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Coronavirus: Assessing the Market and Global Economic Impact 
 
The week of February 24th revealed both the economic damage from a global viral contagion on a major country, as well 
as the global market’s reaction function to both the known and unknown. As the coronavirus known as COVID-19 spread 
throughout 56 countries1 around the world, global risk asset markets churned as market participants looked to assess 
both the real and potential impact on both global economies, as well as the forward value of corporate earnings and 
profitability.  A “wall of worry” has formed, and the list of yet unanswered and unanswerable questions are beginning to 
pile up (see the “Bottom Line for Stocks” section below for the wall). Regardless, this seemingly large wall will certainly 
get answered in due time, but that answer is surely unknown today, and as such, is likely to continue to put downward 
pressure on markets. 
 
Before I get into a discussion around the market and economic impact of this virus, I want to first and foremost recognize 
that the novel coronavirus is a human tragedy and our thoughts are with all of those directly impacted. Providing 
investment-related thoughts around these unfortunate events feels contrite and callous, but it is nonetheless our 
responsibility, and we understand you want and deserve to know our views and perspectives. What I’m going to steer 
clear of doing in this write up is hypothesizing on the virology, and/or medical side of this horrible disease as I’m not an 
epidemiologist or a medical professional, and certainly not qualified to discuss – I’ll leave that to the US CDC, WHO, and 
other medical experts (as we all should). 
 
I want to break down this discussion into 3 parts:  
 
1) The broader potential global economic impact given what we know now,  
2) The market’s reaction function to the news and facts, or lack thereof, and  
3) What is the appropriate course of action for you to take when something like this happens?  

 
 
Part #1 – The Broader Global Economic and Business Impact 
 
The World Now Has An Economic “Base Case” 
 
As a follow-up to my writing on February 24th related to the potential effects of COVID-19 on US and global economic 
growth, I’m very glad I waited until Saturday the 29th to follow up. Why, you ask? Because today, we have our first real life 
example of the effects this devastating virus can have on a major country and economy.  
 
On Friday evening the 28th, China released economic data for the month of February related to both their manufacturing 
and services sectors. This was their first full month of data in which the virus has affected the greater Hubei province 
(which is the 7th largest province in China) and surrounding major areas and cities. Tens of millions of its citizens were 
quarantined. Businesses, travel, events, and everyday activities ground to almost a complete halt. Prior to the release of 
this data, economists and market participants could only speculate and forecast what a monumental undertaking like this 
could have on broad aggregate business and economic activities. Now we know.  
 
Before we discuss the reported results, I want to remind you of their broad interpretation. Readings for these indices are 
centered on the number 50 as a mid-point. Readings above 50 signal a country is “expanding” its activities, whereas 
readings below 50 signal activities are “contacting.” 
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In January (prior to the virus becoming more widespread), China reported its Purchasing Manufacturer’s Index or PMI 
Manufacturing at an even 50.0 and services (PMI Non-Manufacturing) at 54.1. These readings showed that China had not 
only begun to rebound from their economic slowdown witnessed in 2018/2019, but the country also had shifted into a 
broader economic expansion. Data released Friday February 28th from China’s National Bureau of Statistics and Federation 
of Logistics and Purchasing governmental agencies, shows that both manufacturing and services in China fell to the 
lowest level ever recorded for the nation, falling to 35.7 for manufacturing, and a truly incredible 29.6 for services.2 

 
To put these readings into perspective, one needs to compare them to both history and broader economic expectations. 
Analysts had collectively forecast that manufacturing would fall to 45.0 and services would fall to 50.5. Looking at China’s 
fully recorded time series of historical data, the lowest level for both manufacturing and services, not surprisingly, 
occurred during the Great Financial Crisis (GFC), where manufacturing fell to a reading of 38.8 and services fell to 50.0.2  
 
Manufacturing Sub-Components for February 2020:3 

 
 Production index at 27.8 
 New order index at 29.3; new export index at 28.7 
 Raw material inventory index at 33.9 
 Employment index at 31.8 
 Supplier delivery time index at 32.1 

 
The data above shows the devastating impact on the closing of hundreds of Chinese factories. Actual factory production 
and demand fell by more than the overall aggregate reading, and validates that China’s factories truly did grind to an 
almost complete halt.  
 
Most scary to me personally, is the services reading. In the depths of the Great Financial Crisis, China’s services sector was 
still able to hang on to a reading of 50.0 – and while there has long been speculation by the greater economic community 
about the accuracy of China’s reported data, a reading of 29.6 is truly startling. That type of reading suggests a borderline 
complete shut down in Chinese consumer services and consumption.  
 
If an outbreak like this can affect services and consumption to this magnitude, what could it potentially do to a nation that 
derives a vast majority of its economic growth from consumers and consumption? Well, as I’ve discussed and illustrated 
in previous write ups and presentations, US economic growth (US real GDP) is primarily centered and dependent on you, 
the consumer:4,5 
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The World’s Economic Problem Now Is One Of Timing      
 
In my opinion, three broader issues are exacerbating the economic and business impact of this event: 
 
1) Timing of this virus: Europe - specifically Germany, Italy, and France, as well as Japan, were teetering on recession, 

and in Japan’s case, likely already in recession when the virus hit. This will push these countries collectively over the 
edge and into recession. 
 

2) Countries’ varied and somewhat disjointed approach to containing and/or controlling further spread and outbreak: 
The confluence of quarantining so many people, closing factories, shuttering businesses, etc., has created and is 
creating significant demand and supply-side economic shocks. These shocks, specifically in services and the 
consumption of non-durable goods – think restaurants, hotels, tourism, transportation, etc. – mean that once the 
virus passes, cannot and will never be recouped.  

 
This is the very dangerous economic part, because elongated periods of economic and cash flow stress on mid to 
smaller size businesses can cause significant business (activity) loss, loan defaults, and job losses. Larger durable goods 
like cars, appliances, homes, even iPhones, are more likely delayed and may potentially be recouped.  
 
The good news is that it seems global governments understand this, and are beginning to take action. Hong Kong, for 
example, will begin handing out billions of dollars in cash to affected consumers and businesses to combat this liquidity 
squeeze. China, Italy, and South Korea are already planning how their respective governments will combat this issue 
– seems the only laggard is Japan – outside of shuttering 35,000 schools until the end of March, not much in the way 
of fiscal or monetary stimulus plans have been publically announced.3 

 

 
 
 



 

March 2nd, 2020  Available Online at FirstCitizens.com 4 

Market Commentary  
Brent Ciliano, CFA | SVP, Chief Investment Officer 

Government restrictions to control the virus probably wouldn’t be the key threat to the economy – the effectiveness 
of travel restrictions is increasingly under question and by that stage it would be too late anyway. Over the coming 
weeks, data is likely to show that consumer confidence has already been hit by virus concerns and the stock market 
sell-off. A sharp rise in new infections could see a much bigger dip in sentiment, and a full-blown epidemic would 
result in a severe decline in retail spending as consumers sought to avoid public spaces. That’s what happened in 
Canada during the SARS outbreak, when a slump in tourist arrivals and retail sales resulted in a 0.6% annualized decline 
in GDP in the second quarter of 2003. Moreover, that was in response to fewer than 300 cases in Toronto. The impact 
from country to country, or here in the US, a nationwide outbreak, would be much more severe.6 

 
3) The quasi-linearity of the virus’ spread - The fact that outbreaks are occurring in a quasi-sequenced fashion from 

region to region, state to state, country to country, creates a potentially elongated and delayed economic response, 
which will likely elongate this broader global economic impact vs. the world catching the virus all at the same time, 
and thus recovering more quickly. 

 
Our US and Global Economic Base Case (revised): 
 
US Growth - As I mentioned in my write-up last week, we had already believed pre-virus, that the deceleration in US 
consumer spending and migration of consumer’s paychecks to savings (US savings rates are approaching a whopping 
8% through January 2020), would drive US growth lower, and that growth would come in below both the Wall Street 
consensus of 2%, and this economic cycle’s trend growth of 2.3%.3 As I highlighted in my 2020 Outlook, “US growth will 
reach a stall speed of 1.5% to 1.8% in 2020 before a more favorable post-election policy mix generates a rebound to 2.0% 
in 2021.”  Current Wall Street consensus had full year 2020 US growth at 2%, but was revised down to 1.8% a few weeks 
ago.3 Q1 2020 Wall Street consensus expectations for growth currently sit at 1.9%3, while the Atlanta Fed GDPNow model 
as of February 27th is calling for 2.6% growth in Q1 2020.7 
 
Potential Virus Impact on US Growth – We now believe both Q1 and Q2 2020 growth within the US will likely be 
impacted, but with a shift more towards Q2 than Q1, given the virus’ timing of reaching US shores this last week of 
February. Given this shift in timing, we forecast growth in Q1 will be only modestly impacted – much of which showing up 
in import/export data and overall trade balance numbers. We are anticipating that key February data in the US – namely 
ISM Manufacturing, Non-Manufacturing and jobs, will continue to show improvement. 
  
We believe growth will fall by 0.2% to 0.3% in the first half, directly related to the virus’ impact on global economic 
commerce, supply chain disruptions, and waning aggregate demand. Outside of any additional material outbreak across 
the US beyond Q2, we believe the economic impact is most likely contained within the first half of 2020. Like previous 
viruses before it, US growth rebounds in the second half of 2020 and the effects on full year 2020 US GDP are ultimately 
flat to negative 0.2%.  This brings our full year 2020 growth estimate to a “bend, but don’t break” range of 1.3% to 1.8%.  
 
Global Growth – We had started to see Global PMIs outside the US modestly strengthen in China and Germany in Q4 
2019, and began to see signs of a bottoming process forming. Broad economic data through January 2020 for both the EU 
and China has been largely mixed, and has yet to show signs of any real escape velocity. With the migration of coronavirus 
from mainland China to Japan, South Korea, Italy, and 50 nations worldwide, any hopes of economic momentum in Q1 
2020 for China and the broader EU are likely dashed. As of the end of January 2020, consensus expectations for global 
growth sit at 3%, while official governmental data sit at 3.3%3.  
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Potential Virus Impact on Global Growth - We now believe both Q1 and Q2 2020 global growth will be affected.  Q1 
2020 will produce a negative quarterly reading of between -2% to -3%, driven primarily by China’s unprecedented 
slowdown. First half global growth is reduced by a full 3% to 3.5% collectively, but a second half rebound driven by both 
significant central bank monetary stimulus, as well as varied foreign government fiscal stimulus leads to only a -0.2% to -
0.3% reduction off of full year 2020 global growth. The risks to a more significant decrease in full year 2020 global growth 
are tilted to the downside, if the number and geographic dispersion of reported cases materially increases and 
encompasses more and more countries.   
 
But things are starting to look a little better now in China 
 
One week after most of the country officially went back to work on February 10th, more than half of large industrial firms 
remained closed. That has now changed. Earlier this week (week of 2/24), in China’s five largest provinces, over 80% of 
firms had reopened. But things are still far from back to normal. Even in Zhejiang, where almost all large factories have 
officially now re-opened, output reportedly remains around 25% below normal levels.6 Production will remain subdued 
for some time given that labor shortages may take weeks to resolve and domestic demand is unlikely to rebound fully 
until fear of infection fades. But there are signs emerging that things within China are starting to return to some sense of 
normalcy: 
 

 About 91% of factories will have restarted by end of March.6 
 

 60% to 70% of Chinese workers headed back to work the week of February 24th. In the weeks prior to February 
24th, saw 50% to 60% of Chinese workers back at work.3  

 
 The number of newly reported cases within China are falling:6 
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 Satellite images have shown a dramatic decline in pollution levels over China, which per US Space Agency, 
NASA, says is "at least partly" due to an economic slowdown prompted by the coronavirus. NASA maps show 
falling levels of nitrogen dioxide this year.8  
 

 
 
 

Part #2 – Global Market Impact 
The renewed escalation of concerns about the spread of COVID-19 the week of February 24th, with outbreaks in Korea, 
Japan, Iran, Italy, and 56 nations worldwide, sent global equity markets tumbling and prompted President Donald Trump 
to call a rare press conference where he put Vice President Mike Pence in charge of the US response. 
 
Equity markets – As of the end of trading on Friday the 28th, US equity markets are down 8.3% year-to-date, and 12.8% 
from their all-time high on February 19th. International markets year-to-date are down 10.3% USD, and are down 10.2% 
USD from their highs on January 17th. Outside of the Great Financial Crisis, this drawdown in global equities ranks near 
the top fastest 7-day falls in the last 20 years.6 
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Not only was this one of largest weekly falls, it was the fastest 10% correction in the S&P 500 ever:9 
 

 
 
While the speed of market movements has been truly remarkable, this recent drop, while certainly significant, only takes 
us back to the October 10th / 11th 2019 market highs. The cumulative recovery in the S&P 500 from the bottom of the last 
> 10% correction is still a positive 27%, (12/24/2018 through 02/28/20), and a whopping +448.5% from March 9th 2009, 
though Friday the 28th.3   
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One major irony in this selloff is that the epicenter of this virus – that being mainland China – is not seeing their respective 
markets taking much of a hit at all. Both the Shanghai and Shenzhen composite indices are down only 5.6% and 3.8% 
respectively year-to-date, and only off 3.2% and 2.4% respectively since the US sell off started on February 19th.3 

  
So given all of this, where might markets go from here? 
The prevailing theme last week was “sell first, think later” and generate liquidity at almost any cost. We saw signs of broad-
based market capitulation and indiscriminant selling on Thursday and Friday. The broad-based selling also extended to oil, 
copper, and other economically sensitive assets as well. Even gold- usually a safe-haven asset - saw its largest one day 
drop since June of 2013. The metal fell from an intra-day price of $1,660.38 on 2/27, to $1,563.07 on 2/28 – a whopping 
5.9% drop.3 
 
Normally when equity markets sell off to this degree, they don’t usually find a bottom until you end up seeing irrational 
and indiscriminant, broad-based selling. Well, on Friday it looks like we saw signs of just that. As of Friday, slightly more 
than 89% of S&P 500 stocks hit their 20-day low.5 
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The above is quite reminiscent of the technical lows seen in Q4 2018, 2015/2016, as well as in 2011. Historically, when 
greater than 50% of S&P 500 stocks breach their 20-day low, stock returns are higher than average over the subsequent 
periods as follows:5 

 
 20 days post: +2.5% vs. the average +0.7% 
 65 days post: +5.1% vs. the average of 2.1%  
 125 days post: +7.9% vs. the average of 4.1% 
 250 days post: +12.3% vs. the average of +8.5% 

  
Additionally, the S&P 500’s 5-day rate of change is in the 1st percentile (highest) of all historical observations, which 
again indicates we are at or are approaching washout conditions similar to what occurred in the previous periods 
mentioned above. So what happens in markets after this level of extreme reading? Going back to 1950, when you have 
washout conditions like these, against the backdrop of a year-over-year positive market environment (i.e. 2019’s amazing 
run), markets have historically produced almost double the average return 26 weeks later.5 
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Bottom Line for Stocks: Technically and historically, equity markets seem near or approaching the point of capitulation. I 
think unfortunately though, with the economic news out of China this weekend, accelerated cases reported in the US and 
our first reported death in Washington State, equity markets are going to continue to struggle to find fair value with still 
a lot of unknowns. How many cases are we going to get here? Do states have enough testing kits from the CDC and are 
they actually reliable? Is each state going to enact their own set of plans, or are they going to follow the national 
government? If China is a rough proxy for the economic base case, then how would the US fare with that type of services 
and consumption slowdown? Even though stocks sold off decreasing the “P” or price in the P/E ratio, what will be the 
actual future value of the “E” or earnings in S&P 500 forward P/E ratio? If corporate earnings, revenues, and profitability 
take a hit, what does that really look like? This seemingly large “wall of worry” will certainly get answered in due time, but 
that answer is surely unknown today, and as such, is likely to continue to put downward pressure on stocks.  
 
In the charts below from the Kansas City Federal Reserve Bank, 40% of US companies say that COVID-19 has already 
affected their business so far in 2020, and almost 50% expect COVID-19 to affect their business this year.10 
 

 
 
 



 

March 2nd, 2020  Available Online at FirstCitizens.com 11 

Market Commentary  
Brent Ciliano, CFA | SVP, Chief Investment Officer 

 
 
Fixed Income – Given the carnage in equity markets, investors sought the safety of US government bonds, and as such, 
US treasury yields (which move inversely to bond prices) fell significantly. 10-year US Treasury yields started the year at 
1.917%, and have subsequently fallen ~77bps or 40% to 1.149% as of Friday February 28th. 10-year yields from the equity 
market’s high on 2/19 have fallen from 1.566% to 1.149%, or almost 27%! Year-to-date, various fixed income asset classes 
continue to provide ballast against this risky asset sell-off:3 
 

 
 
The Fed and interest rates - The Fed can do nothing to halt the spread of the virus, but a further tightening of financial 
conditions or a slump in business and consumer confidence might convince officials to cut interest rates again. The 
pressure has been mounting on the Fed to provide pre-emptive support to the economy, with fed funds futures now 
pricing in a 25bp rate cut by the end of March and a total of 90bp of loosening by year-end.3 A number of officials, including 
Vice Chair Richard Clarida, attempted this week to push back on those expectations, reiterating that the Fed was “closely 
monitoring” the virus but that it was too soon to gauge the impact on the economy.  
 
As a result, for now we are sticking to our forecast that the Fed will only cut interest rates one time in the first half of 
2020. But if the number of new US cases rises sharply, measures of business and consumer confidence deteriorate, or if 
financial conditions continue to tighten, we suspect it wouldn’t be long before the Fed sprang into action. 
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A week ago, the odds of one cut by September was ~35% and two cuts by January was ~20%.3 
 

 
 

Now, the odds of one cut by March is ~126%, two cuts by June is ~60%, and three cuts by September is ~37%!3 

 

 
 
Part # 3 – What Should You Be Doing or Thinking About When Something Like This Happens 
 
Contrary to my long and detailed explanations and observations above, the reaction function on your side should be 
centered on the “KISS” acronym (not the band): 

 
1) Have a plan and stick to it. Don’t react behaviorally – Where are you in your investing life cycle – i.e. where are you 

with your financial plan? It is times like these that test our collective resolve to stick to a well thought out plan and 
course of action. If you stick with the plan, you’ll likely come out ahead. 
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2) Truly assess your risk tolerance – it is one thing to have a plan, and it’s another to have the intestinal fortitude to be 
able to stick to it. If you cannot sleep at night when markets do their normal thing and get volatile, you need to sit 
back down with your FCB team and readdress your asset allocation and your goals and objectives. That’s what you 
pay us for and that’s what we’re here to do for you! 

 
3) Read and review my 2 write-ups, and work with your FCB partner – If you work with us, stay committed, and follow 

our advice, we’re pretty confident you’ll achieve your plan, whatever that may entail. Read “A Strategy For How NOT 
To Get Eaten By A Bear” and “Keeping Your Eye on the Prize” – both of which are available on First Citizens.com as 
well as from your FCB team members who can make sure you get a copy.  Still not feeling better? Then please review 
my 2020 Outlook and focus on the last sections on “Is a recession right around the corner?” as well as “Market timing.” 

 
Also understand that we are constantly evaluating and reviewing your investment portfolios - two of our four core tenants 
to our overarching investment philosophy is always looking forward and dynamically reviewing and adjusting your 
portfolios quarterly to be reflective of the market and economic environment. 
 
Please Always Remember and Consider Two Things:  
 
1) Know, and have comfort in, the fact that we are constantly managing the risks associated with thoughtfully and 
judiciously growing your wealth over time.  
 
2) It is time IN the market - not timing the market – that creates long term wealth.  
 
Brent 
 
 
 
 

 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.firstcitizens.com/pdfs/Market-Outlook/Dealing-with-Market-Volatility.pdf
https://www.firstcitizens.com/pdfs/Market-Outlook/Dealing-with-Market-Volatility.pdf
https://www.firstcitizens.com/pdfs/ap/general.pdf
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