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Schwab Market Perspective: Waiting for the Coronavirus Peak

By Liz Ann Sonders By Jeffrey Kleintop By Kathy Jones

 

Listen to the latest audio Schwab Market Perspective .

 

The COVID-19 pandemic has severely affected the U.S. economy, with
containment efforts leading to widespread business closings and
surging unemployment—and stock market volatility. The key questions
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now are when can the economy reopen, and what happens when it
does?

Shutdowns have rocked U.S. stocks and economy
Large sections of the U.S. economy remain shut down in an effort to
slow the spread of COVID-19, and the ripple effects are increasingly
being felt. Nearly 22 million Americans filed for unemployment
benefits during the three weeks ending April 11th. Because of reporting
lag times, the monthly U.S. employment report hasn’t yet fully
reflected the severity of the situation. 

Initial unemployment claims have shattered records

Source: Charles Schwab, Bloomberg, as of 4/16/2020.
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Meanwhile, corporate earnings estimates are more of a guess than
anything. Analysts were relatively optimistic at the start of the year, but
have since sharply dialed back expectations, with more estimate
reductions likely. Many companies have withdrawn guidance, making
valuation analysis exceptionally difficult. 

Earnings optimism has faded considerably

Source: Charles Schwab, I/B/E/S data from Refinitiv, as of 4/16/2020.

While many economists agree that we are in a recession, there is
disagreement about how deep and long the contraction will be—
forecasts for second-quarter real gross domestic product (GDP) growth
range from -9% to -50% (on a quarter-over-quarter annualized basis).
Economic growth in the second quarter is expected to fall sharply,
resulting in the largest contraction in real GDP in the post-WWII era.
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Economic growth is expected to contract sharply this year

Source: Charles Schwab, Bianco Research LLC, Bloomberg, as of 4/14/2020.

The prospective shape of the post-virus recovery —whether it looks

like a V, U, W or any other letter—has been a topic of debate among
economists and investors. We think the most apt letter may be a Y,
given that parts of the economy were already weak before the crisis,
including manufacturing and business investment. As businesses start
to reopen, the initial resumption in activity may cause a short-term
surge in growth, but it might be difficult to sustain over the long term
(hence the Y shape). 

Regardless of the shape of any potential recovery, the shape of the
virus curve is the most important. A flattening in the number of new
cases and deaths is the key to determining when the economy can

https://www.schwab.com/resource-center/insights/content/box-letters-what-shape-will-recessionrecovery-take
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reopen. Longer term, developing an effective vaccine and/or treatment
is paramount.

Europe has launched massive stimulus 
Including loan guarantees, Germany’s stimulus totals more than 20%
of its GDP, while the totals in Spain, France and the U.K. exceed 15% of
their respective GDPs. This is roughly five times the support provided
in the wake of the global financial crisis of 2008-09, and compares
favorably to the cumulative stimulus announced to date in Japan and
the United States. Additionally, the European Stability Mechanism for
the first time will issue “coronabonds” and distribute the proceeds
proportionally to economies based on their size.

Europe’s fiscal spending relative to GDP is high



4/19/2020 Schwab Market Perspective: Waiting for the Coronavirus Peak | Charles Schwab

https://www.schwab.com/resource-center/insights/content/market-perspective 6/11

Source: Charles Schwab, as of 4/10/2020. Amounts include loan guarantees outside of the United
States. Additional 4% of GDP eurozone fiscal spending not added to eurozone country totals.

When comparing the numbers, it is important to remember that
Europe already spends more on its social safety net than the United
States and many other countries, which may buffer the impact during
recessions. For example, in 2008-09’s global recession, eurozone
unemployment rose by about 3%, compared with nearly 6% in the
United States. Currently, just over 13% of the U.S. labor force has filed
for unemployment benefits during the final two weeks of March and
first two weeks of April (as per the Bureau of Labor Statistics).
Unemployment filings in Spain and Ireland—the countries for which
we have data so far—totaled just 1% of the labor force for the entire
month of March. The differences in support for workers means the
amount of one-time stimulus is not the best measure of the economic
support in place.

The Federal Reserve has come to the rescue
It would be hard to overstate the magnitude of what the Federal
Reserve has done to address the impact of the coronavirus on the fixed
income markets. In a span of about six weeks, it has lowered the
federal funds rate to a range of 0.0-0.25%, increased its bond holdings
by more than $1.6 trillion, eased bank regulations to encourage more
lending, opened up lending of U.S. dollars to foreign central banks, and
set up facilities to increase the flow of credit to households and
businesses.
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In response, fixed income markets have staged a major turnaround in
the past few weeks. Treasury yields have risen from the lows set during
March, when panic buying by investors seeking a safe haven sent yields
to all-time lows, while yields for riskier bonds have fallen from their
peak levels. While risks still remain, we are becoming more optimistic
that the worst of the fixed income market decline may be behind us.

The Fed has increased its bond holdings, injecting liquidity
into financial markets

Source: All Federal Reserve Banks: Total Assets, Trillions of Dollars, seasonally adjusted. Weekly data
as of 4/8/2020.

The most notable moves by the Fed have been those that support areas
of the fixed income markets it has not moved into historically, such as
high-yield and municipal bonds. These moves have significantly
reduced the yield spread between those bonds and Treasuries. 
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High-yield credit spreads are down from the March peak

Source: Bloomberg, using daily data as of 4/9/2020. Option-adjusted spreads (OAS) are quoted as a
fixed spread, or differential, over U.S. Treasury issues. OAS is a method used in calculating the
relative value of a fixed income security containing an embedded option, such as a borrower's option
to prepay a loan.

However, the Fed’s various programs are not an all-clear signal for
investors to flood into the riskier segments of the fixed income market.
There are limits as to how far the Fed is willing and able to go,
especially in the corporate bond market. It has the ability to buy bonds
of companies that were downgraded from investment-grade to high-
yield, but that is a limited universe. Not all boats will be lifted by the
Fed’s injection of liquidity. 

What to do now
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Related Topics

MARKET COMMENTARY

Market volatility underscores the importance of having a portfolio that
contains a variety of asset classes , including stocks and bonds,

balanced in a way that reflects your risk tolerance and investment
timeline. It’s also a good idea to rebalance your portfolio periodically to
bring it back to your original asset allocation targets (Schwab clients
can log in to their accounts and use the Schwab Portfolio Checkup

tool to help with this).

Fixed income investors who are focused on yield may find

opportunities  in higher-rated corporate bonds (those rated A or

better) and municipal bonds (those rated AA or better). Yields for those
investments relative to Treasuries of comparable maturity are more
attractive now than prior to the crisis. However, investors should be
prepared for a potentially bumpy ride—with the economic outlook so
uncertain, volatility is likely to bounce up from time to time.

What you can do next

Read more about Schwab’s perspective on recent market volatility.
Schwab clients, please reach out if you’d like discuss your portfolio. Contact your Schwab
Financial Consultant or call us at 800-355-2162.
If you’re not a client, learn how Schwab can help you reach your goals.

https://www.schwab.com/resource-center/insights/category/market-commentary
https://www.schwab.com/resource-center/insights/content/whats-your-portfolio-role-various-asset-classes
https://client.schwab.com/Accounts/PortfolioHealth/PortfolioHealth.aspx
https://www.schwab.com/resource-center/insights/content/q2-bond-market-outlook-looking-beyond-coronavirus-crisis
https://www.schwab.com/volatility
tel:18003552162
https://www.schwab.com/why-schwab
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Important Disclosures:

The information provided here is for general informational purposes only and should not be considered an individualized
recommendation or personalized investment advice. The investment strategies mentioned here may not be suitable for
everyone. Each investor needs to review an investment strategy for his or her own particular situation before making any
investment decision.

All expressions of opinion are subject to change without notice in reaction to shifting market, economic or political
conditions. Data contained herein from third party providers is obtained from what are considered reliable sources.
However, its accuracy, completeness or reliability cannot be guaranteed. This content was created as of the specific date
indicated and reflects the author’s views as of that date. Supporting documentation for any claims or statistical
information is available upon request.

Past performance is no guarantee of future results and the opinions presented cannot be viewed as an indicator of future
performance.

Investing involves risk including loss of principal.

Indexes are unmanaged, do not incur management fees, costs and expenses and cannot be invested in directly. For more
information on indexes please see www.schwab.com/indexdefinitions.

International investments involve additional risks, which include differences in financial accounting standards, currency
fluctuations, geopolitical risk, foreign taxes and regulations, and the potential for illiquid markets. Investing in emerging
markets may accentuate these risks.

PORTFOLIO MANAGEMENT

DIVERSIFIED PORTFOLIOS

ASSET ALLOCATION

STOCKS

ECONOMY

INTERNATIONAL INVESTING

FIND A BRANCH

OPEN AN ACCOUNT

A Schwab Financial Consultant can help you achieve your goals.

FIND A CONSULTANT

http://www.schwab.com/indexdefinitions
https://www.schwab.com/resource-center/insights/category/portfolio-management
https://www.schwab.com/resource-center/insights/category/diversified-portfolios
https://www.schwab.com/resource-center/insights/category/asset-allocation
https://www.schwab.com/resource-center/insights/category/stocks
https://www.schwab.com/resource-center/insights/category/economy
https://www.schwab.com/resource-center/insights/category/international-investing
https://client.schwab.com/public/branchlocator/accessschwab.aspx
http://www.schwab.com/public/schwab/investing/accounts_products/accounts?src=main
https://client.schwab.com/Public/Consultant/Find
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Fixed income securities are subject to increased loss of principal during periods of rising interest rates. Fixed-income
investments are subject to various other risks including changes in credit quality, market valuations, liquidity,
prepayments, early redemption, corporate events, tax ramifications and other factors. Lower-rated securities are subject
to greater credit risk, default risk, and liquidity risk.

Tax-exempt bonds are not necessarily suitable for all investors. Information related to a security's tax-exempt status
(federal and in-state) is obtained from third parties, and Schwab does not guarantee its accuracy. Tax-exempt income may
be subject to the alternative minimum tax. Capital appreciation from bond funds and discounted bonds may be subject to
state or local taxes. Capital gains are not exempt from federal income tax.

Diversification, asset allocation and rebalancing of a portfolio cannot assure a profit or protect against a loss in any given
market environment. Rebalancing may cause investors to incur transaction costs and, when rebalancing a non-retirement
account, taxable events may be created that may affect your tax liability.

The policy analysis provided by Charles Schwab & Co., Inc., does not constitute and should not be interpreted as an
endorsement of any political party.

Source: Bloomberg Index Services Limited. BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and
its affiliates (collectively “Bloomberg”). BARCLAYS® is a trademark and service mark of Barclays Bank Plc (collectively
with its affiliates, “Barclays”), used under license. Bloomberg or Bloomberg’s licensors, including Barclays, own all
proprietary rights in the Bloomberg Barclays Indices. Neither Bloomberg nor Barclays approves or endorses this material,
or guarantees the accuracy or completeness of any information herein, or makes any warranty, express or implied, as to
the results to be obtained therefrom and, to the maximum extent allowed by law, neither shall have any liability or
responsibility for injury or damages arising in connection therewith.

The Schwab Center for Financial Research is a division of Charles Schwab & Co., Inc.

©2020 Charles Schwab & Co., Inc. All rights reserved. Member SIPC.
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Thumbs up / down votes are submitted voluntarily by readers and are not meant to suggest the future performance or
suitability of any account type, product or service for any particular reader and may not be representative of the
experience of other readers. When displayed, thumbs up / down vote counts represent whether people found the content
helpful or not helpful and are not intended as a testimonial. Any written feedback or comments collected on this page will
not be published. Charles Schwab & Co., Inc. may in its sole discretion re-set the vote count to zero, remove votes
appearing to be generated by robots or scripts, or remove the modules used to collect feedback and votes.


