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We Know that the US Can Survive the Virus -

But Can We Survive the Cure?

Terry E. Nager, CFP®, ChFC®, CLU®

Throughout history viruses come and go. Some are more serious
than others causing much more suffering and death, but they all even-
tually pass through the system. It is also noteworthy that the economy
withstood the hit each time and then recovered (see graph on page 3).
This time around, the approach to fighting the virus is radically differ-
ent. Shutting down most economic activity is doing great damage and
will require extraordinary measures to recover. However, the answer to

the question posed in the title, is still YES.

The radical steps taken to control the virus were probably necessary
considering the politics of the day along with the impact from social
media. In the past, viruses were considered to be like the flu - some-
thing that had to be endured until it ran its course. This time the na-
tions of the world, including our own, have “pulled out all the stops”
and are spending trillions of dollars to combat Covid-19. The top medi-
cal specialists tell us that if we did not wage this costly war, the result
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SCS COVID-19 Precautions

Please be aware that the
associates at Southern Capi-
tal are taking all precautions
during the Covid-19 crisis.
Some of us are working re-
motely and rotating in and
out of the office. We contin-
ue to have a presence at the
office because financial ser-
vices are considered to be
“essential” and we need to be
able to deposit checks for ac-
count contributions and re-
ceive important documents
plus deliveries in a timely
manner. We have ceased in-
person meetings during this
time and are conducting all
necessary meetings virtually
by phone, Skype, or Zoom.
Be assured that we will con-
tinue to be responsive to you,
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Survival (cont.)

would be 2.2 million US deaths versus 100,000 to
240,000 with the present approach. Of course,
every life has inestimable value. Our political lead-
ers in both parties have concluded that going “all
in” is the only rational response and have put us
on this path, therefore we must do battle on these
terms. Yes, we will survive the cure and win, but
the financial cost in terms of deficits and debt will
be very steep.

It is likely that the federal budget deficit
will explode - Morgan Stanley predicts that the
deficit could hit $3.7 trillion in 2020 and an addi-
tional $3 trillion in 2021. Remember way back in
2008 and the response to the “Great Recession.”
All of us were standing aghast when there were
several years of $1 trillion deficits! Also, at that
time the Federal Reserve Board (FED) injected
money into the system called Quantitative Easing
(QE) that amounted to about $3.5 trillion over a
few years. Presently, the FED is committing itself
to unlimited QE which could mean $5 trillion, $10
trillion, who knows? The seeds are being sown for
inflation. If and when inflation rears its ugly head,
the FED will have a very difficult task.

The traditional method for fighting infla-
tion is to raise interest rates and to take money
out of the system called Quantitative Tightening
(QT). However, with a federal debt likely to be in
the $26 trillion range, every time interest rates go
up by 1% it would cost the federal government an
additional $260 billion in interest. Also, taking
money out of the system would mean that there
are fewer dollars to be a source for that extra $260
billion interest payment. The bottom line is that
all of this money creation and deficit spending will
enable us to win this battle but will put us in
greater danger of losing the longer-term economic
war.

The Four-Steps Required
For Recovery

This is an update to the recent e-mail commu-

nique that we sent out on March 25th.

1. Monetary policy — as we said previously the
FED has stated that they are standing by
with unlimited QE. They will aggressively

add money whenever it is needed. This box is
checked.

2. Fiscal policy - This one is still a work in pro-
gress, although the politicians, the Admin-
istration and the financial institutions are
trying to move forward with great haste. The
bureaucratic nature of government and large
institutions generally slows things down. The
small business loan program seems to be the
exception. It was reported that the very first
day of implementation, over three billion
dollars was distributed to approximately ten
thousand small businesses. The $1200 auto-
matic deposits to individual’s accounts is
about two weeks away. Also, other aspects of
the CARES act are in the queue. It is impera-
tive that all delays get resolved so that people
get the money sooner when it is needed
most. There is also talk of a Phase 4 which is
being discussed as a $2 trillion infrastructure
package. This box gets a partial checkmark
because they passed the CARES act and the
critical implementation (getting the money
into people’s hands) is beginning to be ac-
complished.

3. Medical Progress in dealing with Covid-19 -
We need some good news on this front, but
we did not get it. The President announced
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that we are in for two weeks of difficulty and
that the economy would not start to reopen at
Easter, but instead it is targeted to be April 30.
There is potential good news with some of the
development of new drugs in the bio-tech area
as well as an existing drug for the treatment of
Malaria but nothing is definitive at this time.
The most exciting news is in the area of rapid,
inexpensive and abundant testing which could
clear many people to return to work and to
normal activities.

4. Global Recovery - Virtually every nation in the
world is being confronted by this virus and are
at varying stages of getting through it. The
good news is that most of them are using all of
the monetary and fiscal tools they have in the

Epidemics and Stock Market Performance
Since 1980

“whatever it takes” approach. Medically many
of these nations do not have great capabilities
of their own and it will be necessary for the
US to help them based upon what is learned
by dealing with the virus here at home. This
fourth (global) step will be the crowning as-
pect to a US recovery based on steps 1-3 and
will provide longer-term prosperity.

The changes since we first sent this out are: a) the
fiscal policy is being enacted - the money is be-
ginning to flow to the small businesses. And b)
the medical area - intensive drug research along
with actual drug trials and the development of
testing with more rapid results. These are positive
developments that bring us closer to the turn-

around.

L!First Trust

There are many factors that can impact stock market returns, but one concern of investors today is how the stock market will be impacted by a major epidemic or outbreak. Below we look at the historical
performance of the S&P 500 Index during several epidemics over the past 40 years. We believe looking at the market's overall resiliency through several major epidemics can give us perspective on the benefits of

investing for the long-term.
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Outlook

The first quarter of 2020 was the ultimate stock market rollercoaster. The market increased from the
beginning of 2020 until Feb. 19 when it hit its all-time high. From there, about one-third of the value was
lost by March 23 before recovering to finish down about 19% for the quarter. One and two thousand point
moves in both directions of the Dow Jones Industrial average became almost commonplace. Covid-19 has
caused everything to go crazy and all the norms to be abandoned.

Looking forward, we have to divide the viewpoint into three different time frames. The near term- the

President said that the next two to three weeks would be difficult in terms of the virus and the death toll.
That could mean more downward pressure on the market, but remember the market is mostly trading on
what it sees coming on the horizon not what is presently happening. Therefore, it is conceivable that the
bad news has been largely discounted and the market is building a base. No one can know for sure but
there is a positive sign: the market volatility index has declined substantially which is usually indicative of

calmer and more orderly markets.

The intermediate term - three to twelve months should be enough time for us to get through this crisis

and come out on the other side. The leading medical experts indicate that the curve that the virus is fol-
lowing in other nations, and is likely to track similarly in the US, should get us through in one to two
months. The market probably will begin its recovery before the medical problem is completely resolved.
Also as the massive amounts of monetary and fiscal stimulus begin to impact the economy, they will have
a big influence on the markets. This stimulus will be coming from nations all around the world, not just
the US. Collectively, the central banks and governments of the world will create a tsunami of liquidity
(money) that is likely to flow into the equity markets.

This view of the intermediate term could be too optimistic if: 1) the medical experts have underesti-
mated the length of the virus curve, or 2) if the extended shutdown of the economy in the US and abroad
does more long-term damage than is expected.

The longer-term - the years to come is our greatest concern coming from the reaction to this crisis. As
discussed earlier in this newsletter, inflation and the ability to handle all of the debt being created is cause
for real concern. We don’t need to prepare for this eventuality at this time, but we will in the future if
events continue to proceed as they are presently.
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What We are Doing at Southern Capital
(continued from first page)
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that you can reach any of our associates by phone, and that you will continue
SERVICES, INC.

to receive the personal service we are accustomed to delivering.

Our monthly newsletter is one of our favorite ways to communicate with southerncapitalservices.com
you. Last month, during extraordinary times, we sent out a series of six email
b}asts that col.lect{vely made up our March newslette_r in an effort to be as THE SUMMIT, SUITE 203-8
timely as possible in our response to the markets. Earlier this month, we sent 29000 US HWY 98
out another and will continue to communicate this way as needed. All of DAPHNE, AL 36526
those communications are posted on our website blog in case you missed any OFFICE  251.626.1140
. - .. TOLLFREE 888.438.6410
of them. This month we go back to our regular monthly edition for a big pic- EAX  251.626.3257
ture overview written by Terry, and we are sending it both by mail and elec-
tronically.




