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Commentary 
 

The global economy and markets entered 2020 with optimism on trade and a manufacturing recovery, but that 
was before COVID-19 brought the global economy to a sudden halt and caused one of the biggest quarterly 
declines in stock market history.  The first quarter ended with: 1) United States having the most confirmed 
cases of Covid-19 among all countries, 2) U.S. reported the highest number of weekly jobless claims in history,  
3) Congress in response passed a $2 trillion emergency package, the biggest in history, and 4) the Fed provided 
unprecedented liquidity to the markets.   The quarter ended with equity markets down substantially, reversing 
most of the gains from 2019 (see Chart 1).  We witnessed massive liquidation from leveraged investors on the 
3rd week of March.  The iShares MSCI ACWI ETF, a global proxy, is down 21.1%, year to date.  S&P 500 is down 
slightly less at 19.6% YTD while the emerging markets ETF is down more at 24.4%.  Europe, where fatalities 
from the coronavirus are soaring, declined 25.7% in the quarter. Volatility was surging in all asset classes, even 
safe haven assets, while the U.S. dollar surged to a record high.   

Chart 1: Equity Markets Selling Off   (Source:  FactSet) 

 

Looking at income-based assets (See Chart 2), investors have been rushing to cash and U.S. Treasuries, the best 
performing asset class in the quarter.  Government mortgage-backed securities have also been resilient.  In the 
credit markets, investment grade fixed income was down significantly during the quarter but made a strong 
recovery after the Fed announced that it was stepping in to provide liquidity in this asset class.  Leveraged 
loans and high yield credit also got hurt as investors are pricing in higher default rates in certain sectors (oil, 
hotel, gaming, and real estate). Real estate equities, which had a very strong year in 2019, are getting crushed.  
Investors are concerned about the ability of retail and hotel tenants to pay their leases.  Dividend-paying 



stocks declined as companies are cutting dividends to offset lost revenues.  Safe-haven equity sectors, such as 
utilities, are also down 13.5% for the year. 

Chart 2:  Negative Returns in Credit Sensitive Assets and Equity Income Based Sectors (Source:  FactSet) 

 

The immediate economic impact will be substantial as we expect GDP to decline severely, unemployment to 
rise to historical highs, businesses to go bankrupt, and corporate profits to fall precipitously.  Companies are 
drawing credit lines, cutting salaries of executives and the workforce, withdrawing profit guidance for the year, 
rationalizing capital expenditures, and suspending dividends and share buybacks.  Share buybacks have been 
positive for the equity markets in recent years but will be less of a growth driver going forward. The severity 
and duration of the spread of the disease is still unknown, especially for the U.S. and Europe, but we are 
encouraged that some of the Asian countries appear to have some success in containment.  However, we need 
to be watchful for a second wave of virus infections in these countries.    

An immediate positive is the Fed’s aggressive action to address the dislocations in the credit markets when 
high quality assets were selling off indiscriminately.  The Fed’s extension of dollar swap line to other central 
banks who were facing liquidity issues have been an immediate positive.  Fiscal authorities are beginning to 
ramp up massive and targeted stimulus/emergency relief programs to address the growth shock.  The jury 
remains out on whether the monetary and fiscal emergency measures will be enough, given that the outcomes 
of the pandemic remains uncertain.  We expect an extended period of volatility until we see virus cases 
peaking in the U.S., liquidity returning to the credit markets, and a more accurate assessment of how economic 
activity will be impacted by the virus.   

 



Portfolio Summary 

In our portfolios, technology and healthcare names were relative outperformers in the Yield Growth Strategy.  
Their strong balance sheet and a more recurring sales profile provided some defense against the market 
selling.  In the last year and half, we have shifted from more credit sensitive assets (banks loans and high yield) 
to more short-term investment grade bond ETFs.  Higher quality assets such as investment grade were not 
immune to the panic selling in the quarter when investors were selling just to accumulate dollars. At one point 
in March, one of our bond ETFs, QLTA, a fund that is exposed to the highest quality of investment grade bonds 
(AAA to single A) was experiencing equity-like volatility and was down around 15% from the peak it reached in 
early March.  In an unprecedented move from the Fed to bring investment grade spreads down, the Fed 
announced they will be providing liquidity to the market. Consequently, there was a sharp recovery in the 
investment grade market.   On the other hand, we are still experiencing heightened volatility in the mortgage 
REITs.   

REITs were one of the better performing asset classes of 2019, but 2020 has been a much more difficult year 
for the asset class.  Some holdings such as Crown Castle and Ascendas REIT have held up well, but overall the 
group has underperformed, with mortgage REITs the hardest hit. The potential for a huge rise in 
unemployment would make paying the mortgage/lease much harder on individuals/businesses and could 
rapidly increase defaults.  The massive monetary and fiscal stimulus packages have brought some stability to 
the space. Talks of implementing a period of unprecedented forbearance seem somewhat easy to grasp at a 
high level, but the logistics of implementing this at the micro level are going to prove very difficult. Whether 
REITs (as with several of the other hardest hit sectors) can recover in the near term may ultimately come down 
to the Federal Reserves’ ability to backstop problems long enough for things to get back to “normal”. 

In the Yield Growth portfolios, we have exposure to several REITs: Annaly Capital (NLY), MFA Financial (MFA), 
Starwood Property Trust (STWD), W.P. Carey (WPC), Crown Castle (CCI), and Ascendas REIT (AREIT SP). 

We hold Annaly Capital (NLY) which invests primarily in agency mortgage-backed securities (MBS) and 
finances these purchases through the repo market.  As interest rate spreads widened substantially across 
bonds of all credit ratings (junk all the way up to AAA), the Fed decided to provide liquidity into the repo 
market and initiated a $200B intervention in the agency MBS market.  We think these two actions by the Fed 
should be inherently positive for agency mortgage REITs such as Annaly, but prepayments from refinancings at 
very low interest rates will be a big headwind to earnings going forward.       

On the other hand, credit sensitive non-agency Mortgage REITs have gotten hurt badly in this market as recent 
market disruptions have raised concerns about leverage and liquidity.  As prices of their credit assets used for 
collateral declined, repo financing counterparties sent out margin calls to get more cash to make up for the 
dropping collateral values.  A handful of companies (Invesco Mortgage Capital (IVR), New York Mortgage 
Trust (NYMT) and AG Mortgage Trust (MITT), and MFA Financial (MFA)) received a high level of margin calls 
from counterparties and were unable to meet the calls. We do not hold IVR, NYMT, or MITT but do currently 
hold MFA Financial (MFA) which was down substantially in the last few weeks.  

The volatility in this commercial mortgage sector can be attributed to several factors, including a reported 
liquidation of a levered mortgage REIT exchange-traded note in March, a fallout in one of the smaller public 
commercial REITs (TPG RE), concerns regarding exposure to the hotel and retail industry, and 
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financing/liquidity.  Starwood Property Trust (STWD), led by Barry Sternlicht, is one of the largest players in 
the commercial REIT space and should have the balance sheet and liquidity to weather this crisis.  We have 
recently seen 4 insider purchases ($2 million each from the CEO and the President, $500K from COO, and 
$680K from CFO) at Starwood in the last two weeks of March.  We find some comfort that the four most 
important executives are buying the company stock during the crisis.  

Crown Castle (CCI) has been an outperformer among the market decliners. Crown Castle is an infrastructure 
REIT that stands to benefit from the rollout of 5G networks as it is amongst the biggest providers of shared 
wireless infrastructure through its 40K towers and 70K small cell nodes.  We think CCI will continue to be 
resilient going forward. 

W.P. Carey (WPC) is one of the more accomplished triple-net-lease and build-to-suit REITs.  Unlike some of its 
peers that are 100% U.S. retail, W.P. Carey is not only diversified in property assets (retail, industrial, 
warehouse, office, and self-storage), but also geographically with a 35% exposure in Europe. WPC is well 
positioned among its peers given its limited exposure to traditional retail. Management has a long track record 
of investing and operating through multiple economic cycles. 

Ascendas REIT (AREIT SP) is the largest business space and industrial REIT in Singapore. It has also been 
relatively resilient in this market.  Its business space and industrial properties are located across 4 mature and 
developed markets – Singapore, Australia, the United Kingdom, and a recent entry into the United States.   It is 
also very well diversified across Business & Science Park/ Suburban office (36%), Logistics & Distribution Center 
(29%) and Industrial (35%).  AREIT also boasts a well-diversified customer base across more than 20 industries. 

We eliminated Blackstone Mortgage REIT (BXMT) and New Residential (NRZ).  BXMT faced credit risks in their 
hotel and retail exposure (around 20%), making up around 60% of equity.  The risk profile of the NRZ has 
changed substantially in recent weeks, being one of the mortgage REITs that have credit sensitive assets and 
that are dependent on short-term funding.  Given the recent very strong recovery in the stock price and the 
recent disclosed haircuts to book value from a peer, we decided to exit our position and use the proceeds to 
diversify into other areas with better risk/reward outlook.  

During the quarter, we trimmed both Apple (AAPL) and Microsoft (MSFT) after their 4Q19 earnings call. Since 
both stocks have done exceptionally well in the last year, we thought it was prudent take some profits.  

We initiated a position in Stryker (SYK).  Stryker is a global leader in medical technology and makes a diverse 
array of specialized medical devices and equipment: (i) Orthopaedics; (ii) Medical and Surgical equipment; and 
(iii) Neurotechnology and Spine products. The Company has developed strong global market positions and is 
one of the three major players in both the global hip and global knee implant markets. 

During the market panic, we saw a good entry point for a high-quality innovative medical device company that 
has above average organic growth.  In the last earnings reports, Stryker generated 8% organic growth in the 4Q 
and was looking to grow 7% in 2020.  That 7% will be temporarily disrupted as elective surgeries are deferred 
in order to address patients sickened with coronavirus. Procedures should come back, maybe not immediately, 
but over time, as patients cannot put off many of the elective procedures indefinitely.  Its robot-assisted 
systems for ortho surgery has been gaining momentum and market share.  Stryker has been very active in 
acquisitions to ensure that it remains at the forefront of product developments and technology.  It has the 
distribution and hospital/surgeon relationships to monetize new technology and acquisitions.   SYK also has 



above-peer group R&D spend.  Free Cash Flow yield is around 6% with dividends growing historically at 
10%.  They also have one of the stronger balance sheets in the industry with net debt/Ebitda at only 1.7x. 

We also initiated a position in Comcast (CMCSA). Recent Q4 earnings reports served as a reminder that the 
market may be overlooking the quality of the franchise which is a fully integrated distribution business in the 
U.S., capturing scale benefits from being the U.S.’s largest broadband provider.  We have a lot of confidence in 
the owner-operated CEO Brian Roberts and his ability to navigate competitive landscape due to his industry 
experience, operational record, and his tendency to create meaningful value through M&A (e.g. NBC buyout in 
2009, AT&T broadband in 2002) and share buybacks.   The closing of its Universal Parks and Studios should be 
only a temporary hit to revenues in the coming months, we think.     

Conclusion 

The recent sell-off should restore some value in the markets for investors with a long-term horizon, but we are 
proceeding cautiously and slowly as events unfold.  We had a small relief rally at the end of the quarter, but 
sellers may come back, causing downward pressure on equity markets again.  The most important sign would 
be a peak in new COVID -19 cases in the United States and Europe. Once we get a clearer picture of peak 
infections, we should be able to get a better outlook on corporate earnings.  In the interim, we expect to 
continue to see an avalanche of corporate downward earnings revisions.  We will continue to monitor all of 
the securities in the portfolio to evaluate whether their risk profiles change and sell those where we think their 
risk-reward outlook is negative, along with some of those  that have held up well in order to recycle proceeds 
into securities that have a higher risk-reward potential in our opinion. 

We hope that you and your family are doing well and are healthy.   

Be Well,  

Howard Chin 
4/2/2020 
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