
 

R Thoughts – Market Update #3 – March 25, 2020 

We felt it would be helpful to review recent events in the financial markets and our response and 

actions in the accounts we manage on your behalf.  

We certainly do not think it is a time to panic with your financial assets and thankfully, I can speak for all 

of us, we have not seen much of this from our clients and for that – thank you. 

With a world in lockdown and nothing else to do, at times we may be more tuned in to the media 

through various mediums than we otherwise might be.  This has led to a viscous cycle with fear and 

hysteria running very high.   

We do not believe and feel very strongly that this is NOT the beginning of a Depression.  Far from it, in 

our view.  What we do believe is this is the start of a U.S. and global recession and that is nothing to fear 

at this point. Recessions are simply part of the normal business cycle and we believe that this recession 

will be short.   

The financial markets are discounting machines.  They process information looking into the future and 

adjust current pricing accordingly.  What has happened in the past few weeks is, due to a variety of 

issues, the markets have now adjusted to the realization of a recession and adjusted prices around 30% 

lower from the highs in mid-February. (1)  

Although I (Jim Kniffin) wasn’t alive in 1929, I was alive and working in the industry in 1987 and I think 

this is much more reminiscent of ’87 when stock markets corrected very sharply and quickly then 

proceed upward over time.  The speed in which the economy is now moving from expansion to 

recession and the markets’ reaction to it is the fastest in history. (2) 

Also, a very much overlooked event – the oil price war between Russia and Saudi Arabia – which quickly 

cratered energy prices, has had a dramatic effect on the pricing in the overall credit/bond markets.  

There has been tremendous dislocations in the price of any fixed income security - except for the 

shortest of U.S. Treasury issues.  Due to the Federal Reserves’ massive interventions the past few weeks 

these markets are beginning to stabilize but currently are still far from normal. 

According to Morgan Stanley’s Chief Equity Strategist Mike Wilson, he believes the table has been set 

for a recession for a few years and the average stock has been in a “bear market” for more than two 

years.  Mike believes, and we concur, the recession marks the “end” of the bear market and that we 

have been going through one somewhat stealthy for a while now. (2)  We believe the Coronavirus was 

simply an accelerant in adjusting financial market pricing downward.  The markets are now, in our view, 

beginning to discount an end to this recession over the next six months or so. That is a good thing.   

It is also true the U.S. Federal Reserve Bank and other Central Banks around the globe are doing 

whatever necessary to offset the “demand shock” which has all but halted economic activity worldwide.  



These actions have – at least through today, March 25th - seem to have calmed the markets and more 

rational pricing has been noted by us.   

We believe price matters and think that pricing in the equity markets is much better today than it was 

just five weeks ago.  There has been tremendous dislocations in the financial markets but with this we 

think there are tremendous opportunities out into the future for those with discipline and a strategy.   

So with that as a basis, here is how we at the Diamond Peak Group envision the near-term future in the 

financial markets and our response to that vision.   

First, WE HAVE NO IDEA IF WE ARE AT OR CLOSE TO A MARKET BOTTOM in equity prices.  Things 

certainly “feel better” the past few days, however, in our years of experience, normal market bottoms 

usually take months to form and one only knows a true market bottom is in place in hindsight.  That 

often occurs with an exhaustion of selling. 

We do know recessions usher in new business cycles and the new cycle will likely look nothing like the 

prior market cycle. 

The prior market cycle owned the market via passive strategies – the “indexing” model which, in our 

observations, has dominated investors’ preferences for the past 10 years or so.  The passive strategies of 

indexing has also often led to 100% downside capture – meaning these strategies have declined as much 

as the indexes they mirror – or an average of a 30% decline from the market highs last month. (3)  

Our job as your asset managers is to look through to the other side of this recession to a new business 

cycle and the old business cycle – U.S., Large Company, Passive, Growth strategies – is not likely to be 

the new business cycle, in our view. The old business cycle model greatly depended on low interest rates 

and basically “free money” which the Federal Reserve provided with abundance over the past number 

of years.   

Given the policy and monetary response to this crisis – and we do believe it is the proper response – the 

Fed’s policy levers will be gone for quite some time.  The Fed has proven they are the buyers of last 

resort and they have been buying every asset class in huge size this week and will continue to into the 

future.  U.S. debt will likely be more than 100% of GDP as we move forward.  (2)  

The natural result of this – in our opinion – will be higher inflation and higher interest rates.  We believe 

the U.S. dollar needs to and will decline relative to other currencies.  There has been a tremendous rush 

to own U.S. dollars during the crisis as a flight to quality. (1) 

We are encouraged and proud of the way our Tactical Growth accounts have held up against the overall 

market in the past five weeks. Overall we feel they have done exactly what we hoped they would do in 

limiting the amount of declines in asset values as the equity and credit markets have been under 

extreme pressure.   

We have been slowly, …very, very slowly, increasing our net equity exposure over the past week in our 

Tactical Growth accounts.  Remember, we believe the bottoming process in the equity and credit 



markets here in the U.S. and worldwide is just that – a process – and will likely take several months 

before the “all clear” sign might be hung out again.   

As a colleague said to me today, “I’ve been through several of these rodeos in the past thirty years but 

this rodeo has been different than all the rest.”  I’ve (Jim Kniffin) been at this since March of 1981 and 

I’d say pretty much the same thing; it has been frightening, at times breathtaking and certainly stressful.  

But this is precisely why we manage assets the way we do.  We have said many times that if we manage 

the risk in portfolios we believe the returns will take care of themselves.  We have been defensive in our 

Tactical Growth accounts and now have cash in which we can deploy over time and in a disciplined 

manner allowing us to potentially take advantage of the many “fat pitches” which we think are 

developing in many asset classes.   

In closing, we wish you and those you love and care about safety and health.  Though we are all working 

remotely at present, we are able to answer any questions or concerns you might have. Please do not 

hesitate to reach out to one of us if needed.  Be well.      
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Disclaimers  

This material does not provide individually tailored investment advice.  It has been prepared without regard to the 

individual financial circumstances and objectives of persons who receive it.  The strategies and/or investments 

discussed in this material may not be suitable for all investors.  Morgan Stanley Wealth Management recommends 

that investors independently evaluate particular investments and strategies, and encourages investors to seek the 

advice of a Financial Advisor.  The appropriateness of a particular investment or strategy will depend on an 

investor’s individual circumstances and objectives.  

 

This material is intended only for clients and prospective clients of the Portfolio Management program.  It has 

been prepared solely for informational purposes only and is not an offer to buy or sell or a solicitation of any offer 

to buy or sell any security or other financial instrument, or to participate in any trading strategy.  

 

The individuals mentioned as the Portfolio Management Team are Financial Advisors with Morgan Stanley 

participating in the Morgan Stanley Portfolio Management program.  The Portfolio Management program is an 

investment advisory program in which the client’s Financial Advisor invests the client’s assets on a discretionary 

basis in a range of securities. The Portfolio Management program is described in the applicable Morgan Stanley 

ADV Part 2, available at www.morgan stanley.com/ADV or from your Financial Advisor.   

 

Tax laws are complex and subject to change. Morgan Stanley Smith Barney LLC (“Morgan Stanley”) , its affiliates 

and Morgan Stanley Financial Advisors and Private Wealth Advisors do not provide tax or legal advice and are not 

“fiduciaries” (under ERISA, the Internal Revenue Code or otherwise) with respect to the services or activities 

described herein except as otherwise provided in writing by Morgan Stanley and/or as described at 

www.morganstanley.com/disclosures/dol. Individuals are encouraged to consult their tax and legal advisors (a) 

before establishing a retirement plan or account, and (b) regarding any potential tax, ERISA and related 

consequences of any investments made under such plan or account .   

 

Past performance of any security is not a guarantee of future performance. There is no guarantee that this 

investment strategy will work under all market conditions.  Holdings are subject to change daily, so any securities 

discussed in this profile may or may not be included in your account if you invest in this investment strategy. Do 

not assume that any holdings mentioned were, or will be, profitable.   

 

The performance, holdings, sector weightings, portfolio traits and other data for an actual account may differ from 

that in this material due to various factors including the size of an account, cash flows within an account, and 

restrictions on an account.   

 

The views expressed herein are those of the author and do not necessarily reflect the views of Morgan Stanley 

Wealth Management or its affiliates. All opinions are subject to change without notice. Neither the information 

provided nor any opinion expressed constitutes a solicitation for the purchase or sale of any security. Past 

performance is no guarantee of future results. 

 

Information contained herein has been obtained from sources considered to be reliable, but we do not guarantee 

their accuracy or completeness. 

 

Diversification does not assure a profit or protect against loss in a declining market. Dow Jones Industrial Average 

is a price-weighted index of the 30 “blue-chip” stocks and serves as a measure of the U.S. market, covering such 

diverse industries as financial services, technology, retail, entertainment and consumer goods. An investment 

cannot be made directly in a market index. 



 

The Standard & Poor's (S&P) 500 Index tracks the performance of 500 widely held, large-capitalization US stocks. 

The Dow Jones Industrial Average is a price-weighted average of 30 blue-chip stocks that are generally the leaders 

in their industry.   An investment cannot be made directly in a market index. 
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