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COVID-19 Special Investor Update 

 
 

March 25, 2020: In our last Covid-19 Special Update, distributed March 13th, we provided our thoughts 
on situation while trying to focus on the facts that were currently available at the time and we outlined 

actions we could take to protect our investors’ capital. 

 

Yesterday, March 24th, was historic in many ways. Most notably, the U.S. equity market experienced a 

strong, albeit short, recovery with the Dow Jones Industrial Average (with its admitted flaws as a market  
proxy) experiencing its biggest one-day gain since 1933. We are pleased to report that, in our Dividend 

Income and Growth & Income strategies, several positions that have been under heavy pressure year 

to date had strong recoveries as they finally found a bid. 

 

While it is too early to draw meaningful conclusions as to what has been driving unprecedented volatility 

and where we are heading from here, we believe now is a good time to discuss what has changed, what 
remains the same, and the progress we have made toward taking deliberate action to protect our 

investors’ capital. 

 

As for what has changed: 

 

• The Fed has promised to supply the banking system with “an in finite amount of cash” (in 
the words of President of the Federal Reserve Bank of Minneapolis, Neel Kashkari) and 

the Fed grew its balance sheet by $356 billion in a week towards this endeavor. 

 

• A planned fiscal stimulus package originally slated for $850 billion became a planned $1 

trillion overnight and is now planned to weigh in at nearly $2 trillion (almost 10% of 2019 

U.S. GDP). As of this writing the package will be brought to a vote today. 
 
 

Despite the fact that Covid-19 has expanded rapidly though unevenly across the United States, 

President Trump has clearly signaled that he would like to see America “back in business” by 

Easter (April 12th) with the rationale that the pain of a sustained economic recession or depression 

will dwarf the benefits gained from slowing the spread of the virus (achieving a ‘flatter curve’). 
From an economic perspective, he may have a point. 

 

As for what has not changed: 

 

• The market has been making monumental moves both in the aggregate and in individual stocks 
without material, relevant clarity. A lack of historic precedent and reliable information on how Covid-

19 will play out has left even the most highly regarded market strategists admittedly clueless.  

 

• The coming effects public health effects and lingering economic consequences of bringing the 
economy to a halt remain unknowable. In this environment, prices have decoupled from intrinsic 

value and valuations defy logic, in our opinion. 

 

• Historic, elevated volatility persists, and the options market continues to provide attractive option 

terms.  

 

• We remain steadfast in our commitment to serve our clients by providing consistent income and 
meaningful growth of principal potential. 

 
 
 
 
 



 
 

 

 
As for progress toward taking actions to protect our investors capital based on the 
current situation: 
 

• On Friday, March 20th, nearly half of the option positions and the Dividend Income Strategy (“DI 
Strategy”) and close to a third of those for the Growth & Income Strategy (“G&I Strategy”) expired. 
We took advantage of Monday’s strong rally and sold options on BMY, CMCSA, DAL, and GM in 
the Dividend Income Strategy as well as, DAL and SCHW in the Growth & Income Strategy. While 
several other positions remain uncovered, we rarely try to cover everything over a short period 
since spreading call sales over time reduces market timing risk.  
 

• As for underlying (stock) security selection, we must remove DAL from the DI Strategy since DAL’s 
board voted to preserve cash by suspending its dividend – a decision that was well-received by the 
market. Rather than sell DAL immediately, we wrote a near-the-money call with April 17th expiration 
and a strike of $28 to capitalize on extremely high implied volatility of over 180% (based on the 
mid-price). As a point of reference, we would have considered 60% as extremely high 45 days ago. 
Similarly, we wrote April 17th calls with a $41 strike for the G&I strategy that provides over 50% 
upside potential and over 45% annualized option premium.  
 

• As outlined in our last Special Update, we have identified several more-cyclical positions that have 
elevated recession risk (as we’re sure is no surprise, DAL is one). When we purchased these 
stocks, we believed that they traded at a discount to intrinsic value. Several now trade at significant 
discounts to our own estimates and at extreme discounts to analyst consensus target prices. We 
are reluctant to sell some of these positions at current prices as we believe these prices are being 
driven by extreme human emotions and poor liquidity and thus do not reflect a reasonable estimate 
of value. This is evidenced by 30%+ (daily!) moves in either direction in some of these positions. 
That said, we continue to monitor the options market daily in an effort to find the most attractive 
upside recovery potential and elevated premium opportunities.  
 

• Relatedly, we have an ever-growing wish list of stocks that trade at meaningful discounts to our 
estimate of intrinsic value. As discussed above, we do not believe it is in our investors’ best interests 
to engage in a wholesale liquidation of depressed positions to move into new positions all at once. 
The fluidity of this crisis, absence of rational valuations, and illiquidity of both the stock and options 
market make such an effort unattractive. Instead, we will use the options market as a means of 
exiting these positions and will systematically position the portfolio appropriately given what reliable 
information we (the collective investment community in this case) have. 
 

 
In closing, we would like to highlight how quickly and disorderly this market crash has unfolded. As 
discussed above, we do not know much more about how the Covid-19 crisis will unfold and impact corporate 
earnings and economic activity now than we did two or even six weeks ago. The last thing we want to do 
is panic and become reactionary during this crisis. We do not know what the market will do over the next 
three days, three weeks, or three quarters. However, we do know that the coordinated (or at least 
simultaneous) fiscal and monetary responses are unprecedented in both scope and scale and these actions 
should prove supportive of equity prices at the margin if not generally. And we believe that executing the 
plan we have outlined remains the best course of action. 
 
 
 
This material is for informational purposes only, and is not intended to serve as a substitute for personalized 
investment advice or as a recommendation or solicitation of any particular security, strategy, or investment 
product. Opinions expressed are based on economic or market conditions at the time this material was 
written. Actual economic or market events may turn out differently than as presented. Facts presented have 
been obtained from sources believed to be reliable. Past performance is no guarantee of future results. 
 


