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GLOBAL IMPACT FROM THE CORONAVIRUS OUTBREAK
Recent market action has brought elevated volatility and moved the broad market into correction territory on fears
surrounding the coronavirus. As such, we have prepared this commentary to provide an update on the state of
the market, the spread of the virus, and what investors should expect going forward.
In January, we saw volatility tick up due to global concerns
around the Coronavirus. Stocks went back into rally mode in
early February as investors’ concerns were quelled largely by
a slowing in new cases of the Coronavirus. The Standard &
Poor’s 500 Index hit a new all-time high on February 19th,
before coronavirus fears came back into headlines and
pushing markets lower for the rest of the week. Monday and
Tuesday selling erased the gains for the year pushing the
index negative, while the 10-year Treasury yield has dropped
to 1.33% as investors flock to safe haven assets.
Coronavirus fears have largely been stoked by the World
Health Organization’s (WHO) latest report released on Wednesday. The report shows that the coronavirus is
spreading further in Asia (South Korea), Europe (Italy), and the Mediterranean (Iran and Bahrain). Couple this
with an overnight confirmation from the Center for Disease Control and Prevention (CDC) that the United States
has experienced our first case of coronavirus from unknown origin (also known as “community spread”) and their
warning that the disease will likely cause a pandemic, and selling has continued into the week.
In the short-term, the spread of the disease raises the potential risk to global economic growth and corporate
earnings. Demand and supply for goods and services are being affected. On the supply side, closed factories and
reduced manufacturing in China effects products and services in the early stages of the supply chain for multinational companies worldwide. On the demand side, consumption can be reduced not only by China as the second
largest economy, but many countries could see a pullback in travel, tourism and other activities.
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The long-term effect of the virus is a more challenging unknown. The virus may delay a recovery in manufacturing
and business spending. To combat risk of viruses, global manufacturers will likely source material from a wider
geographic area, so additional outbreaks will have a lesser effect on the ability to produce goods.
In preparation of market volatility surrounding the coronavirus:
1) Investors should remember that the stock market reacts swiftly to news and headlines, so they should be
prepared for big swings—in either direction.
2) Investors should be aware that while the CDC has indicated that they are a few weeks away from human
trials of a vaccine, there is no immediate timeline for containing the virus. So volatility may persist for the
short-term. The longer this virus lasts, the greater the impact may be, so we are closely monitoring the
situation.
3) Investors should remember that if the virus persists, governments and central banks will likely take
measures to prevent financial difficulties from spreading throughout the economy. Central banks can take
measures to ease monetary policy by cutting rates or infusing banks with cash and governments can adjust
regulations and laws.
Remember that earnings and fundamentals, not headlines, drive markets over the long term. Equity markets are
resilient. Since 1981, there have been a dozen major viral outbreaks. In only two of these instances was the
Standard and Poor’s 500 Index negative in the following twelve months; and in both instances there were economic
conditions working against the market outside of a viral outbreak (a recession during the 1981 AIDS outbreak and
a collapse in commodity prices putting pressure on the energy sector during the 2014-2015 Measles outbreak).

Remember, the average intra-year decline for markets over the last 40 years is 13.8%. This means that on average,
at some point in time during the calendar year, markets are down 13.8%. After a 30% return for markets in 2019,
and relatively little volatility in recent years, we all need to keep a market correction in perspective.
Portfolios are constructed based on investors’ goals, risk tolerance, objectives, and long-term financial plan.
Investors should not make substantive changes to their overall financial plan in response to short-term market
conditions. With that being said, we continue to monitor the coronavirus situation and market conditions and where
and when appropriate will rebalance and derisk for clients as conditions warrant.
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