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The Coronavirus
has created

yet another unprecedented
environment and much economic
fallout, but we are becoming
increasingly constructive.

We are seeing evidence that we are
able to chart the cycle of COVID-19
and the window of peak contraction
appears to be 3-5 months.

At minimum, the global monetary
and fiscal response will ultimately
slow the pace of COVID-19’s
economic destruction.
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The Coronavirus has created yet another unprecedented
environment and much economic fallout, but we are
becoming increasingly constructive.

Prior to the COVID-19 pandemic we saw evidence that
equity markets were reaching a plateau and interest rates,
namely US Treasuries, were also approaching a ceiling.

A lead indicator was the global dip in home purchases
and housing demand in the second half of 2019.

For us that signaled that consumer budgets were tapped
despite the strong US equity markets and fairly easy
monetary conditions.

Much of the drop in housing demand and spending
related to the trade wars between the US and China;
and the US and Europe.

In our opinion COVID-19 has only catalyzed the fact
that we expected to see a drop in interest rates.
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With a sharp increase in unemployment and the drop in
manufacturing activity across the globe, we believe there
is no doubt a US and global recession is underway.

We are seeing increasing evidence, however, that we
are able to chart the cycle of COVID-19 and it appears
the window of peak contraction is 3-5 months.

China, where COVID-19 started, is increasingly
returning to normal capacity.

Italy was an outlier but it now appears to
have turned the corner.

We agree with some economists that this is an “artificial
shock”, although with very real consequence, so we expect
the recession to be short in duration followed by a sharp
initial rebound particularly in the equity markets.

The rebound in equities will be a relief rally, but its
sustainability will largely be related to how conclusively
we are able to contain and eradicate COVID-19.
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COVID-19

We believe there is no doubt a
US and global recession is already underway
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We believe there is no doubt a US
and global recession is already underway

Indicators like the Philly Fed Manufacturing Survey point And, the global stoppage related to COVID-19 has induced a
to the lowest manufacturing activity in the US and Europe record breaking increase in unemployment with over 10 million
since World War II. initial unemployment claims in the US the past two weeks.

Chart 1. Current and Future General Activity Indexes

January 2008 to March 2020 Initial Jobless Claims Are

(Quite Literally) Off the Charts
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However historically low interest rates and concerted global fiscal and
monetary responses will kick-in and once the COVID-19 alarm abates we
should see a strong response perhaps as soon as the 2H 2020.
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Shaded areas indicate U.S. recessions Source: Board of Governors of the Federal Reserve System (US) fred stiouisfed.org

SOURCE: St. Louis Fed
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COVID-19

We are seeing increasing evidence,
however, that we are able to chart the
cycle of COVID-19 and it appears

the window of peak contraction

is 3-5 months.

At minimum, the global monetary
and fiscal response will ultimately
slow the pace of COVID-19’s
economic destruction.
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We are seeing
INncreasing evidence

that we are able to chart the cycle

Italy and Spain’s daily death tolls are plateauing, but in the UK and US
every day brings more new deaths than the last

Daily coronavirus deaths (7-day rolling avg.), by number of days since 3 daily deaths first recorded
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We continue to expect
extreme near term volatility,

but a gradual return to normal
conditions once the cycle of
COVID-19 is known with

more certainty.
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At minimum, the global monetary and fiscal response
will ultimately slow the pace of COVID-19’s economic destruction.

Global Monetary Response

The US Fed has taken multiple steps including two rate
cuts, implementing quantitative easing, buying residential
and commercial mortgage backed loans, buying commercial
paper and eliminating bank reserve requirements

The UK has implemented 4 emergency stimulus packages
totaling 65.5 billion Pounds

China’s Central Bank has taken several monetary stimulus
measures including expanding reverse repo operations,
lowering lending rates and lowering bank reserve requirements

The European Central Bank will purchase $800 billion
of bonds in 2020 through its PEPP, it has lowered capital
requirements and cut rates

The Reserve Bank of Australia has lowered interest rates,
announced bond purchases, and started a repo operation.
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Global Fiscal Response

The UK is perhaps the most aggressive nation having announced 4
emergency stimulus packages that include cash grants, $379 billion
in business loan guarantees, $1.2 billion in rent support, deferred
taxes and $95 billion of grants to cover 80% or workers’ salaries

Germany announced $610 billion in lending, $170 billion
increased spending and is contemplating another 300 billion
Euro relief package for its citizens

The US has implemented 3 phases of fiscal stimulus
culminating in the $2 trillion Phase Three package signed into
law by President Trump March 31st.

France is opening over $300 billion in business loans
and nearly $50 billion in relief spending

Australia has announced 2 stimulus packages totaling $65 billon.
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General Disclosures

This research and macroeconomic outlook is for our clients only. Other than disclosures relating to Sapphire Hill Global, this research is based on cur-
rent public information that we consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. The
information, opinions, estimates and forecasts contained herein are as of the date hereof and are subject to change without prior notification. We seek
to update our research as appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a periodic
basis, the large majority of reports are published at irregular intervals as appropriate in Sapphire Hill Global’s judgment.

This research is focused on investment themes across markets, industries and sectors. It does not attempt to distinguish between the prospects or per-
formance of, or provide analysis of, individual companies within any industry or sector we describe.

Any trading recommendation in this research relating to an equity or credit security or securities within an industry or sector is reflective of the invest-
ment theme being discussed and is not a recommendation of any such security in isolation.

This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be ille-
gal. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of
individual clients. Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and, if
appropriate, seek professional advice, including tax advice. The price and value of investments referred to in this research and the income from them
may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur. Fluc-
tuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain investments.
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