on-year, the lowest since at least 1990. While 
carmakers have pivoted to making face masks and ventilator parts to help the public 
health effort, the shutdown has cratered earnings. (Bloomberg)

•   Europe sees some encouraging signs that the virus is slowing. Italy, Spain and 
France reported the smallest increases in fatalities in weeks. German and UK data also 
showed social-distancing measures proving to be effective as Germany prepares to 
jump-start commercial life. But emerging from lockdowns will not follow a uniform 
pattern and testing/PPE issues are still a major concern. McKinsey forecasts that 
up to 59 million jobs in Europe are at risk because of the economic shutdown from 
coronavirus. (Bloomberg, Financial Times)

•   An NBC/Wall Street Journal poll indicated that nearly 60% of U.S. voters are more 
concerned that relaxing stay-at-home restrictions would lead to further deaths than 
they are about those restrictions harming the economy. (Deutsche Bank)

What to Keep an Eye On

•   Surveys show more businesses seeing a possibility of U.S./China decoupling. 
U.S. businesses in China saw a big decline in the belief that U.S./China economic 
decoupling would be impossible (down to 44% from October’s 66% level). More than 
a quarter of survey respondents are planning to start sourcing materials from outside 
China (though only 16% said they intended to shift production out of China).  
(Wall Street Journal)
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•   French President Macron warns of collapse of the Eurozone unless there is an 
agreement on a recovery fund. Macron said there was no choice but to set up a fund 
that could issue common debt with a common guarantee to finance member states 
according to need rather than size of economies. (Financial Times)

•   European Union leaders are drafting a coronavirus recovery plan that circulated 
among EU leaders ahead of Thursday’s key summit, including plans to make the  
bloc greener, more digital and more reliant on strategic value chains and to reduce 
over-dependency on third countries. (Politico)

•   Major economic indicators collected by government agencies may become 
harder to interpret or be distorted due to the COVID-19 crisis. These include the 
jobless rate and GDP growth figures which will be key data points in assessing which 
fiscal and monetary efforts to rescue the economy are helping. (New York Times)

•   Short sellers are taking their most aggressive positions in years with short 
positions against the SPDR S&P 500 Trust rising to $68.1 billion last week, the highest 
since January 2016. The increase in short positions was largest against industries  
hit hardest by the shutdown such as hotels, casinos and cruise ship companies.  
(Wall Street Journal)

•   The Federal Reserve may expand plans to buy muni bonds following pressure 
from lawmakers in both parties to do more to support smaller cities and counties 
suffering from economic shortfalls. The Fed had indicated early in April that it would 
begin to purchase up to $500 billion in municipal bonds, but that program is currently 
open only to states and counties with populations of more than 2 million and cities of 
1 million or more. (New York Times)

•   It appears that the coronavirus is relatively stable, according to researchers, who 
have studied about 10,000 genome sequences. That is good news for developing 
a vaccine, according to epidemiologist Maria Van Kerkhove, who was speaking at a 
World Health Organization press briefing. If a virus continuously mutates, vaccines 
can be ineffective. (Deutsche Bank)

Our Perspective

There are three types of recessions; cyclical, structural and event-driven. As the 
economy enters a nearly-certain recessionary period due to the coronavirus pandemic, 
the differences between the three types of recessions bear scrutiny.

A cyclical recession typically results when the economic cycle peaks. Inflationary 
pressures build as the gap between demand and supply grows and the Fed raises 
interest rates to cool the economy. The Fed often overtightens, raising borrowing costs 
and reducing consumption and investment. Periodic cyclical recessions that clear out 
excesses built during the expansion phase are considered inevitable and cathartic 
as the economy heats and cools in multi-year cycles. Cyclical recessions typically 
transition to expansionary periods when confidence returns, capital investment 
increases and consumer spending rebounds.

A structural recession can result when imbalances like credit and asset bubbles result 
from years of easy money. These imbalances build as the economic cycle matures 
and, eventually, are unwound. For example, in 2008 housing prices inflated beyond 
their true underlying value and sub-prime mortgage lending collapsed. A structural 
recession is considered to be more harmful to the economy and difficult to unwind 
than a cyclical recession.
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To hear our latest insights on market developments, please join us 
every Wednesday at 9:00 a.m. PT. Dial in: 866-506-8264.
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An event-driven recession is caused by an exogenous shock. The oil embargo of 
1973, armed conflicts, and the current COVID-19 pandemic are examples of event-
driven recessions. Economies typically recover faster from event-driven recessions 
than structural or cyclical recessions as the impact of the exogenous shock fades. One 
concern, and a situation we are watching closely, is when an event-driven recession 
morphs into a longer-duration and potentially more damaging structural recession. 

While far from certain, there is a possibility that a recession resulting from the COVID-19 
pandemic could become structural in nature. The pandemic shock has exposed 
structural fragilities in our economy. The government’s massive market interventions 
during the expansion created a new “unstable equilibrium” that obscured vulnerable 
fissures until they were finally revealed. 

We solved a debt cycle issue in the Great Financial Crisis by adding more debt and one 
estimate is that total corporate debt in November of 2019 reached nearly $10 trillion 
which is equal to a record 47% of the country’s economy.1 Credit-driven economic 
growth may be near its natural end-phase and servicing this debt may lower our natural 
rate of growth going forward. We may need to learn how best to invest in a lower 
growth environment. We also need to remember that in a lower growth economy there 
are still areas where active management can add tremendous value by managing risk 
and capturing investment opportunities.

1  Lynch, David J. (29 November 2019). “Corporate debt nears a record $10 trillion, and borrowing binge 
poses new risks.” The Washington Post.


