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The Virus, Then the Cure…
The rapid spread of the novel coronavirus (Covid-19) has created
an international health crisis. It is serious and it is tragic. Last
month in this space, we postulated on the hopefully transient nature
of its human health effects. Clearly, we undershot, but we would
redouble our emphasis on the second point of discussion: the
knock-on effects presented by the reaction to the virus. The
volume and speed of information – and misinformation –
disseminated related to the virus, and concomitant efforts to avoid
it has created an acute economic shock with the potential to
manifest into a crisis in its own right. Never in history have we
evidenced the simultaneous quarantine of so many millions of
people outside the envelope of war; whether mandated by the
government, compelled by health professionals, or undertaken
voluntarily, the stoppage of daily human activity – globally – has
served to reduce economic activity to a subsistence crawl. It is only
likely to get worse. Strategas has raised the probability of an
economic recession in CY’20 from 20% to 45%.

The title of our note last month was ‘This Too Shall Pass,’ and
without being cavalier or dismissive of individual tragedy, the
human health crisis certainly will. Perhaps longer than expected
and certainly longer than hoped, but it will. What the health crisis
has also revealed, however, are the threads of weakness and
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extreme woven into the global economy and bid into risk asset
prices. Left alone, they likely would have been worked-out in turn.
In the vacuum of an exogenous shock, they have all (or nearly all)
come to a head at once. The effects of this will be evidenced well
after the health-related impact of novel coronavirus begins to
mercifully ebb. The sharp rally in safe-haven assets, particularly
U.S. Treasuries, and the associated selloff in global equities
confirms this. Whether this financial panic metathesizes to the
order of magnitude of the global financial crisis – as has been
suggested by the media – is irresponsible speculation, but waiting
to see is a fool’s errand. In periods of heightened uncertainty, we
are compelled to return to first principles. With that in mind, we
are inclined to navigate developments related to the novel
coronavirus and economic shock with three qualifications in mind:
• We know what we don’t know; the virological elements of
coronavirus are well beyond our capacity to predict.
• While not always unconditionally supported among the political
class, governments’ generally offer proportional responses to
exogenous events, and…
• …individuals will generally, though not universally, exercise an
abundance of caution during periods of uncertainty.
Through this prism, we would offer five observations:
1. We have likely not seen the worst of the human impact from the
spread of coronavirus. We anticipate the number of confirmed
cases (and, sadly, the number of deaths) to grow in both volume
and in geographic dispersion.
2. In the aggregate, 1H’20 economic and corporate data are likely
to be disappointing. The equity market selloff reflects this shift in
consensus.
3. Additional monetary policy accommodation – generally a
demand-side salve – is unlikely to provide much assistance (i.e.
within their mandate the Fed’s response is proportional). The
currency market suggests this remains balanced.
4. The increased size and urgency surrounding fiscal policy
proposals are proportional but may lack in both their ultimate
timeliness and Acura tends of target. Our clients remain skeletal
whether something gets done at all. The bond and options markets
are discounting this now.
5. Ironically, nationalist economic policies may help to both
mitigate the longer-term fundamental drag an acute economic
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shock (softer growth, weaker profits) and support a sharp recovery
when – and only when – the global consensus agrees that the health
risk presented by the virus has abated.

From this vantage point, we believe investors should consider:
• That the building blocks remain in place for a late-cycle
reacceleration inactivity, but…
• …the prospect of recession has risen considerably and without
well-targeted fiscal stimulus and material increase of organic
activity; thereafter, we fear the natural prosperities of economic
gravity will manifest sooner than later.
• Given the sharpness of the decline in equity prices, we believe
investors should reconsider the proposed merits of passive
investing and consider the opportunities presented by high
correlation drawdowns.
This too shall pass.
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Overweight

IG Corporates
TIPS

US LC Value
US LC Core
US LC Growth
US MC Value
US MC Core
US MC Growth
US SC Core

Agencies
ABS/CMBS
US Dollar EMD
Local EMD
High Yield
Convertibles
Bank Loans

Underweight

Dev AC Core
EM AC Core

Neutral

Strategas Recommended Asset Allocation (Mar'20)
Equities
Bonds

US MBS
U.S. Treasuries
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IMPORTANT DISCLOSURES
This communication was prepared by Strategas Asset Management, LLC (“we” or “us”). Recipients of this
communication may not distribute it to others without our express prior consent. This communication is provided
for informational purposes only and is not an offer, recommendation or solicitation to buy or sell any security. This
communication does not constitute, nor should it be regarded as, investment research or a research report or securities
recommendation and it does not provide information reasonably sufficient upon which to base an investment
decision. This is not a complete analysis of every material fact regarding any company, industry or security. Additional
analysis would be required to make an investment decision. This communication is not based on the investment
objectives, strategies, goals, financial circumstances, needs or risk tolerance of any particular client and is not presented
as suitable to any other particular client.
For investors subject to MiFID II (European Directive 2014/65/EU and related Delegated Directives): We classify
the intended recipients of this communication as “professional clients” or “eligible counterparties” with the meaning
of MiFID II and the rules of the UK Financial Conduct Authority. The contents of this report are not provided on
an independent basis and are not “investment advice” or “personal recommendations” within the meaning of MiFID
II and the rules of the UK Financial Conduct Authority.
The information in this communication has been obtained from sources we consider to be reliable, but we cannot
guarantee its accuracy. The information is current only as of the date of this communication and we do not undertake
to update or revise such information following such date. To the extent that any securities or their issuers are included
in this communication, we do not undertake to provide any information about such securities or their issuers in the
future. We do not follow, cover or provide any fundamental or technical analyses, investment ratings, price targets,
financial models or other guidance on any particular securities or companies. Further, to the extent that any securities
or their issuers are included in this communication, each person responsible for the content included in this
communication certifies that any views expressed with respect to such securities or their issuers accurately reflect his
or her personal views about the same and that no part of his or her compensation was, is, or will be directly or
indirectly related to the specific recommendations or views contained in this communication. This communication is
provided on a “where is, as is” basis, and we expressly disclaim any liability for any losses or other consequences of
any person’s use of or reliance on the information contained in this communication.
Strategas Asset Management. LLC and Strategas Securities, LLC are affiliated with Robert W. Baird & Co.
Incorporated (“Baird”), a broker-dealer and FINRA member firm, although the firms conduct separate and distinct
businesses. A complete listing of all applicable disclosures pertaining to Baird with respect to any individual
companies mentioned in this communication can be accessed at http://www.rwbaird.com/researchinsights/research/coverage/third-party-research-disclosures.aspx. You can also call 1-800-792-2473 or write: Robert
W. Baird & Co., PWM Research & Analytics, 777 E. Wisconsin Avenue, Milwaukee, WI 53202.
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