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When the Market Moves the Market: Drawdown Edition 
 
“Everything you know could already be wrong…” 

Jimmy Iovine, Founder of Beats Electronics and Interscope Records 

Few time periods have more proven Jimmy Iovine right than the first half of 2020. 

It’s been more than a decade since the global economy has grappled with something of this magnitude – but what we 

are experiencing is, in many ways absolutely unprecedented, leaving history to be an often insufficient guide. 

Our most recent history? We witnessed the fastest transition from a U.S. bull to bear market in history at 16 days for the 

S&P and 19 days for the Dow…before turning back into a bull market on April 8th.1 

As of this writing more than 40 million Americans are unemployed (the highest unemployment rate since the 1930s), 

and the Bank of England, anticipating a 30% drop in output, was warning the UK was set to enter its worst recession in 

three centuries.2 

At the same time, many of our basic assumptions about market structure and the requirements around a functioning 

global execution market have shifted, and the landscape for capital raising and deal transactions has evolved. We have 

learned new lessons about agility, productivity and endurance. 

When the Market Moves the Market: Drawdown Edition is the third installment of this 

series, reflecting on multiple dimensions of market structure and the capital markets 

landscape. Halfway through 2020, we explore: 

1. The change in size and shape of different market structures amid whipsaw moves 

in multiple directions 

2. How this has impacted transparency, l iquidity, and market breadth and depth 

3. What implications this has on capital formation and broader capital markets’ 

activity, and   

4. What may shape the days and months ahead, as the world and markets try to 

come to terms with what has happened in the wake of Covid-19 and broader 

macro factors. 

Humans love predictions. But while many are trying to guess what the next few quarters will bring, we go back to basics, 

and lay out data we think is reliable, relevant and robust. We revisit some headline changes from our prior two volumes 

of When the Market Moves the Market – and further excavate what is happening now. Previous editions of When the 

Market Moves the Market argued that so many of the dimensions of market structure have changed so materially over 

the last decade, players are playing a nearly different game than in the past. The past few months’ shifts have been so 

considerable as to potentially upend the playing field once again. 

We hope that When the Market Moves the Market: Drawdown Edition helps identify challenges, opportunities, and a way 

forward as we emerge on the other side of this pandemic. 

Be well. 

Shannon Murphy        Jatin Suryawanshi  Anthony Pallone  Lily Calcagnini 

Managing Director   Managing Director  Managing Director  Content 

Equities     Electronic Trading  Electronic Trading  Equities    

shannon.murphy@jefferies.com        jsuryawanshi@jefferies.com apallone@jefferies.com lcalcagnini@jefferies.com 
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And Just Like That…It Changed Again 
 

We charted the below in past When the Market Moves the Market pieces and are updating here (where possible) to 

reflect the markets of the first half of 2020.  
 

 T H E N  R E C E N T L Y  

 
T O D A Y  

W
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20073 
 

• Active funds: $2.5 trillion 

• Passive funds: $700 billion  

 
20184 

 

• Active funds: $4.5 trillion 
• Passive funds: $3.9 trillion  

 

 
20205 

 

• Active funds: $4.2 trillion 
• Passive funds: $4.2 trillion 

(as of March 31, 2020) 

W
h
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20076 
 

• First 30 mins: 11.75% ADV 

• Last 30 mins: (ex-closing 
auction): 16% ADV 

• Closing Auction: 3% ADV 

 

20187 
 

• First 30 mins: 5.5% ADV 
• Last 30 mins: (ex-closing 

auction):  25% ADV 
• Closing Auction: 8.2% ADV 

 

20208 
 

• First 30 mins: 12.5%1 

• Last 30 mins (ex-closing 
auction: 15.2% 

• Closing Auction: 6.6% 
(mid-April 2020 avg) 
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2007 – 20179 
 

• $1.9 trillion of inflows to active products 
• $3 trillion inflows to passive products 
• $1.3 trillion of inflows to hedge funds 

 

 

1Q202010 
 

• $102 billion of outflows to actives 

• $50 billion of inflows to passives 
• $33 billion of outflows to hedge funds 
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(U
.S

.)
 

200711 
$19.992 trillion 

5,109 companies 

201812 

$30.436 trillion 
4,336 companies 

202013 
$33.818 trillion 

4,323 (April 2020 est) 
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200914 
 

9.8 billion shares 

 
 

201815 
 

7.3 billion shares 
 

 
 

Pandemic 2/24-4/3016 
 

13.95 billion shares (on avg) 
19.31 bn shares on peak day 

2/28 

  

                                                           
1 March 23 – end of May 
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W H A T  H A V E  T H E  L A S T  F E W  M O N T H S  L O O K E D  L I K E :  A  T R A D I N G  S N A P S H O T  

 

One of the biggest stories 

and questions of this year 

– particularly as we 

transitioned to a remote 

world virtually overnight – 

is what would happen to 

trading volumes.  

Would it be materially 

harder to execute, in 

ways that would affect 

volumes? How do we 

think about the fact that 

many trading floors and 

floors on the exchanges 

nearly evaporated 

overnight, challenging 

the notion that “we need 

physical proximity” to 

conduct business. 

Source: Jefferies, Reuters             

But as we moved to a majority-remote/highly decentralized world, with the floor of exchanges in the U.S. closed, and 

traders across the industry working feverishly in a new landscape of dogs, kids and Bloombergs – volumes more than 

doubled, and the industry largely digested these moves. While the transition wasn’t flawless, few of us would have 

imagined the velocity of change that occurred simultaneously with growth in traded volumes.  

Where did we see other shifts? In the closing auction. You’ll remember in an earlier When the Market Moves the Market 

publication, we explored the considerable growth in the importance of the closing auction. But this year, in part due to 

the closure of the exchange floor, we saw this moderate, and while considerable volumes continued at the beginning and 

last thirty minutes of the trading day, we also saw declines in the closing auction percentages.  

 

Source: Jefferies, Reuters        Source: Jefferies, Reuters   

The last 30 minutes of trading and the MOC auction have seen combine decreases by about 3.6% of total traded volume. 

The largest gainers have been the first 30 minutes and the time period between 12:00 PM EST and 13:30 PM EST.17 
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T H E  ‘ W H E R E ’  
 
Where did all this trading happen?  

We saw a more than 20% jump in off exchange trading between January and late April peak. It remains to be seen 

whether this will recede to more long term percentages (about one-third on average), but this was one of the more 

material moves in the execution landscape we track. Intraday, off-exchange volumes can reach around half of all 

execution.18 

Compare this with nearly 15 years ago, when we saw a much more concentrated execution landscape.  

 
Source: Jefferies, Reuters 

V S .  E X E C U T I O N  L A N D S C A P E  2 0 0 6 2 

 

 

 

 

 

 

 

 

 

 

 

A  W O R D  O N  C O S T S  

Trading costs for S&P 500 names are still higher by about 50% (relative to Jan-Feb) in spite of the growth in volumes. 

This is probably on account of the significant reduction in market making interest which is resulting in wider bid-ask 

spreads and decreased quote stability.19 

   

                                                           
2 Several research firms provide estimates of market share breakdown by venue, for example, Rosenblatt Securities. Publicly, this information is available in white 

papers such as “A Financial System that Creates Economic Opportunities: Capital Markets,” October 2017, published by the U.S. Department of the Treasury and 

available on Treasury.gov. 
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‘ W H A T ’  I S  T H E  U N I V E R S E  W E  A R E  E X P L O R I N G ?  

A major trend we explored in prior When the Market Moves the Market pieces was…what exactly is the market universe 

these days?  

The U.S. has witnessed a cratering in the number of publicly traded companies in the last two decades – a trend that 

doesn’t seem poised for a rebound in 2020 with capital markets’ activity declining considerably. And while net leverage 

has crept up from a few years ago, it remains half of what it was in the mid 1990s. Due to the growth of passives, there 

has also been the knock on effect of higher concentration, with five houses owning, on average and in aggregate, about 

20% of many companies in the U.S.  

Another way of looking at it: if the equity universe were a neighborhood: 

• There would be fewer houses 

• But these houses would be bigger, on average (by market cap) 

• And they would be held by a smaller number of owners 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: The World Bank, Jefferies 

 

Source: Kahle and Stulz, Is the US Public Corporation in Trouble?, Journal of Economic Perspectives. FactSet, Jefferies 
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C A P I T A L  M A R K E T S  A C T I V I T Y  

The decreased number of publicly traded U.S. companies doesn’t look like it’s poised for a rebound any time soon – 

though not everyone agrees this number will remain near twenty year lows. 

 

With the IPO market cooling, all eyes are on firms like 

AirBnB who were slated to come to market in 2020. 

Despite the considerable drop off in deals in the first half 

of the year, there is still capital market activity, with more 

than 30 IPOs pricing to date, and some believe that the 

firms who do choose to IPO will comprise some of the 

strongest IPO classes in the last decade.20  

 

 

 

Source: FactSet, Jefferies 

M&A activity has also been dramatically impacted by the dual challenges of global uncertainty and multiple economies 

putting themselves in induced comas. While deal value and deal count were obviously depressed in the first half of the 

year, it is possible that we could see some oxygen breathed into the space in the latter half of the year or early 2021.  

What sectors witnessed the biggest declines? Relative to the same three-month period one year ago, the largest M&A 

activity declines have been in: Technology Services (406 vs. 523), Producer Manufacturing (126 vs. 201), Finance 

(330 vs. 399), Consumer Services (175 vs. 228), and Health Services (108 vs. 157).21 Moreover, U.S. private equity 

activity decreased in April by both number of deals (39 vs. 89 in March) and aggregate transaction value ($9.5 billion 

vs. March's $17.2 billion).22 

 

Source: FactSet, thru April 2020 
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S N A P S H O T  O F  U . S .  F I X E D  I N C O M E  M A R K E T S  
 

One of the other biggest stories of this year (although we’re starting to lose count) has been the interventionary actions 

of the Federal Reserve. Below we reflect on the overall U.S. fixed income markets as of 2019 – and the growth of the 

Fed’s balance sheet in recent months. 

O V E R A L L  M A R K E T  |  U . S .  F I X E D  I N C O M E  1 9 9 6  -  2 0 1 9 23         

  Source: SIFMA   

… A N D  T H E N  T H I S  H A P P E N E D :  U . S .  F E D E R A L  R E S E R V E  B A L A N C E  S H E E T  2 0 0 2  –  2 0 2 0  

 

Source: FRED 
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Source: FRED 

The swift and broad based response of the U.S. Federal Reserve to the uncertainty and temporary freezing of the U.S. 

economy has created almost as many new questions as answers it may be addressing.  

In his May 13th remarks, U.S. Fed Chair Jerome Powell noted: “The scope and speed of this downturn are without modern 

precedent, significantly worse than any recession since World War II…. This downturn is different from those that came 

before it. Earlier in the post– World War II period, recessions were sometimes linked to a cycle of high inflation followed 

by Fed tightening… The Fed takes actions such as these only in extraordinary circumstances, like those we face today. 

For example, our authority to extend credit directly to private nonfinancial businesses and state and local governments 

exists only in "unusual and exigent circumstances" and with the consent of the Secretary of the Treasury. When this 

crisis is behind us, we will put these emergency tools away.”24 

But how far behind us is this crisis– and what conditions will determine when the Fed will ‘’put these emergency tools 

away?’  

The Fed opened its wallet in the thick of the 2008-09 Global Financial Crisis – and were joined by Central Bankers 

across the globe as they embarked on a period of prolonged easing in many markets. The long term implications and 

effects of this remain debatable. What is clear is we have witnessed a new, and again unprecedented, action shaping 

the market, in the form of a 60,000 pound gorilla with the potential to bring all of that heft to bear actively.  
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W H A T  A B O U T  T H A T  ‘ O T H E R ’  B I G  T R E N D :  A C T I V E  &  P A S S I V E ?  

 

The biggest story of the last decade (or at least a top three contender) was the rise of passive management. In fact, in 

2019 for the first time, passive assets under management exceeded those that are actively managed.25 This trend 

continued into 2020, but unlike other trends – which many expect Covid to accelerate – in a more moderate manner. 

After witnessing exponential growth of passives vs. actively managed funds, at least for recent months, things have 

tempered somewhat. It is far too early in what has become a completely unpredictable year to gauge whether markets 

will continue to rise again, which many attributed to one of the factors driving the growth of passive. 

 

 
Source: EPFR, Jefferies 

 

Source: EPFR, Jefferies 

 

Given the reminder that the first quarter provided, that the longer periods of underperformance, the greater the 

outperformance of actively managed hedge funds, it will be interesting to see if flows to passive moderate in the 

coming months.    
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O V E R A L L ?  W E  W E R E  R E M I N D E D  T H A T  S O M E T I M E S ,  C O R R E L A T I O N S  J U S T  G O  T O  1  
 

We also explored the relationship between broader equity markets and 10Y yields. Our most salient takeaway from this 
exercise is—in times of uncertainty, we can only be certain of one thing: we must question everything we think we 
know about how the market behaves. Jimmy Iovine would be proud.  

What strikes us most is how times of crisis have tended to interrupt the general inverse correlation between equities 
and fixed income products—instead, they begin to move in lockstep.  

The 2000-01 dot com crisis. The Global Financial Crisis. Most notably, this year’s sharp drawdown. Each have been 
unforgiving for both asset classes alike. Though it’s too early to say precisely when, why and in what matter each of 
these asset classes will recover over time.  

 

Source: FactSet, Jefferies 
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W H A T  D O E S  T H I S  M E A N  A N D  H O W  C A N  J E F F E R I E S  H E L P  
 

Few would have expected in January of this year that the next few months would witness the closure of the floors of the 

Nasdaq and New York Stock Exchanges (NYSE). Or that virtually overnight, the vast majority of trading would be 

conducted in our homes, under the watchful eyes of our kids, pets and other loved ones and roommates.  

Things we are keeping an eye on for the second half of the year: 

1. Will bid/ask spreads continue to narrow back to 2019 levels? Bid/ask spreads averaged 3.5 bps for the S&P 

500 in 2019 before widening to double digit highs in March of this year. More recently, they have come back 

in, with May averages hovering around 5 bps.26   

 

2. Will off exchange trading remain elevated? Slightly over one-third of trading occurred off exchange, on average, 

in 2019. In the last few months, this has risen above 40%, where it has sat since the beginning of April.27 

 

3. Will we see a resurgence in active management? After a decade of blockbuster passive growth, many investors 

feel that active management is poised for a resurgence – particularly in certain sectors. Hedge funds have 

reasserted their value proposition, outperforming broader markets by double digits through May 15th, and 

witnessing muted outflows in the first quarter amid the market turmoil. 

 

4. Will volumes remain elevated through the summer? After peaking at over 17 billion shares per day in March, 

volumes have declined, but remain above 2019 averages.28 

 

5. What does all this mean for ESG? At the start of 2020, you couldn’t have a conversation about the investing 

year ahead without touching on ESG. Has environmental, social and governance related investing hit “pause” 

– or is a global pandemic and individual company responses to the new landscape precisely what investors 

needed to turn a closer eye on these issues?  

Jefferies has earned accolades for its client response to these unprecedented and volatile markets – a recent Greenwich 

Associates survey put Jefferies at the top of navigating market turmoil in 2020.29 With broad and deep expertise across 

the Equities, Fixed Income and Capital Markets and Investment Banking franchises, we are well poised to assist clients 

in responding to these times, and helping to build more agile and resilient organizations. We look forward to connecting 

with you to learn more about how we can help clients better understand the rapidly changing and complex market 

environment.  
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Important Disclaimer 
THIS MESSAGE CONTAINS INSUFFICIENT INFORMATION TO MAKE AN INVESTMENT DECISION. 

Please contact your Jefferies representative for copies of the most recent research reports on individual companies. 

This is not a product of Jefferies' Research Department, and it should not be regarded as research or a research report. 

This material is a product of Jefferies Equity Sales and Trading department, and intended for Institutional Use. Unless 

otherwise specifically stated, any views or opinions expressed herein are solely those of the individual author and may 

differ from the views and opinions expressed by the Firm's Research Department or other departments or divisions of 

the Firm and its affiliates.  Clients should assume that this material is not independent of the Firm’s proprietary 

interests or the author’s interests.  For example: (i) Jefferies may trade for its own account or make markets in the 

securities referenced in this communication (and such trading may be entered into in advance of this communication); 

(ii) Jefferies may engage in securities transactions that are contrary to or inconsistent with this communication and 

may have long or short positions in such securities; and (iii) the author of this communication may have a financial 

interest in the referenced securities. 

The information and any opinions contained herein are as of the date of this material and the Firm does not undertake 

any obligation to update them. All market prices, data and other information are not warranted as to the completeness 

or accuracy and are subject to change without notice. Past performance is not indicative of future results, and no 

representation or warranty, express or implied, is made regarding future performance. The Firm is not providing 

investment advice through this material. This material does not take into account individual client circumstances, 

objectives, or needs and is not intended as a recommendation to particular clients. Securities, financial instruments, 

products or strategies mentioned in this material may not be suitable for all investors. Jefferies does not provide tax 

advice. As such, any information contained in Equity Sales and Trading department communications relating to tax 

matters were neither written nor intended by Jefferies to be used for tax reporting purposes. Recipients should seek tax 

advice based on their particular circumstances from an independent tax advisor. In reaching a determination as to the 

appropriateness of any proposed transaction or strategy, clients should undertake a thorough independent review of the 

legal, regulatory, credit, accounting and economic consequences of such transaction in relation to their particular 

circumstances and make their own independent decisions. 

OPTIONS ARE NOT SUITABLE FOR ALL INVESTORS. Please ensure that you have read and understand the current 

options risk disclosure document before entering into any option transaction. The options disclosure document can be 

accessed at the following web address: http://optionsclearing.com/publications/risks/riskchap1.jsp. Please 

contact Peter Seccia Head of US Derivatives +1 212.707.6481. 

© 2020 Jefferies LLC 
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