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Key Highlights and News

•   Concerns about a second wave of COVID-19 infections that may potentially be 
more deadly than the first wave arose after clusters of renewed outbreaks were 
reported in Asia, with China, South Korea and Hong Kong recently reporting new 
cases. (Bloomberg) 

•   The non-partisan Congressional Budget Office (CBO) reports that the U.S. 
economy should bounce back strongly in the third quarter, but will not fully retake 
lost ground until sometime after next year. The CBO projected the economy would 
contract at a 37.7% annual rate in the second quarter, but expand at a 21.5% pace in the 
July–September period. But U.S. Gross Domestic Product will not return to the heights 
of early 2020 within the forecast period that runs through the end of 2021. (Reuters)

•   A Federal Reserve (Fed) official overseeing the central bank’s $500 billion 
Municipal Liquidity Facility lending program to states and cities said he is seeing 
signs that it is working even before a single loan has been made. New debt issues are 
being “absorbed” by the market and AAA municipal yields have fallen closer to where 
they traded before the selloff begin, with 30-year paper yielding under 1.9% and the 
shortest-term debt around 0.3%. (Bloomberg) 

•   For the month ending May 19, a survey of global fund managers showed portfolio 
cash levels down slightly from April but still above the 10-year average. The most 
crowded trade, according to the survey, was long U.S. technology and growth stocks 
followed by long cash, long gold, and long U.S. dollar. Other findings include just 10% 
expect a V-shaped economic recovery compared to 75% who see a U- or W-shaped 
recovery and 68% believe we are in a bear market equity rally. (Source: Bank of 
America, FactSet)

•   The European Central Bank’s Chief Economist said it is unlikely economic 
activity in the Eurozone will return to its pre-crisis level before 2021, if not 
later. He highlighted that recovery depends on how long it takes to ease economic 
restrictions, whether consumers are reluctant to consume, and if businesses hold 
back investment. If financial conditions are too tight, or pressure on individual 
bond markets is not reflecting fundamentals, the Central Bank may adjust its asset 
purchases, he added. (El Pais)

•   The best-case scenario for global dividends this year is a decline of 15%, 
according to fund manager Janus Henderson. But this estimate includes only those 
cuts already announced or likely to be announced soon. In its worst-case scenario 
including companies the firm believes are vulnerable to cutting their dividend, global 
payments to investors could fall by more than a third. The range of outcomes is 
so wide, the firm said, because the crisis is developing rapidly and because of the 
likelihood that some companies will reduce their payouts rather than cancel them 
altogether. (Financial Times)
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•   The Fed’s balance sheet rose by $212 billion in the week ending May 13 to $6.98 trillion. 
The nearly $7 trillion total compares to just over $4 trillion before measures announced 
to combat market and economic fallout from the coronavirus outbreak. The Fed added 
that liquidity has meaningfully improved from late March, credit spreads have narrowed 
substantially, and a number of the recovery programs have seen several weeks in a row of 
declining assets. The report also noted that the Fed purchased just $305 million of ETFs on 
the first day of its intervention into the corporate bond market. (The Federal Reserve, Reuters)

What to Keep an Eye On

•   As many states lift stay-at-home orders, a relatively sharp snapback of activity driven 
by pent-up demand and stimulus programs is expected. But some data do not yet 
support a return to normality as U.S. activity as of May 15 remains at 35% of pre-pandemic 
levels and only slightly above mid-April’s lows. One bright spot is a slight increase in 
restaurant bookings, but reservations remain down 94% on a year-over-year basis as of  
May 15. Meanwhile, one in every four U.S. restaurants is projected to go out of business  
due to the coronavirus. (Jefferies Group LLC, Bloomberg)

•   Other data suggest a tentative U.S. economic recovery may be underway. While retail 
sales showed record falls in April, retail sales and manufacturing and map requests on Apple 
have steadily climbed after declining 50% between mid-January and the week ending  
April 9. Customer contacts with real estate agents are now above pre-pandemic levels  
and rides on Uber have risen for three straight weeks. (Wall Street Journal)

•   Scientists at the Korean Centers for Disease Control and Prevention found that those 
who tested positive after recovering were not infectious. (Deutsche Bank)

•   Some fund managers are beginning to flag the risk of inflation after large stimulus 
measures by governments and central banks to tackle the coronavirus pandemic. While 
most money managers and economists believe deflation is the more immediate risk, some 
investors argue that the real longer-term threat is the return of inflation due to the dramatic 
interventions by policymakers and supply chain disruptions caused by the pandemic. 
Inflationary trends have not yet shown up in bond markets, but some say central banks’  
vast bond-buying programs are distorting market signaling. (Financial Times)

•   U.S. housing starts in April fell to 891,000, a decline of 30.2% from the previous month, 
and their lowest level since February 2015. Meanwhile building permits were down to  
1.1 million, the lowest level since January 2015. (Deutsche Bank)

•   The Russell 1000 Growth Index is up 1.2% year-to-date as of May 19 while the Russell 
1000 Value Index is down 21%. If the year ended on May 19, growth would have 
outperformed value by the most since the Dot-Com era of the late 1990s. The trend is 
expected to continue as the latest Bank of America Global Fund Manager Survey shows 
only 23% of managers believe value will outperform growth in the future, the lowest 
since December 2007, and expectations that big technology firms may emerge from the 
coronavirus crisis even more dominant. (Wall Street Journal)

•   West Texas Intermediate oil futures on Thursday climbed to just over $34 a barrel, a 
two-month high, as investors focused on an increase in oil imports by China (the second-
largest oil consumer in the world after the U.S.), increasing vehicle traffic flows globally, 
production cuts in Saudi Arabia, and tentative steps to reopen global manufacturing. Oil 
prices were also boosted by continuing reductions in production capacity in the U.S., down 
by 35%, and a modest decline in inventories. (The Street)
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Our Perspective: Fear vs. Facts and Faith in Science

The scientific cavalry is coming. While fears around COVID-19 infections remain high, science 
is responding with a robust campaign of developing and testing hundreds of potential 
vaccines and therapies. The pharmaceutical industry’s intense focus on defeating the 
coronavirus has many optimistic an effective medical solution is on the horizon. Weeks ago, 
the first drug was approved by the Food and Drug Administration for COVID-19, Remdesivir, 
an antiviral drug which reduces the length of hospital stays by about 30% and could, 
potentially, reduce the risk of death. 

There are many reasons to fear the virus, including a second wave of infections, lack of a 
vaccine, and whether the coronavirus will mutate into a different and potentially more deadly 
version. Yet, we view the coronavirus as most likely beatable through vaccines and therapies 
for one primary reason: scientists know this virus. 

During the 1918 Spanish Flu pandemic, doctors did not even know what a virus was, much 
less how to fight it with new treatments. Within weeks of discovering the novel coronavirus, 
however, scientists had already sequenced its genetic code and had begun researching how 
to eradicate it. Another advantage the medical community has relative to the 1918 pandemic 
is the enemy itself. The influenza virus was much more susceptible to mutation compared to 
the coronavirus, and therefore, more difficult to defeat.

Some vaccine experts have contemplated the potential for the coronavirus to burn itself out 
or if mitigation on its own would wipe out the virus before we can develop a vaccine. Outside 
of those positive scenarios, many worry that developing a vaccine might take far longer 
than expected, leaving social distancing as the only effective weapon against the virus. We, 
however, remain optimistic because, unlike past pandemics, medical science has advanced 
far and fast. Vaccines can require a decade or more of testing before release but the scope of 
the coronavirus pandemic, and a global response akin to battlefield medicine, has torn up the 
traditional rulebook. 

Biopharma companies with a history of treating similar diseases are developing many 
therapies which could be cures or at least a “bridge to a vaccine.” In stark contrast to some 
who fear that a vaccine might never be found, these companies are confident in their 
chances of success. How can biopharma companies have such confidence in the face of a 
deadly coronavirus?

Fighting a Stupid Virus

Simply put, the coronavirus is “stupid.” Doctors and researchers believe this virus is so 
contagious because it has a large “spike” protein. This conspicuous protein enables scientists 
to target the virus quite easily compared to other viruses that feature stealthier properties. 
Also, while this coronavirus variant is new, other coronaviruses are well known to scientists 
who have been containing and beating viruses much more deadly than this one. 

Regeneron Pharmaceuticals, for example, fields a team that developed a treatment for the 
sickness caused by the Ebola virus (a much more deadly disease than COVID-19) in nine 
months. This same team believes it can develop a cure for COVID-19 by an “antibody cocktail” 
approach that discovered hundreds of human antibodies that may be able to defeat COVID-19. 
Regeneron is working to select two of the most effective antibodies that may give the body’s 
immune system a head start in fighting off infection. At the same time, many other drug 
companies are using the same approach to develop similar therapies or even cures. 
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To hear our latest insights on market developments, please join us on the first 
and third Wednesday of the month at 9:00 a.m. PT. Dial in: 866-506-8264.
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In addition to the many treatments under investigation, there has also been progress on 
the vaccine front. Johnson & Johnson began developing a vaccine in January, and believe 
they have a candidate which will succeed. They are launching supply “at risk,” i.e., building 
a manufacturing infrastructure before there is proof the vaccine works, implying high 
confidence in its success. They anticipate making a billion doses available by next year 
and plan to give it away at cost. 

Another company, Moderna, believes it may have hundreds of millions of doses by the end of 
this year with their new mRNA vaccine. Moderna’s approach appears to represent a lower risk 
to recipients’ health than other vaccines in the pipeline and may offer faster manufacturing 
speed. Even if both of these candidates fail, many other companies believe they have a “line 
of sight” to a vaccine. 

Many potential vaccines and therapies for this well-researched, well-known virus are in various 
stages of development, leading scientists to have confidence in their ability to beat this virus. 
Investors should gain some degree of comfort from this outlook, but should also remain 
mindful that there is no certainty of success or an accepted timeline to a cure or a vaccine.


