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COVID-19’s Economic Breakage
• Oil Bizarro World

• Turmoil in the energy sector presents opportunities for experienced 
active management

• CARES Act Gets a Boost
• Unprecedented levels of peacetime federal spending should help 

soften the economic impact of COVID-19

• The Economics of COVID-19
• COVID-19’s economic damage has been extensive, though investors 

are beginning to see the light at the end of the tunnel
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Oil Bizarro World

• Bizarro Oil Market. Oil markets experienced a spectacular collapse last week, with
the price of WTI crude* falling as low as -$37, meaning some were paid to take
barrels. This was partly fueled by a scarcity of storage capacity. With supply running
hot for much of 2020 as Saudi Arabia and Russia played chicken over production
cuts, paired with the evaporation of demand due to stay at home measures,
unused stockpiles quickly mounted. Therefore, futures contracts that ensured
delivery in May could find few takers with the ability to store the excess.

• The Great Oil Supply/Demand Imbalance. As a result of the pandemic, significantly
fewer people are driving cars, boarding planes and otherwise consuming oil
products, but much of the world’s oil producers have been keeping the spigots
flowing regardless. The U.S. Energy Information Administration is reporting a
significant shortfall between oil production and consumption year-to-date, and is
projecting a V-shaped recovery through the back half of 2020.

• Picking Through the Rubble in Oil Stocks. The energy sector has taken a significant
beating year-to-date amid all the volatility in oil prices. So much so, that the market
capitalization of the S&P 1500’s** entire energy sector is now worth roughly half of
Microsoft’s $1.3 trillion market value alone. While there will undoubtedly be pain in
the energy industry as companies weather the storm, there may be a “baby in the
bathwater” effect where quality companies could be found at more attractive
valuations, presenting opportunities for experienced active managers.

Turmoil in the energy sector presents opportunities for 
experienced active management

The Great Oil Supply/Demand Imbalance

*West Texas Intermediate (WTI) is a grade of crude oil, often used as a benchmark for oil pricing and the basis for many derivative contracts for oil.
**The S&P 1500 Index is a market capitalization weighted index of large-, mid- and small-cap companies in the U.S. The S&P Composite 1500 Energy Index is a subset of the S&P 1500, containing companies solely in the 
energy sector. One cannot invest directly in an index.
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CARES Act Gets a Boost

• More Small Business Relief on the Way. After clearing both chambers of Congress,
President Trump signed the fourth coronavirus stimulus bill last Friday. The keystone of
the law is the injection of more than $300 billion to bolster the Paycheck Protection
Program (PPP), which extends loans/grants to small businesses. The PPP ran out of its
seed capital not long after the program’s inception, as demand far exceeded initial
expectations.

• The Devil in the Details? The sum of all federal fiscal support to fight COVID-19 and
related economic effects now amounts to a massive 13% of U.S. GDP. While the
measures in total undoubtedly help to soften the economic impact in aggregate,
there may be some unintended consequences. For example, some individuals find
themselves earning more collecting unemployment benefits than they did on the
job. This creates little incentive to re-enter the labor force, which could be an
impediment to growth once it becomes safe to re-open the economy.

• Already Looking Ahead to the Next Round. It is possible the second round of PPP
funding could run out just as quickly as the first, forcing Congress to come together
for a fifth round of fiscal stimulus. A number of additional measures have been
considered that could be tacked on to such a bill, including state/local government
aid, tax cuts, infrastructure spending, an extension of social safety net benefits and
even a revival of the “cash for clunkers” program from the previous recession,
among others.

The Economics of COVID-19

• Unprecedented PMI Weakness. Markit’s April Flash Purchasing Managers’ Indexes
(PMIs) for the U.S. fell to levels that might have previously seemed like cartoon-esque
extreme lows. The manufacturing PMI fell to 36.9 – a level not seen since the depths
of the last recession. The services PMI dropped to an eye-popping 27.4, an all-time
low for the series. However, the Eurozone fared much worse over the period, with
their manufacturing and services PMIs falling to 33.6 and 11.7, respectively.
Altogether, it should not surprise many that there is significant economic fallout from
COVID-19, though the sheer magnitude is, in many respects, unprecedented.

• Layoffs Continue to Mount. Another 4.4 million Americans filed for unemployment
benefits last week, bringing the running total to 26 million since the start of
coronavirus shut-ins. The surge in claims has reportedly overwhelmed some states’
filing systems, so some have claimed that the actual number of layoffs may still well
exceed this figure as more individuals struggle to navigate the application process.

• Eyes on China’s Recovery. China was the first to face COVID-19 and appears to be
the first to emerge from its grips economically. For example, a number of broad
measures, including retail sales of consumer goods and industrial value-add (i.e. the
contribution of manufacturing activity to economic growth) rebounded
considerably from February lows in March. While China uniquely employed a series
of draconian measures to stop the spread of the virus, their experience illuminates
the path forward for countries in the thick of their own outbreaks.

Unprecedented levels of peacetime federal spending should 
help soften the economic impact of COVID-19

COVID-19’s economic damage has been extensive, though 
investors are beginning to see the light at the end of the tunnel
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