
Global equities
March 2020 turned the old aphorism on its 

head: A lamb pranced in at the beginning of 

the month, a bear awoke with a vengeance 

from a long hibernation in the middle, 

and a lion emerged near the end. People around the 

world learned how to social distance, self-isolate, and 

recommit to practicing proper hygiene techniques, while 

investment markets searched for a tenuous equilibrium 

during unprecedented volatility and a preponderance of 

unknowns. 

On March 12, a mere 16 trading days after the S&P 500 

Index hit an all-time high, the US equity market fell into 

bear market territory (defined as a decline of 20% or more 

from the prior peak), the quickest such fall in history. 

In fact, the six largest daily point drops that have ever 

occurred were between February 27 and March 18. But 

between March 2 and March 26, the market also posted 

seven of the largest single-day point gains in its history. In 

brief, equity markets tried to find a level that made sense 

under unprecedented shutdown orders and economic 

interruptions caused by the response to contain the 

coronavirus and the related disease COVID-19.

These large price moves ushered in a new wave of 

volatility: Implied volatility in S&P options rose to its 

highest closing value of all time on March 16, and five 

out of its ten highest closing values occurred during the 

month. The other five came during the Great Financial 

Crisis in 2008-2009. Implied volatility is measured by the 

CBOE VIX Index and is a common gauge of investment 

fear: The higher the value, the more compensation sellers 
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March Market Data
1 Month 3 Month YTD 1 Year

US All Cap -13.75 -20.90 -20.90 -9.13

US Large Cap -13.21 -20.22 -20.22 -8.03

US Small Cap -21.73 -30.61 -30.61 -23.99

US Large Cap Growth -9.84 -14.10 -14.10 0.91

US Large Cap Value -17.09 -26.73 -26.73 -17.17

US Small Cap Growth -19.10 -25.76 -25.76 -18.58

US Small Cap Value -24.67 -35.66 -35.66 -29.64

Developed International -14.37 -23.82 -23.82 -15.39

International Emerging Markets -16.63 -24.18 -24.18 -17.94

US Treasury 2.89 8.20 8.20 13.23

US Investment Grade -7.09 -3.63 -3.63 4.98

US High Yield -11.46 -12.68 -12.68 -6.94

Municipal Bonds -3.63 -0.63 -0.63 3.85

Real Estate -18.68 -23.44 -23.44 -15.93

Commodities -12.81 -23.29 -23.29 -22.31

Sources: S&P GSCI, Russell, Barclays, Key Private Bank

of risk require of buyers. During the month, the VIX ranged 

from 33.42 to 82.69 and ended at 53.54. To put these 

numbers into context, the VIX typically hovers around 20 

as shown in the graph on the next page, implying volatility 

is 2 – 4 times above its historical norm

During the month, US large cap equities were down by as  

much as 23.2% on March 20 before rebounding by the end  

of the month to -13.2%, resulting in a -20.2% year-to-date  

(YTD) return. Small cap stocks fared worse (-21.7% month- 

to-date or MTD, -30.6% YTD); growth equities outperformed  

value stocks as investors expressed a preference for 

companies possessing stronger structural growth 

prospects and conservatively managed balance sheets. 

Sector leaders were found within Consumer Staples, 

by Donald Saverno, MBA, Senior Lead Research Analyst
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Health Care, and Information Technology, while laggards 

resided in the Energy, Financials, and Industrials sectors. 

Energy was hit particularly hard as a price war emerged 

between Saudi Arabia and Russia amid COVID-19 

concerns; this conflict was manifested by pledges to 

continue producing oil despite a weakened demand 

outlook. Crude oil prices fell to 18-year lows late in  

the month.

International equity markets underperformed US markets 

during March. Non-US developed equity returns were 

-14.4% (-23.8% YTD) and emerging equity results were 

-16.6% (-24.2% YTD). Eurozone equities fell hardest on 

concerns over their closed economies and the ability of 

the European Union to deliver a unified fiscal stimulus for 

smaller businesses to avoid a prolonged recession.

The market is also wary of the COVID-19 response in 

large emerging market countries (e.g., India and Brazil) 

and also of the short-term effects of an interrupted global 

supply chain amid stay-at-home orders blanketing the 

world. Interestingly, China held up well during the month 

amid signs of a bounce in early economic indicators 

such as the Purchasing Managers Index (PMI).  

CBOE VIX Closing Prices 2020
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In February, China reported a manufacturing PMI of 35.7 

and a services PMI of 29.6 (numbers above 50 constitute 

expansion, and numbers below 50 contraction) and 

exited March with a manufacturing PMI of 52.0 and a 

services PMI of 52.3. Anecdotally, Chinese factories 

appear to be gradually coming back online. The question 

moving forward will be when and where those goods 

can be shipped, since global trade has dwindled as the 

threat of the virus rises. The turnaround in economic 

activity led to a return of -6.5% in Chinese A-Shares 

during March and a -10.0% YTD return. Negative returns, 

yes, but significant outperformance relative to other parts 

of the world. 

While longer-term global supply chains may be disrupted 

as companies hedge against a repeat of this outbreak, 

China’s short-term factory utilization figures are 

encouraging. However, the long bull market is officially 

over. It was a quick end to the second-longest bull 

market in S&P 500 history at nearly 4,000 days. The only 

bull market longer was 4,494 days between December 

1987 and March 2000. Since 2000, investors have 

endured two extended bear markets: The Dot-Com bust 

that took 929 days to reach the eventual bottom and 

the Great Financial Crisis, which took 517 days. Those 

bear markets were more structural. The Dot-Com boom 

led to a bubble in internet stocks, causing a correction 

that took years from which to emerge. And in 2008, the 

financial system corrected the mispricing of risks in the 

marketplace, a correction that also took time. Though 

we cannot be certain, there is hope that the quick retreat 

followed immediately by monetary and fiscal stimulus 

worldwide will make this bear market more like the one in 

1987, when a mere 101 days signaled the range between 

peak and trough. 

Sources: CBOE Exchange, Inc.

 Average Lengths of Bear Markets

Calendar days to -20%  Calendar Days to Trough  Months to Breakeven  % Decline

1987 Crash 56 101 20 34%

Dot-Com 353 929 56 49%

Great Financial Crisis 274 517 49 57%

Coronavirus 22 33* ? 34%*

Average Since 1929 254 518 44 38%

*Trough is the current largest deviation from the peak. It may change. Source: S&P, Morningstar Direct
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Record fiscal and monetary stimulus packages 

throughout the world have been enacted to combat 

the shutdown of many leisure service industries, the 

seizing of the credit markets, and the abandonment by 

investors of risk assets of all types as they flee to cash. 

The details and potential impacts of those packages 

will be discussed in the next section. As the world fights 

COVID-19 and attempts to flatten the curve of new 

infections, the result has been a necessary yet painful 

slowdown of economic activity, further increasing the 

need for stimulus. In many countries, non-essential 

businesses have been shuttered, road and store traffic 

has evaporated, and many workers in hard-hit industries 

have suffered. One example of the economic impact 

within the United States is the Initial Jobless Claims 

figure, a value reported weekly that shows the number 

of individuals newly out of work. Prior to March 2020, 

the highest number occurred during the Great Financial 

Crisis: 665,000. Late in March, the number skyrocketed 

first to 3.3 million and then to 6.6 million, nearly ten times 

higher than the previous high.
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Anticipated and announced stimulus packages drove 

markets to react to news throughout the month as 

coronavirus media coverage saturated the airwaves. 

On March 1, 1,900 new COVID-19 cases were reported 

worldwide. But by March 31, that number soared to more 

than 65,000, a 34-fold increase. The epicenter of the 

disease has moved from Asia through Europe (where the 

spread and the human toll have been somberly high) and 

into the United States, where cases in New York alone 

have surpassed all but China, Italy, and Spain in sheer 

numbers. The toll on sentiment and economic activity 

has been extreme. Over three-quarters of US citizens are 

under some form of stay-at-home order, similar to edicts 

in the eurozone, the United Kingdom, and India. Hope is 

on the horizon, though: Late in the month, Abbott Labs 

began shipping a COVID-19 test that delivers results in 

five minutes, and Johnson & Johnson announced that it 

would begin testing a vaccine in September with hopes 

of beginning shipments in 2021.

Fixed income
US Treasuries continue to be a safe haven, though not 

without volatility. On March 9, the entire yield curve from 

1-month out to 30-year had a yield below 1% for the 

first time in history. In fact, the 10-year Treasury had an 

intraday yield of 32 basis points on the same day — an 

all-time low. Treasuries returned 2.9% for the month and 

are now up 8.2% for the year. Demand for the US dollar 

was so strong that yields on the Treasury curve up to 6 

months out turned negative as investors rushed out of 

risk assets and into short-maturity T-bills.

Investment-grade corporates had a difficult month as 

spreads widened, returning -7.1% (-3.6% YTD). High-yield 

corporate bonds also fell, returning -11.5% (-12.7% YTD) 

on quickly widening spreads. Selling was indiscriminate 

early in the month, as investment-grade corporate bonds 

and high-yield debt both declined by approximately the 

same amount through March 20.

Alternatives

Hedge Funds and Private Markets

The HFRX Global Hedge Fund Index returned -5.9% 

for the month, and YTD returns were -6.0%. Other 

than global macro and managed futures, most hedge 

funds declined during March. The increase in volatility in 

worldwide markets helped the global macro managers. 

Quantitative hedge funds were adversely impacted by 
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systematic deleveraging, and event-driven managers 

were hurt by a strong increase in merger-arb spreads. 

With strong volatility and large swings in prices, 

distressed assets may have potential in the near term.

Real Estate

Real estate investment trusts (REITs) declined 

significantly during March on falling rates. Diversified 

REITs fell 32.0% and are now down 39.1% for the year. 

Regional malls, shopping centers, and retail spaces 

were hit particularly hard while industrial, data centers, 

and manufactured homes held up well in the falling-rate 

environment.

Commodities

The Bloomberg Commodity Index returned -12.8% 

during March and posted a return of -23.3% YTD.  Crude 

oil’s -54.7% decline during the month drove the returns 

as the price war between Saudi Arabia and Russia 

flooded the market with supply at a time when demand 

was drying up. However, the Energy sector still fell. 

Because it is perceived as a safe haven during times of 

volatility, gold increased in price by 1.8% and is up 4.5% 

for the year.

Behavioral economics and  
a stiff upper lip

When volatility increases, many investors tend to make 

rash, panicked decisions. By-the-second coverage of 

COVID-19 images designed to present material in its 

most sensational light doesn’t just make believers — it 

also influences people. Through volatile periods, when 

decisions should be made deliberately, with forethought 

and purpose, some investors instead fall victim to 

behavioral biases that can be identified but are difficult 

to avoid. Daniel Kahneman and Amos Tversky studied 

these anomalies and wrote about them extensively, 

including “Judgment Under Uncertainty: Heuristics 

and Biases” and “Thinking, Fast and Slow”. Their main 

conclusion: Cognitive biases cost investors in the long 

run. Importantly, therefore, it’s worth discussing three 

such biases, especially during this time of heightened 

volatility and uncertainty.

First, investors exhibit the framing effect. They make 

decisions based on how the question is asked. In 

stressful times, questions are tinged with fear and doubt. 

It is easier to sell retreating investments when the mood 

around investments themselves is negative. Framing 

is similar to marketing: It is an easier decision to buy a 

stock “trading at a 30% discount” than one advertised as 

“down 30% from its highs.” 

Second, investors fall victim to availability bias. The 

most recent information on an investment is the only 

information that matters. And the only history that 

matters is the history the investor remembers. The bull 

market that ended in March was one of the longest in 

history, and recent events can seem more painful after 

such a long market expansion period. 

Finally, confirmation bias binds the decision-making 

process. Investors only seek out information that 

coincides with their belief system. If an investor believes 

that equity markets will continue to fall, the news they 

read will be bearish. By only seeing one side of a  

problem, it becomes more difficult to make solid decisions.

These three biases are identifiable but difficult to avoid, 

and it sometimes takes outside forces to influence the 

decision-making process. To illustrate this, we cite one 

historical example and another example playing out 

around the world today. Between September 1940 and 

May 1941 during the Blitz, German bombers dropped 

over 41,000 tons of bombs on industrial and civilian 

targets across Great Britain on a near-daily basis. 

Blackouts masked cities from German pilots: Residents 

drew the curtains in their homes and avoided fires and 

lamps every day for over nine months. Civilians were 

shut into their houses, not knowing if and when a raid 

would come to their city. There was a large probability 

that sentiment would break, that citizens would do 

anything to avoid the lack of control over their own lives. 

Left to their own devices, they may have succumbed 

to behavioral biases and made quick decisions when a 

more thoughtful process was warranted. 
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The thoughtful introspection came in the form of new 

Prime Minister Winston Churchill. Throughout the 

bombardment, he skillfully used the British press, 

both newsprint and radio (the new growth industry), 

to communicate with his constituents. He preached 

morale, he preached community, he preached the 

ability to withstand hardship for the good of the nation. 

He became the staff to lean upon during a troubled 

journey. What he did not do was promise an easy 

solution. Instead of giving an out for those leaning toward 

making rash decisions, he provided stability. The result 

was an outpouring of help for broken communities, of 

volunteerism, of sheltering through the storm.

In 2020, we are undergoing a less literal bombardment, 

but the parallels are obvious. Many of us have less 

freedom of movement than we are accustomed to. 

We have questions about our investments and may be 

prone to making knee-jerk emotional decisions based 

on overwhelming news coverage. But the market has 

a mechanism that can calm us. Starting with the Great 

Financial Crisis, central banks and stimulus packages 

have become the steadying force as they attempt to 

provide stability during trying times. All over the world, 

both governments and central banks are working to 

enable the world economy to restart itself after this 

unprecedented shutdown.

Aggressive stimulus packages have been enacted in 

developed and emerging economies. In the United 

States, monetary stimulus came as a result of a surprise 

50 basis point cut by the Federal Reserve (Fed) on March 

3 and again on March 15, which lowered federal funds 

rates to 0-0.25%. The Fed also promised $700 billion 

in asset purchases, reopening quantitative easing (QE). 

The US also delivered fiscal stimulus with the passage 

of a $2.2 trillion aid package by Congress on March 27. 

The package is the largest in history and includes $500 

billion for at-risk industries and direct checks to US 

taxpayers with lower or middle incomes. Central banks 

and governments in Europe and Asia have stepped up 

to alleviate the burden of an economic slowdown. The 

European Union upped its asset-purchase program and 

added $750 billion euros in quantitative easing, while the 

UK cut interest rates in two emergency meetings and 

offered to pay up to 80% of wages of staff furloughed 

because of the downturn. Japan accelerated asset 

purchases and is working on a fiscal stimulus plan 

of up to 10% of total economic output. China eased 

monetary policy, pledged to spend on infrastructure, 

and is taking steps to boost consumer spending. 

Designed to provide stability and mitigate the potential 

for further extreme volatility, these measures represent 

the largest mobilization in history to combat the threat of 

a prolonged recession. 

The impact of the actions taken by Churchill and the 

monetary and fiscal measures taken by governments and 

central banks is the same: They are helping constituents 

avoid behavioral biases. They provide a framework for 

decision-making, helping us avoid cognitive biases and 

achieve a quicker rebound in the future. 

Key Private Bank has a systematic mechanism in place 

to help us minimize our own behavioral biases: We 

use our proprietary Dynamic Allocation Research Tool 

(DART) to inform our asset allocation decision-making 

process. DART provides information across three pillars 

— Corporate Fundamentals, Investor Sentiment, and 

the Macroeconomic Environment — and sends signals 

on the impact of potential shifts in asset allocations. 

The model provides a baseline for discussion devoid 

of both the confirmation bias and the availability bias. It 

incorporates both recent and past data, and our asset 

allocation decisions are more robust because of this  

data baseline.

During this past month, DART’s view on stocks declined. 

Accordingly, we recommend a modest underweight 

to equities and we prefer high-quality companies and 

lower-volatility stocks.

We favor US equities over developed international 

stocks due to the defensive characteristics of the US 

equity marketplace. We maintain a neutral weight on 

emerging market equities given the rebound in China’s 

manufacturing and an apparent slowing of COVID-19 

there. Developed non-US countries, however, are 

challenged by weaker fiscal conditions and thus we 

recommend underweighting this region of the world.
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We also recommend a neutral allocation to fixed 

income and we now favor high quality investment grade 

corporate bonds over treasuries as corporate bond 

yields have risen and the Fed’s aggressive actions have 

provided an important backstop – more will likely be 

needed, though.

Similarly, we would maintain some very modest exposure 

to high yield bonds and/or other opportunistic fixed 

income strategies, but only via skilled active managers 

who are adept at navigating market volatility and employ 

a strong security selection discipline.

And we still believe that alternatives, for the right  

clients, can provide valuable diversification benefits to 

a portfolio. Lastly, we continue to recommend holding 

slightly larger cash balances for future spending needs 

and/or opportunistic rebalancing if risk assets come 

under pressure. 

Key Private Bank Asset Allocation  
Recommendations as of April 2020

Tactical Asset Allocation

Stocks Bonds Cash Alts/Diversifiers

De-emphasize Neutral Emphasize Emphasize

Equity Geographic Emphasis

United States International –  
Developed

International –  
Emerging

Emphasize De-emphasize Neutral

Equity Factor Emphasis

Value Quality Momentum Low Volatility

De-emphasize Emphasize De-emphasize Emphasize

Fixed Income Emphasis

Duration Treasuries/ 
Government

Investment 
Grade Corp. High Yield

Neutral De-emphasize Emphasize Neutral – 
Active Mgt.


