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Executive Summary: 

 The recent spike in COVID-19 infections largely stems from the US.  This surge falls at the feet of the 

CDC for failing to provide reliable tests and not working with the private sector.  This initial error has 

been resolved with the private sector rolling out over 400,000 test kits a week. 

 

 China’s virus data cannot be trusted.  Nonetheless, a timeline of the virus can be projected by using 

Italy, Spain, and predictive models.  Whether one leans on another country of a predictive model the 

peak of infections is forecasted to fall in mid April as a base case.     

 

 Given an estimated incubation period of 14 days and projecting a sustained decline in infected from 

mid April yields a base case of some reopening in mid May.  However, this will most likely happen at 

the state level and come with a host of prerequisites to accept the public. 

 

 Chloroquine has shown to be effective against COVID-19, but only in vitro.  Trials and tests are 

ongoing for the drug, but there is no objective evidence the drug will have the same effect in 

humans.   

 

 The $2.2T stimulus package (CARES Act) was passed last Friday and provides a host of measures for 

both employees and employers.  These include increased unemployment benefit, PPP loans, 

expanded EIDL loans, tax credits, and cash going straight to the consumer.   

 

 Valuation ratios are trading at a discount following a YTD return of (21%) for the global equity 

market.  However, focus needs to be on liquidity and debt to identify firms who were unfairly 

punished during the drawdown.   

 

 Using New York City as a proxy the increased unemployment benefit pays more on a weekly basis 

than the median salary.  This provides conviction that employees in the service industry (that tend to 

be below the median) will not see any loss in income over the next 39 weeks. 

 

 The US economy was incredibly strong heading into the pandemic, which was largely the opposite 

heading into 2008.  Specifically, profit margins were at near all time highs, consumer leverage was at 

a 20 year low, and liquidity was well above average prior to the pandemic.   

 

 Investment grade bonds are trading at a discount that is only surpassed by 2008.  In addition, US 

Treasury rates largely provide a negative return when incorporating inflation.  This highlights the 

relative value corporate bonds currently have over US Treasuries.   
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COVID-19 Update: 

As of this moment the number of COVID-19 cases is on pace to blow through 1,000,000 and deaths of 50,000.  

Fatality rates are currently trending around 5% with the disbursement of fatality rates wide ranging between 

countries.  With cases more than 1,000 Italy has seen a fatality rate of 12% while the US is only 2%.  However, 

fatality rates may have room to move higher as they tend to peak once new infection begin to slow. 

While no one is seeking to take fatalities lightly it is the sheer infectiousness of the diseases that has been the 

catalyst for the economic shock.  The US has largely been put itself in a self-quarantine with individuals only 

allowed to travel for “essential” purposes.  This strategy along with social distancing are seeking to flatten the 

curve of newly infected and get the economy back to working order as soon as possible.  Originally, this 

period of quarantine was set to expire on March 30th, but President Trump extended this period to April 30th.  

The question quickly becomes will the US and possibly the world flatten the curve in the month of April.   

   

New cases around the globe continue to rise, which has largely been attributable to the US. 

 
Source: Worldometer 
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This increase to the US is not because of a late arrival of the virus, but the US’s slow response in rolling out 

test kits.  Patient Zero in the US was diagnosed with COVID-19 on Jan. 20, however testing in the US did not 

really begin in any significant scale until early/mid March.   

 

The lack of testing between Jan. 20 and March has largely fell at the feet of the Center for Disease Control 

and Prevention (CDC).  The CDC opted to create it’s own test kit rather than adopt the successful test kit from 

South Korea.  The initial test kit was completed by the end of January, but quickly showed a significant 

number of false positives (diagnosing COVID-19 when in fact the individual was not infected).  In addition, 

regulation prevented the private sector from assisting and/or creating a test kit.  However, this regulation 

was removed by Feb. 29 and by Mar. 17th  Roche Holdings was sending out 400,000 test kits on a weekly 

basis.  This accelerated amount of testing by the US over the past 2 weeks has resulted in the spike of new 

infections for the globe.  Thus, its not that the US was the last developed economy to import the virus, but 

simply a misstep by the CDC rolling out faulty test kits and not working with the private sector. 

Now that the US is up to speed on testing, the most significant question that arises is how quickly will the  

infection curve flatten.  There is no model that is perfect, but comparing the US against other countries as 

well as predictive models provides somewhat of a base case.   

Country Zero was obviously in China and a quick glance at their infected rate hints that light is just around the 

corner.   

  

 Source: Worldometer 

Source: CDC 
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The first diagnosis in China occurred on Nov. 17th.  In addition, the government was slow to respond, and 

testing did not meaningfully pick up until the end of January.  The rate of new infections peaked around mid 

February and have largely tailed off since then.  However, the data out of China cannot be trusted as the 

number of deaths has been reported as ~3,300.  Consider the following: 

 The number of urns ordered by funeral homes in Wuhan has been higher by a factor of 14 to 40 

compared to the same months of previous years. 

 The number of cellphone plans dropped in January and February was 21M.   

 The growth rate of new cases in China is substantially below the rest of the world.   

While the first two points could be argued given unseasonable weather and phone users deleting multiple 

accounts, viruses do not discriminate based off geography.   

More compelling countries to analyze have been Italy and Spain. 

    

 

These graphs are incredibly similar considering that Spain was about 5-10 days behind Italy.  In addition, this 

also provides evidence of two developed economies that are more densely populated in the US flattening the 

Source: Worldometer 

Source: Worldometer 
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curve in 30 days.  Couple this was the US’s trend leads to an argument that new infections will peak and 

begin to decline in 2 weeks.   

 

Specifically, this model predicts a peak and fairly sharp decline after April 16th.  Breaking this down even 

further into the hardest hit states resembles a recovery taking shape in a week. 

 

All this data ultimately leads to the conclusion the worst will be behind us in two weeks.  In addition, US 

sentiment could even improve faster given the hardest hit states are modeling a peak and recovery in 1 

week. 

The last questions that needs to be brought forth is how quickly will the economy recover.  The National 

Coronavirus Response team from the American Enterprise Institute (AEI) has called for businesses to slowly 

reopen 2 weeks after a sustained reduction in cases is established.  Whether analyzing other country data or 

predictive models this adoption of reopening businesses will most likely take place early to mid May.   

This reopening period will likely happen at the state level and start with schools, universities, churches, and 

recreational businesses.  However, upon reopening these institutions the following guidelines will be 

encouraged and/or forced upon any institution reopening.   

 Limit social gatherings to 50 people. 

 Continue to work from home if convenient. 

 Adopt measures that limit concentrated proximity.   

Source: IHME 

Source: IHME 



  Titan Investment Management LLC 
  Kenny Blickenstaff, CFA 

6 

This stage will most likely be prolonged as the AEI stresses the development of a vaccine and/or an 

insignificant number of infections to progress forward.  What determines insignificant has not been stated, 

but several positives now exist: 

1. The US is now testing more than 100,000 individuals a day. 

2. The US has already begun vaccination trials in Washington. 

3. Warmer weather has a negative correlation with coronavirus cousins SARS and MERS. 

4. The CARES Act has been passed and should help small business push through the next 2-3 months. 

5. The private and public sector are working together to develop test kits, N-95 masks, hospital beds, 

ventilators, and other medical products that will be needed. 

The last piece of evidence that deserves examination is Chloroquine.  Chloroquine has been talked up by 

President Trump as a “game changer.”  However, Dr. Anthony Fauci (National Institute for Allergies and 

Infectious Diseases – NIH) wants to see more evidence in controlled trials that the drug is effective in treating 

COVID-19.  

Chloroquine is a antimalaria drug developed during World War 2.  When MERS and SARS broke out this drug 

was tested against both diseases and showed the ability to block the virus from infecting healthy cells.  Tests 

have been conducted on COVID-19 and Chloroquine,  but only in vitro.  The results have been positive, but 

there is no objective data that the drug has the same effect in humans as it has in vitro.  Nonetheless, tests 

are ongoing to measure the effectiveness of Chloroquine and whether it could be used on a mass scale to 

combat the virus.   

Bringing all this data together predicts the US will peak in terms of new infections in mid April with 

businesses set to reopen in mid May according to the guidelines set by the AEI.  The CARES Act was passed 

last Friday and provides some levers for small, mid, and large sized businesses to pull to keep people 

employed and limit the fallout of the quarantine period.   

CARES Act 

The Coronavirus Aid, Relief, and Economic Security (CARES) Act was passed on March 27th with three levers 

made specifically for small business: 

 Paycheck Protection Program (PPP) 

 Expanded Economic Injury Disaster Loan Program (EIDL) 

 50% tax credit for businesses that maintain employment 

PAYCHECK PROTECTION PROGRAM (PPP) - 7(a) SBA LOAN 

1. Loan Characteristics 

a. A PPP loan is a 100% federally guaranteed loan to an employer to maintain payroll during 

the pandemic. 

b. No pledge of collateral or personal guarantee is required. 

c. Max loan amount is $10,000,000 or 2.5x payroll (whichever is less) or 2.5x average payroll 

(whichever is less). 

i. Payroll period is Mar. 2019 – Feb. 2020. 

ii. Terms of the loan will be determined by the lender and SBA. 

iii. Maturity cannot be longer than 10 years and interest is capped at 4.0%. 

d. The loan will be fully forgiven as long as the borrower uses the proceeds to pay for any of 

the following over the 8 weeks after the loan is received: 
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i. Salary, wages, commissions, and/or tips (capped at $100,000 on an annualized basis 

for each employee). 

ii. Employee benefits including any personal or medical leave, group health, and 

retirement benefits. 

iii. State and local taxes. 

iv. Mortgage interest. 

v. Rent. 

vi. Utilities. 

e. The amount of forgiveness will be reduced if the borrower does any of the following: 

i. Decreases full-time employee headcount. 

ii. Salary and wages are reduced by more than 25% for any employee making less than 

$100,000. 

1. If full-time employees are rehired and/or pay restored by June 30th, 2020 

the amount of forgiveness could be fully reinstated. 

 

2. Loan Application/Forgiveness 

a. When applying for forgiveness, the lender will most likely request the following: 

i. Documentation that the number of full-time employees and salaries were not 

reduced following the release of the loan. 

ii. Payments on mortgage interest, rent, and utility obligations. 

iii. The lender along with the SBA will determine if the loan is forgiven. 

b. Loan payment deferral can be as long as a year after receiving the loan.   

i. Interest will accrue over this time period. 

ECONOMIC INJURY DISASTER LOANS (EIDL) 

1. Loan Characteristics 

a. The disaster loan program is the primary means of Federal assistance for the repair and 

rebuilding of non-farm, private sector disasters. 

b. The EIDL Program has been expanded to include COVID-19 and businesses that have 

economically suffered as a result of the pandemic. 

c. Max loan amount of $2,000,000, max maturity of 30 years and an interest rate of 3.75%.   

i. Terms are ultimately determined on a case by case basis by the SBA. 

d.  No personal guarantee if amount is less than $200,000. 

e. This modified version of the EIDL will only be available until Dec. 31, 2020.   

 

2. Loan Application 

a. A $10,000 advance can be requested when submitting the application while the application 

is pending.   

i. If the application is denied by the SBA, the borrower keeps the $10,000. 

ii. If the application is accepted the advance will not have to be repaid, but the loan 

amount issued by the SBA will come with standard loan terms. 

iii. Advances are expected to be received within 3 business days of completing the 

application. 
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b. The loan may be used to for payroll costs, group benefits, employee salary or commissions, 

mortgage payments, rent, utilities, any interest on outstanding debt obligations (lender - 

private institution), working capital needs, and payables. 

EMPLOYEE RETENTION TAX CREDIT 

1. Tax Credit FAQs 

a. A tax credit equal to 50% of qualified employee wages paid during the COVID-19 crisis. 

b. An employer’s operations must be fully or partially suspended due to the pandemic or gross 

receipts declined by more than 50% compared to the same quarter of last year. 

i. For employers with less than 100 employees all wages are considered qualified. 

c. The credit is on the first $10,000 per employee accrued from Mar. 12, 2020 – Dec. 31, 2020. 

i. The max tax credit per employee is $5,000    

2. Tax Credit Application 

a. This tax credit will be realized on 2020 tax filings.   

b. It would be prudent to remind oneself to double check this tax credit is realized in 2020 with 

one’s respective accountant. 

The CARES Act is the largest stimulus in the history of the US amounting to roughly $2.2T.  Ideally, the holistic 

effect from these three stimulus programs will result in the business owner remaining whole while keeping 

the majority of payroll intact.  This effect is paramount for a swift recovery in the economy.  Given the health 

of the economy prior to COVID-19 the US maybe looking at a coiled spring that would only be limited by the 

supply of labor at stores, restaurants, and recreational activities. 

Given the layered incentives to keep employees on staff or to retain employees by June 30th unemployment 

claims and payrolls will need to be watched carefully.  If claims and/or unemployment spike through and 

after June, the ultimate effect of keeping people employed will not be achieved.  Not achieving this goal 

could spell a prolonged period of weakness for the US given the consumer is ~70% of US GDP. 

Equity Fundamentals & Valuation: 
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The global equity market is done over 21% through the end of the first quarter.  This was the worst quarter 

since 3Q11 and the resulting Eurozone Crisis.  Despite the historic weakness emitted during Q1 valuations are 

only slightly below average, indicating upside potential.  In addition, given the amount of store closings 

around the world, the denominator (earnings) of the equation is incredibly fickle at the moment.  This has 

been incredibly apparent at the firm level as a large number of firms have removed guidance for the time 

being, citing COVID-19 and its unknown effects.  Ultimately, valuation ratios need to be taken with a grain of 

salt and point to more focus on company balance sheets. 

This modified analysis that focuses on the balance sheet sets the stage of identifying industries of the 

economy that have been hit particularly hard: cruise lines, airlines, restaurants, casinos, and energy.  Each 

respective industry has lost upwards of 75% of its respective market value.  Once the virus passes and 

consumers return to recreational activities, each industry is expected to thrive.  However, this period of 

unknown is what needs to be understood.  Thus, comparing liquidity (cash on hand) versus the coming debt 

maturities of a given firm highlights who can manage the unknown timeline of the virus in the most efficient 

manner.       

Given the unknown of earnings going forward, another fundamental to analyze is the overall strength of the 

US consumer. 

  

As of March month end, consumer net worth has never been higher and debt service has never been lower.  

Both show  incredibly strong fundamentals for the US consumer and the overall US economy.  However, this 

could potentially unravel if unemployment skyrockets off the back of COVID-19.  This pitfall is where the 

CARES Act provided another benefit.  The table below highlights the new unemployment benefit, using New 

York City (the hardest hit area in the US) and the median wage. 

Employment  Next 39 Weeks 

Median Weekly Wage $977.40 

  

Current Weekly Unemployment Benefit $488.70 
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Pandemic Weekly Unemployment Benefit  $600.00 

Total Weekly Unemployment Benefit $1,088.70 

 

Under the CARES Act an individual making the median salary in New York City will make more being 

unemployed for the next 39 weeks.  This highlights the median compensated employee in New York City will 

not see a loss of income if laid off over the coming 39 weeks.  Thus, it seems very likely that consumers will 

continue to be able to buy food, gas, and clothes all the while paying rent or a mortgage.   

Expect to see a lot of sensitivity around unemployment.  To address this sensitivity a deep analysis of this 

variable is paramount. 

 

Unemployment claims had been very stable, but the past two weeks have seen an unsurprising spike in 

claims of 3.3M and 6.6M.  This weekly measure of new unemployment claims registered the highest number 

in history as the next highest weekly claims was ~700K in 2009.  The good news is that continuous claims only 

rose to 3M, which is shy of the incremental difference in weekly job claims from last week.  This ultimately 

highlights that while initial jobless claims spiked, not every person filing for unemployment is staying 

unemployed.  This analysis of the data could very well be highlighting the workforce shift from restaurants to 

grocery stores.   

 

Source: Bloomberg 
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Even if workers are migrating from restaurants to grocery stores the net effect remains negative.  Turning to 

the previous graph highlights that the industries most effected by the virus encompass 20% of consumer 

spending and employment.  However, they only encompass 7% of S&P 500 earnings.   

 

Given the shift in unemployment, coupled with earnings contribution and current prices, provides a means to 

estimate earnings for 2020.   

S&P 500 Base Scenario Worst Scenario Best Scenario 

2019 Earnings Per Share 151.72 151.72 151.72 

Recreational Earnings Growth (7% Earnings) 0% (5%) 5% 
Non-Recreational Earnings Growth 7% 2% 13% 

    

S&P 500 (Apr. 3rd 2020) 2526.90 2526.90 2526.90 

Estimated 2020 Earnings Per Share 161.60 154.01 170.59 

Estimated Forward P/E 15.6x 16.4x 14.8x 

Historic Premium/(Discount) (8.2%) (3.5%) (12.9%) 

The base case seeks to be conservative by assuming no earnings growth for 19% of the US economy in 2020 

despite the analysis of COVID-19 forecasting a semi return to normalcy by mid May.  Even with this 

conservative forecast the S&P 500 is still trading at a discount of 8.2%.  Lastly, incorporating a worst case 

scenario where earnings drop for recreational activities, the market is still discounted by 3.5%.   

The last variable to understand is corporate fundamentals prior to the outbreak of the virus.   
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Using the S&P 500 as a general gauge of the US economy highlights record high profit margins, near record 

low leverage, and elevated liquidity.  Compare this to 2007, prior to the Great Recession and the 

characteristics are largely the opposite with elevated profit margins, record high leverage, and near record 

low liquidity.  Thus, this data serves to highlight both the consumer and corporation were in great shape 

heading into the pandemic.   

Bringing together the virus, CARES Act, earnings, employment, and economic fundamentals indicates 

opportunity.  The time needed to realize this opportunity will ultimately be tied to the virus and how quickly 

everyday life returns to normal.    Thus, for those who have a medium to long term investment horizon the 

current environment is presenting a host of opportunities that may never again present themselves. 

Source: Bloomberg 



  Titan Investment Management LLC 
  Kenny Blickenstaff, CFA 

13 

Fixed Income Fundamentals & Valuation: 

 

Interest rates have done only one thing since 1980 and over the past 5 years-drop.  The 10YR US Treasury is 

at a near record low of 0.59%.  This serves as a means for both the consumer and corporation to take on debt 

at a historically low cost from refinancing a mortgage to pursuing a business venture.   

To combat the virus and ensure liquidity the FOMC has taken a host of measures: 

 Cut the overnight FOMC rate to 0% - 0.25%. 

 Cut the overnight discount rate to 0% - 0.25%. 

 Buying an undisclosed amount of US Treasury, Agency, Corporate, and Municipal debt.   

 Established a MMKT liquidity facility. 

 Reducing all regulatory burdens to encourage banks to lend and permits assets outside of US 

Treasuries in money markets. 

All these measures not only free up liquidity for the bank and consumer, but also came with the FOMC largely 

taking a “whatever it takes” mindset to ensure liquidity regardless of how long COVID-19 plays out.   

This action and mindset have provided some relief to the bond market as credit spreads from investment 

grade to high yield have narrowed from their widest levels.  However, spreads have a way to go before they 

get back to where they were.   

Source: Bloomberg 

Source: Bloomberg 



  Titan Investment Management LLC 
  Kenny Blickenstaff, CFA 

14 

 

The widening in spreads was a stark reminder that in times of panic there is only safe space, US Treasuries.  

However, US Treasuries are now trading at such a level that it is almost certainly a guaranteed loss when 

incorporating inflation.   

Similar to the equity market, when individuals tend to panic, opportunities tend to grow.  This situation is no 

different for an investor that has a medium to long term investment outlook in bonds.  The expected return 

of credit over US Treasuries has not been this wide since 2008-09.   

Going even further into the credit risk of the fixed income market highlights that floating rate debt is cheap 

versus high yield debt.   

 

Not only is floating rate debt cheaper than high yield, but it also provides that floating interest rate.  This 

characteristic would limit the blow suffered by fixed rate bonds in a rising rate environment.   
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Conclusion: 

Before concluding, two points need to be addressed: corporate debt to GDP and Market Cap  to GDP.  Both 

metrics can easily be argued as outdated given GDP is the total value of all goods and services produced in 

each nation’s borders.  Comparing the earnings or debt of the S&P 500, which generates over 40% of sales 

from overseas to the GDP of just the United States leaves a major pitfall.  This pitfall becomes even more 

glaring when considering the increased globalization of commerce over the past several decades.  Lastly, 

Warren Buffett, the man who popularized Market Cap to GDP, went against his own advice and increased the 

equity position of Berkshire Hathaway in late February.     

The spread of COVID-19 has resulted in an unprecedented time marked by panic and a bear market.  

However, using Italy, Spain, and predictive models the peak of the infection in the US is expected to hit in 

roughly two weeks.  The following 30 days is expected to see a meaningful decrease in newly infected and set 

the stage in mid-May for a “soft” opening of recreational activities.  Whether this timeline will come to 

fruition is very much up in the air given the unknowns circulating around the disease.  However, the CARES 

Act not only provides small business levers to pull, but a significant increase in unemployment benefits for 

those laid off.  This increase in benefit and liquidity for businesses and the consumer will provide the means 

to continue to pay for everyday items and ongoing obligations.  

In addition to the benefits provided by CARES, the fundamentals of the US economy prior to the pandemic 

were very strong with historically low consumer leverage and historically high margins and liquidity positions 

for corporations.  This underlying strength in conjunction with the sheer amount of liquidity provided by the 

FOMC sets the table for a significant rally.  This rally will largely hinge on the timeline of the virus, but the 

main point of these fundamentals is to remind investors this is not 2008.   

The panic that has ensued in airlines, cruise lines, casinos, retailers, restaurants, etc. has presented a unique 

opportunity.  This opportunity comes down to cash flow analysis and analyzing the debt structure of each 

firm.  Firms in any of the sectors mentioned above all saw meaningful drawdowns given a “guilty by 

association” framework that engulfed the market.  This framework has now provided a means to analyze and 

discover those diamonds in the rough.   

If you have any questions, please do not hesitate to ask.   

Respectfully 

Kenny Blickenstaff, CFA 

CEO, Titan Investment Mgmt. LLC 
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https://www.scientificamerican.com/article/could-chloroquine-treat-coronavirus/
https://www.yardeni.com/pub/sp500margin.pdf
https://am.jpmorgan.com/us/en/asset-management/gim/per/insights/guide-to-the-markets/viewer
https://www.macrotrends.net/stocks/charts/SPGI/s-p-global/current-ratio
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Disclosures: 

Titan Investment Management LLC is a registered investment adviser.  Information presented is for educational 

purposes only and does not intend to make an offer or solicitation for the sale or purchase of any specific 
securities, investments, or investment strategies.  Investments involve risk and unless otherwise stated, are not 

guaranteed.  Be sure to first consult with a qualified financial adviser and/or tax professional before implementing 

any strategy discussed herein. Past performance is not indicative of future performance. 

Titan Investment Management LLC may discuss and display, charts, graphs, formulas which are not intended 

to be used by themselves to determine which securities to buy or sell, or when to buy or sell them. Such charts 

and graphs offer limited information and should not be used on their own to make investment decisions. 

 
Backtested Performance Disclosure Statement 
Backtested performance is NOT an indicator of future actual results. There are limitations inherent in hypothetical 
results particularly that the performance results do not represent the results of actual trading using client assets, 

but were achieved by means of retroactive application of a backtested model that was designed with the benefit of 

hindsight. The results reflect performance of a strategy not historically offered to investors and do NOT represent 

returns that any investor actually attained. Backtested results are calculated by the retroactive application of a 
model constructed on the basis of historical data and based on assumptions integral to the model which may or 

may not be testable and are subject to losses. 

 
Backtested performance is developed with the benefit of hindsight and has inherent limitations.  
  
Specifically, backtested results do not reflect actual trading, or the effect of material economic and market factors 
on the decision making process, or the skill of the adviser. Since trades have not actually been executed, results 

may have under- or over-compensated for the impact, if any, of certain market factors, such as lack of liquidity, 
and may not reflect the impact that certain economic or market factors may have had on the decision-making 

process. Further, backtesting allows the security selection methodology to be adjusted until past returns are 
maximized. Actual performance may differ significantly from backtested performance. 

 
Model portfolio performance is not shown net of the model advisory fee of 1.00% the average fee charged by Titan 

Investment Management LLC, and gross of trading costs based on our Custodian TD Ameritrade. Performance does 
not reflect the deduction of other fees or expenses, including but not limited to brokerage fees, custodial fees and 

fees and expenses charged by mutual funds and other investment companies. Performance results shown include 
the reinvestment of dividends and interest on cash balances where applicable. The data used to calculate the 

model performance was obtained from sources deemed reliable and then organized and presented by Titan 
Investment Management LLC. 

 

 

 

 

 


