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Dear Clients and Advisors:  
 
 
The financial markets rallied during the second quarter, driven by optimism that stock prices 
had largely discounted the worst of the coronavirus-inspired global shutdown.  Shelter-in-place 
orders appeared to “flatten the curve” of new cases in some parts of the country, easing fears 
of an overwhelmed health system, and optimism for a vaccine grew as public-private 
partnerships accelerated their research efforts.  The Federal government and the Federal 
Reserve (the “Fed”) continued to supply substantial fiscal and monetary stimulus through 
financial assistance to those most directly affected by the pandemic, along with a series of 
unprecedented liquidity programs designed to keep the financial markets operating efficiently.  
As the quarter progressed, data revealed that the U.S. economy may have bottomed in the 
second half of April with some indicators, including employment, retail sales and industrial 
activity, showing a faster than expected initial recovery.      
 
As we look to the future, we remain cautious during this period of extreme uncertainty, 
especially after the strong market rally over the last few months, the speed and intensity of 
which was likely driven by the Fed’s unprecedentedly aggressive actions.  The financial 
markets typically discount future events, not just the current environment; however, we believe 
the unprecedented and highly uncertain nature of the current situation makes interpreting the 
markets’ assumptions about the future more difficult to discern.  The recent surge in new 
COVID-19 cases across a number of states threatens the assumption of a fast recovery, as 
government officials in many states are already beginning to roll back or delay reopening 
plans.  Unemployment, while having improved significantly off the bottom, remains 
exceptionally high, with little visibility into the negative consequences that a lingering high 
level will have on consumer spending, corporate profits, and government budgets, especially 
as the supplemental unemployment benefits are set to expire at the end of July.  As 
governments, businesses and consumers wrestle with changing circumstances from day to day 
and week to week, we expect the second half of the year will have a series of starts-and-stops.  
And lest we forget the upcoming November elections, where we are keeping a watchful eye 



over the impacts of potential policy changes, including tax rates, energy policies, minimum 
wage legislation, and healthcare policies among others.  While there is no question that the 
country will recover from this economic shock, the path and length of time the recovery will 
take remain very much up for debate.  Considering these circumstances, when evaluating fixed 
income or equity securities, Corbyn remains focused on finding companies with conservative 
capital structures, strong management teams, and resilient business models to help insulate 
clients from further volatility, while enabling solid participation in the recovery.     
 
 
Fixed Income 
 
Corbyn fixed income holdings posted solid gains during the second quarter, after protecting 
relatively well in the first quarter, as bond prices moved higher from oversold conditions, 
partially fueled by the Fed’s liquidity programs.  Comforted by signs of the early stages of 
economic recovery, investors began to adjust their credit risk assumptions.  The capital markets 
reopened to even some of the most hard-hit industries, such as the airlines and cruise 
companies.  Credit spreads compressed significantly during the quarter, yet still remain 
markedly higher than the extremely tight pre-COVID levels.  This narrowing of credit spreads 
led to significant outperformance of corporate bonds, both investment grade and high yield, 
relative to their U.S. Treasury counterparts.       
 
As we look forward, the Fed recently stated that it intends to keep short-term interest rates near 
zero at least through 2022, and rates across the yield curve, regardless of duration, remain near 
historic lows.  Even though many forecasters project that interest rates will remain low, we 
believe the inherent volatility in longer-dated bonds creates unwelcome risk that could be 
manifested in sharp declines should the economic recovery gather steam, which would drive 
interest rates higher.  Consequently, we continue to maintain and execute our strategy of 
investing in conservative short-term high-yield fixed income securities to mitigate this risk.  
While we expect absolute yields to remain low, at least in the near term, and refinancing 
activity to continue, the spreads on short duration securities are still quite attractive relative to 
pre-pandemic levels and holders of these bonds are more insulated from the risks associated 
with rising interest rates.  We have been busy reinvesting cash received from redemptions or 
opportunistic sales into bonds of companies that we believe have solid underpinnings that 
should protect them even if the COVID-19 problem lingers for longer than expected.  Given 
the current environment, we remain laser-focused on each company’s liquidity position and 
how they plan to address near-term bond redemptions.  
 
 
Equities 
 
Equity prices rose during the second quarter as optimism grew that the pandemic’s deleterious 
impact had peaked and that the tremendous amount of fiscal and monetary stimulus was 
working to stabilize the economy.  Investors began to look through the near-term impacts of 



COVID-19 towards what earnings could look like as the economy adjusted and moved past 
the worst of the impacts.  
 
Corbyn equities solidly participated in the market rally.  As mentioned in the first quarter letter, 
we worked to reposition the portfolios to reflect the changing outlook, and we are pleased that 
these changes added positively to the second quarter’s investment results.  We pared back 
investments in companies with a more difficult road to recovery and initiated or added to 
holdings that are better positioned to withstand a potential second wave of infections and/or 
stand to benefit from secular tailwinds (many of which have accelerated during the pandemic), 
and/or pay attractive dividend yields relative to the current low-rate environment. 
 
Due to a far murkier outlook compared to the beginning of the year, a significant number of 
companies have withdrawn earnings guidance and earnings expectations for the market as a 
whole have declined.  However, when looking at major market indices, the valuation multiples 
investors are willing to pay for these more uncertain earnings expectations now exceed pre-
COVID levels.  We often get the question “Why is the market doing so well given all the 
uncertainty?”.  Interestingly, if you look below the surface, the broader stock market is not 
doing nearly as well as the headlines suggest.  Significant outperformance by a relatively small 
number of stocks has had an outsized influence on the S&P 500 Index, distorting investors’ 
view of the “overall market.”  The top five holdings (Microsoft, Apple, Amazon, Facebook, 
and Alphabet, the holding company of Google) now represent nearly 22% of this supposedly 
broad-based Index.   As a result, while the S&P 500 is down only 3% for the year, the S&P 
500 Equal-Weighted Index, more representative of the average stock in the index, is down 
nearly 11%.  A further example of this extreme disparity is the substantial underperformance 
of value stocks vs. growth stocks, represented by the Russell 3000 Value Index that has 
declined almost 17% year-to-date while its growth counterpart has gained 9%.  This 
performance gap is wider than it has been since the first quarter of 2000, when the dot-com 
bubble was at its peak.  While we are pleased that Corbyn portfolios have benefited from 
holdings in such names as Alphabet (Google) and Amazon, we look forward to more broad-
based participation in the market’s recovery as clarity around some of the lingering risks 
emerges.  Corbyn portfolios should be well-positioned for this more well-rounded recovery 
given our emphasis on strong balance sheets, effective management teams, and attractive 
valuation relative to earnings and free cash flow generation.     
 
 
We take our mandate to preserve and grow our clients’ capital very seriously and refuse to sit 
still in this time of unprecedented change.  The recent pandemic has caused a number of 
adjustments to everyone’s daily lives.  Some are temporary, but others may prove to be more 
permanent such as working remotely, digital communication and collaboration, and online 
shopping.  Change is a constant in the investment world, and we believe that our thoughtful 
evolution at Corbyn is a critical part of the process of adapting to the “post-COVID” world to 
ensure that we effectively position the portfolios as best we can. 
 



We have always prided ourselves on being highly accessible to our clients, and that core tenet 
is especially true today as we all work through these unprecedented times.  Please reach out to 
us at any time, and we look forward to updating you after the third quarter.                   
 
 
Respectfully, 
 

         
Charles vK. Carlson, CFA            Michael J. Fusting, CFA 
President            Senior Vice President 
Co-Chief Investment Officer            Co-Chief Investment Officer 
 

                                        
Michael J. Pulcinella            Michael A. Goodman, CFA                
Head Trader & Investment Analyst               Senior Investment Analyst       
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Senior Investment Analyst       
 
 
 

*** 
 

The commentary contained in this material is based on information believed to be reliable, but we do not represent 
that it is accurate or complete.  The opinions expressed contain general information, are subject to change and should 
not be considered recommendations to buy or sell any security.  Our expectations, beliefs and projections about 
performance or the markets are not a guarantee of future results.  A yield curve is a line that plots yields (interest 
rates) of bonds having equal credit quality, but differing maturity dates.  The slope of the yield curve gives an idea of 
future interest rate changes and economic activity.  Duration is a commonly used measure of the potential sensitivity 
of the price of a debt security, or the aggregate market value of a portfolio of debt securities, to changes in interest 
rates prior to maturity.  Securities with a longer duration generally have more volatile prices than securities of 
comparable quality with a shorter duration.  The S&P 500 Index is a broad-based, market capitalization-weighted, 
unmanaged index of 500 stocks, which is widely recognized as representative of the equity market in general.  The 
S&P 500 Equal Weight Index is the equal-weighted version of the widely-used S&P 500.  The Russell 3000 Value Index is 
a market capitalization-weighted equity index based on the Russell 3000 Index and includes companies with lower 
price-to-book ratios and lower expected growth rates.  The Russell 3000 Growth Index is a market capitalization-
weighted index based on the Russell 3000 Index and includes companies that display signs of above-average growth.  
It is not possible to invest directly in an index.  Earnings growth is not a measure of future performance.  Free cash 
flow measures the cash generating capability of a company by adding certain non-cash charges (e.g. depreciation 
and amortization) to earnings and subtracting capital expenditures.  The information provided is not to be distributed 
without the written consent of Corbyn Investment Management. 
 


