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Key Highlights and News

•   U.S. goods exports fell 6.7% from March, the sharpest decline since the financial 
crisis, led by a plunge in auto shipments and industrial supplies such as oil. Imports 
fell by 2.4% on autos and consumer goods. Combined, U.S. exports and imports fell 
to their lowest level in almost three years. (Deutsche Bank)

•   First quarter U.S. Gross Domestic Product (GDP) missed estimates in the  
sharpest decline since 2008. The first print of first quarter GDP showed a 4.8% 
quarter-on-quarter annualized contraction, exceeding estimates of a 4.0% decline, 
ending the longest economic expansion on record, and the first contraction since 
2014. Personal consumption was the big drag, down 7.6%, the worst decline since 
1980, versus a forecast of negative 3.6%. Economists expect an even sharper second 
quarter GDP contraction. (FactSet, Bloomberg)

•   The second most infected state, New Jersey, could reopen schools in May if 
hospitalizations continue to trend lower and testing at least doubles from its current 
rate. In California, Governor Newsom said the state will make meaningful steps to 
reopen in the coming weeks. (Deutsche Bank)

•   Generous coronavirus benefits may be both positive and negative for the 
economy. Roughly half of all U.S. workers may earn more in unemployment benefits 
than they did in their jobs before the coronavirus outbreak, helping many low-wage 
workers avoid significant financial harm and potential health risks and putting the 
economy on a better recovery path. But enhanced benefits may create disincentives 
that complicate efforts to bring back workers as lockdown measures are dialed back. 
Many businesses also want to get employees back on their payrolls so they can 
qualify for loan forgiveness from the government. (Wall Street Journal)

•   A deal to provide reeling states and cities with relief may come at a price. Senate 
majority leader Mitch McConnell said it’s “highly likely” the next coronavirus response 
bill will aid local governments, but to unlock that money, McConnell said he will 
“insist” Congress limit the liabilities of health care workers, business owners and 
employees from lawsuits as they reopen in the coming weeks and months. (Politico)

•   General Motors announced it will suspend the quarterly cash dividend on 
its common stock, as well as its share repurchase program. And Boeing’s CEO 
announced Monday that it could be several years before the company reinstates  
its dividend. (Deutsche Bank)
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What to Keep an Eye On

•   Congressional Budget Office’s updated economic estimates include second 
quarter growth expected to fall historically by 39.6%. The unemployment rate 
is expected to rise to 14% in the second quarter and peak at 16% in the third before 
falling to 11.7% in the fourth quarter and 10.1% in 2021. (Congressional Budget Office)

•   The Trump administration may face significant hurdles in getting the Federal 
Reserve to help rescue an oil industry squeezed by plunging crude prices given 
the Central Bank’s aversion to helping specific industries and its lack of authority 
to help businesses that are insolvent. The Fed regards loan programs aimed at a 
specific industry as credit allocation—something Chairman Jerome Powell specifically 
rejected in an April 9 speech. (Bloomberg)

•   The Food and Drug Administration has been in discussions with Gilead Sciences 
to make its antiviral drug available to COVID-19 patients as quickly as possible. 
White House health advisor Dr. Anthony Fauci said data from a trial testing Gilead’s 
drug showed “quite good news.” (CNBC)

•   In the worldwide race for a vaccine to stop the coronavirus, the laboratory 
sprinting fastest is at Oxford University where scientists at the university’s Jenner 
Institute had a head start on a vaccine, having proved in previous trials that similar 
inoculations—including one last year against an earlier coronavirus—were harmless to 
humans. The lab plans to schedule tests of a new coronavirus vaccine involving more 
than 6,000 people by the end of next month hoping to show not only that it is safe, 
but also that it works. (New York Times)

•   The Big Three automakers are targeting a restart date: GM, Ford, and Fiat Chrysler 
are targeting May 18 to resume some production at their U.S. factories. The start  
date would apply to all the companies’ factories in the U.S., even in states where  
stay-at-home orders are being dialed back sooner. The companies plan to finalize 
safety measures with the United Auto Workers union and give parts suppliers more 
time to ready shipments. (Wall Street Journal)

Our Perspective: Bad Breadth Warrants Caution

The onset of the coronavirus pandemic led to a rush for the exits in risky assets that 
pushed the S&P 500 Index down nearly 34% from the peak of February 19 through 
March 23. Since then, a rally has driven the index back up more than 31% through  
April 29. A frequent question on our weekly client calls is whether the U.S. equity  
market has “bottomed” and the worst of the storm is behind us. 

While we are encouraged by the equity market’s positive reaction to the massive 
fiscal and monetary stimulus measures intended to stabilize the economy, we remain 
cautious regarding the foundation on which the rally has been built. More specifically, 
the narrow leadership of the largest names in the index may suggest the overall health 
of the equity market is not as strong as the broad index level might suggest. 

A lack of breadth (a large number of companies driving the returns of the overall index) 
is one reason we remain reluctant to declare “all clear” in the equity markets just yet. 
In the case of the recent rally, the five largest companies by market capitalization—
Alphabet (Google), Microsoft, Apple, Amazon and Facebook—have meaningfully 
outperformed the rest of the market. The impact of these stocks is reflected in 5.5%  
of outperformance between the market capitalization weighted S&P 500 Index and  
its equally weighted version year-to-date through April 29. 
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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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Increasing concentration among the largest five companies in the index has been a 
growing concern well before the recent market turmoil. The long-term average weight 
of the five largest names in the S&P 500 Index is 14%. However, the above-mentioned 
companies now represent 20% of the total value of the index—the highest level of 
concentration since 1980.1 While narrow breadth is not necessarily a harbinger of 
market selloffs, it does introduce a degree of fragility investors should be mindful of.  
In other words, a more broad-based stock market rally would give us more confidence 
in the durability of the equity market’s recovery.

A League of Their Own

It is not surprising that these five technology-oriented stocks have been standout 
performers this year. Each is highly innovative with a wide competitive moat around its 
business model, has a strong balance sheet with ample cash reserves, and benefits in 
some way from the changes to our way of life under the threat of COVID-19. This is not 
to say that these firms are completely immune from economic fallout, but rather that 
they are no doubt in an enviable position relative to peers. 

Investors should respect the fact that the positions of these companies are more of  
an exception than the rule when it comes to exposure to the ongoing global recession. 
What remains uncertain is how the fundamentals of the remaining 80% of the equity 
market will fare as the first and second order impact of this event-driven economic 
downturn are fully understood. 

1 Source: Compustat, Goldman Sachs Global Investment Research


