MARCH 2020 MARKET UPDATE

MARKET PERSPECTIVE
INSIGHTS & REVIEW FROM PERFORMA’S INVESTMENT TEAM

CORONAVIRUS UNCERTAINTY
When nothing else could derail risk markets, along comes the coronavirus (COVID19). At this point, it is unclear what the ultimate human and economic impact of the
virus will be, but downside risks abound. The market response has been to sell risk
assets and buy the safety of U.S. Treasuries in a classic flight-to-quality trade. The
S&P 500 is down -12.7% from the February 19 th record close and is now down -8.27% for
the year. Meanwhile, the yield on the 10-year U.S. Treasury fell 40 basis points to a
new all-time low of 1.11% and is down 77 basis points for the year.
From a return perspective, investment grade bonds benefited nicely from the
dramatic move lower with Treasuries 1 producing positive monthly and year-to-date
returns

of

2.65%

and

5.16%,

respectively.

The

broader

Bloomberg

Barclays

Intermediate US Government/Credit Index returned 1.41% for the month and 2.85%
year-to-date. There was no such silver lining for the equity markets as the selling
was aggressive and broad-based. Meanwhile, the high yield bond market 2

was

down slightly for the month (-1.54%) and year (-1.53%); it faired significantly better
than equities thanks to the positive price appreciation from the move lower in
interest rates in the broader risk off environment.
To us, the most amazing part of the recent equity market correction is not the
magnitude or velocity of the price swings, but instead the instantaneous clamoring
from

market participants

for additional

Fed stimulus, emergency rate cuts,

coordinated global easing and yes even another round of tax cuts from the Trump
administration. What would they ask for if equity markets sold-off 20-30%? These
types of reactions to a 12% market correction speaks to a much bigger issue in
today’s financial markets that we’ve been talking about for years. Namely, the
markets’ dependency on easy money. It’s an issue. The Fed knows it, but they don’t
know what to do about it.

1

BLOOMBERG BARCLAYS U.S. TREASURY INDEX;

2

BOA MERRILL LYNCH U.S. HIGH YIELD CASH PAY INDEX

www.performaltd.com

To be sure, additional easing
from the Federal Reserve is not
going to solve the coronavirus
outbreak.
Additionally,
they
have been clear that monetary
policy is on hold until there is a
material reassessment to the
economic outlook or inflation is
significantly and persistently
above their 2% target. To date,
neither
has
happened.
Of
course, markets are forwardlooking and pricing in the future negative impact of the coronavirus, thus asking for
easing today. We do not envy the Fed’s position. Trying to set monetary policy
during a period of market turbulence, sparked by a novel virus that nobody knows a
thing about, is challenging to say the least.
If the virus gets materially worse from here, the negative economic implications will
be undeniable and unavoidable. The Fed would be forced to ease policy further,
attempting to spur a stalling U.S. economy. However, if the Fed chooses to
preemptively respond and the economic outcome turns out to be less dire, then
their willingness to placate the markets will be on center stage. The Fed cannot
afford to be reactionary at this moment. They can afford to be patient, evaluate the
impact of the virus, digest incoming economic data and move when they must
(rather than when the market tells them to). Of course, this path for policy would
likely result in disappointment and another leg lower in equity markets and thus
you can see the Fed’s predicament. What the Fed should do and will do can be
different things and sometimes for good reason. This might be exactly one of those
situations.
We came into the year with a defensive stance, expecting the U.S. economy to
muddle through 2020 and maintained the view that risks to growth remain skewed
toward the downside. The coronavirus is clearly one such downside risk and we
expect it to have a negative impact on corporate earnings. We’re only 1/6th of the
way through the year and we still have the democratic primaries, the next iteration
of Brexit and the election to chew on.
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ABOUT PERFORMA
Combining our extensive knowledge of the insurance industry with the institutional expertise of our
investment team, Performa has been managing assets on behalf of captive and other insurance
clients for more than 25 years. Our capabilities include asset allocation, active fixed income and
equity management through diversified mutual funds and separate account portfolios. With
offices in the world’s largest captive domiciles, including Bermuda, Vermont and South Carolina,
we are focused on delivering customized solutions to meet the unique investment objectives and
liquidity requirements of our clients. We are 100% employee-owned and have $4.63 billion in captive
assets under management and advisement as of January 31, 2020. Our investment philosophy is
value driven and long-term in nature. Whether approaching asset allocation, fixed income or
equities, our ability to be nimble, contrarian and decisive sets us apart from our peers and promotes
capital preservation.
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THIS ARTICLE IS PROVIDED FOR GENERAL INFORMATIONAL PURPOSES ONLY. THE INFORMATION COMPILED IS FROM SOURCES DEEMED
TO BE RELIABLE BUT PERFORMA DOES NOT WARRANT ITS COMPLETENESS OR ACCURACY. OPINIONS, ESTIMATES AND ASSUMPTIONS
EXPRESSED HEREIN REFLECT OUR JUDGMENT AS OF THE DATE OF PUBLICATION AND ARE SUBJECT TO CHANGE WITHOUT NOTICE. THIS
MATERIAL SHOULD NOT BE CONSTRUED AS FORMAL INVESTMENT OR FINANCIAL PLANNING ADVICE NOR AS A SOLICITATION TO
PURCHASE OR SELL SPECIFIC SECURITIES OR INVESTMENT STRATEGIES. INVESTORS SHOULD ALWAYS SEEK PROFESSIONAL FINANCIAL
ADVICE REGARDING THE APPROPRIATENESS OF INVESTING IN ANY INVESTMENT STRATEGY OR SECURITY, WHETHER DISCUSSED HERE,
OR OTHERWISE. THIS MATERIAL MUST NOT BE DISTRIBUTED TO ANY THIRD PARTY WITHOUT PRIOR WRITTEN CONSENT.
ANY STATEMENTS REGARDING PERFORMANCE MAY NOT BE REALIZED AND PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS.
INVESTORS SHOULD NOTE THAT THE VALUE OF ANY INVESTMENT STRATEGY OR SECURITY MAY FLUCTUATE AND UNDERLYING PRINCIPAL
VALUES MAY RISE OR FALL.
PERFORMA INCLUDES P.R.P. PERFORMA LTD AND ITS US AFFILIATE, PERFORMA LIMITED (US), LLC. P.R.P. PERFORMA, LTD. IS LICENSED
TO CONDUCT INVESTMENT BUSINESS BY THE BERMUDA MONETARY AUTHORITY (BMA). PERFORMA LIMITED (US), LLC IS AN SEC
REGISTERED INVESTMENT ADVISOR. NEITHER THE LICENSING NOR REGISTRATION IMPLY THAT THE BMA OR SEC HAS APPROVED OR
DISAPPROVED OF PERFORMA SERVICES, PRODUCTS OR STRATEGIES
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