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Recession US Initial Jobless Claims Seasonally Adjusted

 Key Market Factors (as of April  2020) 

 2020—How Bad Will It Get? 
❖ U.S. economic activity was strong through February and was on pace 

for growth of about 3% before the coronavirus devastated global 
economies. 

❖ One of the first data points that illustrated the unprecedented rapid 
change in economic conditions was the weekly initial unemployment 
claims that increased by over 6,000,000 over two weeks to an all-time 
high.  

❖ The U.S. will most likely enter into a recession (defined as two 
consecutive quarters of negative growth) with growth in the 2nd 
quarter falling significantly more than in the financial crisis in 2008-
2009.  

❖ The Ten-year Treasury in the U.S. declined by 122 basis points in the 
first quarter and closed at 0.70%.  

❖ Credit spreads in investment grade corporates, high yield and EMD 
widened significantly and are at “typical” recessionary levels.  

❖ Treasuries are one of the only asset classes in the U.S. to have positive 
returns with long Treasuries returning over +20%.  

 Looking for Solid Ground 

❖ Earnings estimate revisions are subject to two major unknowns, the 
depth and duration of economic retrenchment. The unprecedented 
nature of this crisis makes prior recessions an imprecise guide. 

❖ The key lesson from 2008 is that while markets anticipate earnings 
declines, they may not form a base until there is improved visibility of 
revisions.  At that point, valuation measures can reassert themselves and 
leadership can rotate from high quality to low value names. 

❖ Emergency fiscal and monetary stimuli should help recovery prospects, 
and the timing of the Chinese economic trough is anecdotally 
encouraging.  However, the near-term dislocation impacts are liable to 
surpass consensus estimates. 

❖ Extreme levels of volatility should subside as illiquidity and risk-driven 
passive flows normalize, but elevated levels will persist while the timing 
and trajectory of various end markets remains uncertain.  

Real-time insight on how DuPont Capital has positioned its portfolios as a function of key factors driving the markets.  
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Source: DuPont Capital, FactSet, Standard & Poors  

Source:  Department of Labor 
As of  March  27, 2020 
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The information contained in this memorandum is intended for the sole use of prospective investors in understanding and evaluating the 
impact of market events and is not designed or intended to be used for any other purpose. The document may contain forward-looking 
statements, which are based on current opinions, expectations and projections. We undertake no obligation to update or revise any forward-
looking statements. Actual results could differ materially from those anticipated in forward-looking statements. An investment in securities 
includes risk of loss. There is no guarantee that any investment in the securities mentioned will be profitable. This document is not intended as 
an offer or solicitation for the purchase or sale of any security or financial instrument or as a recommendation to invest in any of the securities 
or financial instruments discussed herein.  Registration of an investment adviser with the SEC does not imply any level of skill or training.  

 Current Positioning (as of April 2020) 

Global Equity 
❖ While acknowledging the unparalleled circumstances of the current crisis and the difficulties in 

modeling a probability-weighted recovery scenario, we think equity markets need more visibility of 
earnings (i.e. more aggressive cuts) before they can resume a sustainable recovery trend.  The 
Churchillian maxim “If you’re going through hell, keep going” seems appropriate at this point.  As in 
China, investors may take comfort at the point when Covid-19 virulence appears to peak in Europe and 
the U.S.  Absent a vaccine, we do not expect the broader economy will be out of the woods until later. 

❖ We are being selective in positioning in the short term, as the economic impacts could be longer and 
more severe for certain sectors and market segments.  Our goal is to be reasonably well balanced 
between cyclical, defensive, and growth companies, establishing both defense and offense in the 
portfolio.  We are using market conditions to selectively increase the quality of the portfolio, trimming 
or adding to positions while considering possible secondary and tertiary impacts of the crisis (e.g. credit 
exposures, balance sheet strength, longer term end market dislocations, impacts on pay outs).  It is 
likely that more “value” like factors will outperform in the initial stages of a recovery, although 
dividend yields and balance sheet metrics in some sectors may not follow traditional patterns.  

❖ It is noteworthy that companies with strong ESG profiles have held up better during the recent market 
collapse.  While this may reflect a broader “flight to quality,” it underscores the long-term role that ESG 
can play in active strategies and risk-adjusted returns.  More immediately, corporate social behavior 
(employee/community engagement) has catapulted into the spotlight.  With so much economic value 
derived from intangible assets and human rather than physical capital, this focus may persist. 

Fixed Income 
❖ Economic growth is plunging.  The Federal Reserve has moved into a “whatever it takes” phase to add 

liquidity and moved the Fed Funds Rate back to 0%.  The Federal Government has passed a historic 
stimulus plan of over $2 trillion dollars and there is already talk of more to come. U.S. interest rates will 
stay low for an extended period of time, and most of our portfolios have durations that are similar to the 
benchmarks in this period of high volatility.  

❖ Investment grade corporate spreads widened significantly during the quarter and are at extremely wide 
levels, reflecting a recession. We have been gradually increasing our allocation to corporates in our Core 
and Core Plus portfolios. We favor the basic industry, insurance, capital goods, and electric utility sectors.  

❖ In Long Duration, we had very little exposure to long corporates and are now greatly increasing our 
allocation due to the much more attractive spread levels.   

❖ High yield spreads have also widened significantly to the widest level since the financial crisis. Our strategy 
is two-fold:  1) we are adding slowly to companies that we believe will not be hurt as much in the 
upcoming recession, and 2) we are starting to identify and research potential distressed situations.  

❖ Emerging Markets Debt (EMD) was hit hard with hard currency outperforming local currency. We have 
been gradually adding positions to our EMD portfolios.  Our focus has been on some of the higher quality 
countries that we were underweight and are now trading at more attractive valuations. Our main 
overweights remain in Brazil, Mexico, and Ukraine. Our main underweights are United Arab Emirates, 
Philippines, and Qatar. 


