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As of today, the underlying global economic impact from the coronavirus (Covid-19) is both truly unknown and incredibly 
hard to predict. It is predicated on the outbreak following similar models and patterns to other coronaviruses before it 
(see charts below). Much can and will change at a moment’s notice, and much is also predicated on the accuracy and 
timeliness of data out of both countries and companies, which inherently has a lag and the propensity to be inaccurate. 
 
Broadly, though, here are my thoughts: 
 
 US & Global Growth Impact: 

 US Growth –We had 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% thru 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%.1 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.1 Q1 2020 Wall Street consensus expectations for 
growth currently sits at 1.9%, while the Atlanta Fed GDPNow model2 as of 2/19 is calling for 2.6% (likely 
coming down on their next print on 2/27). 

 Potential Virus Impact on US Growth - We believe Q1 2020 growth within the US is likely to fall by 0.4% 
to 0.5%, directly related to virus impact on global economic commerce, supply chain disruptions and 
waning aggregate demand. Like previous viruses before it, US growth rebounds in Q2-Q4 2020 and the 
effects on full year 2020 US GDP are ultimately flat.  

 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 for 
January and early February 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, and Italy, 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%.1 So what might the potential impact on global growth be? We believe Q1 
2020 global growth will be reduced by a full 2%, but with only a -0.1% to -0.2% 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.  

 Corporate Earnings and Profitability - As of 2/14/20, per Factset Research, 364 of the S&P 500 companies have 
reported earnings for 4Q2019 (~77%). 138 out of 364 companies have mentioned Covid-19 in either their analyst 
call and/or forward guidance. While 138 have mentioned the virus, only 34 companies have indicated that the 
virus will have some material impact on either earnings and/or revenues. So while Apple is grabbing headlines, 
the absolute number of companies (at least to date), either believe there will be no financial statement impact, 
or have not yet identified any financial impact related to the virus. As of 2/21, consensus full year 2020 earnings 
for the S&P 500 are sitting at 7.7%, down from double digit expectations back in Q4 2019.3 
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 I believe that as global demand wanes, and corporate global supply chains come under stress, US and global 
corporations will accelerate talk of “business concerns,” if not outright adjustments, to future quarter’s 
earnings and revenue guidance. This, coupled with already mediocre 2020 corporate earnings expectations, has 
the propensity to reduce full year 2020 earnings and profitability to low single digit, and at worst, flat year-
over-year aggregate earnings. In “normal” years, S&P 500 predicted analyst earnings have had on average a 
negative 4.5% to 5% downward revision bias from beginning of year to end of year, over the last decade. If we 
couple this normal downward bias with the potential effects from the coronavirus, we could be looking at another 
flat year in S&P 500 earnings. 

 A more immediate way in which the crisis could accelerate is through a process of de-globalization 
highlighted by the vulnerability of long and complex global corporate supply chains. Many firms are now 
warning about an impending shortage of component parts caused by factory closures in China, with some 
already suspending production. The biggest effects have been felt in emerging Asia, but the recent 
developed market PMIs showed a lengthening in suppliers’ delivery times. 

 On its own, the coronavirus is unlikely to prompt firms to redesign their entire supply chains. Previous 
shocks that affected the supply of intermediate goods (for example, Japan’s 2011 tsunami) did not stop 
the further fragmentation of supply chains. Moreover, to the extent that firms do act, they might just 
reduce their reliance on any individual country or supplier of parts. While this could reduce links between 
China and the rest of the world, it need not reduce the amount of global trade. 

 Fixed Income and Rates – Yields across the entire Treasury curve are plummeting, and the curve is ever flatter. 
History today will have likely been made. As of 1pm on 02/24/20, the 10-year treasury hit its lowest level in 300 
years, of 1.355%, surpassing the previous low recorded on 07/05/16, of 1.375%. The 30-year treasury also hit the 
lowest level recorded at 1.817%, surpassing the previous historic low of 1.94% back on 8/28/19. Also as of 1pm 
2/24, Fed Fund futures are now pricing in 3 cuts over the next 12 months, and have an implied level of 1.01%.1 
This is an additional 2 cuts post year-end 2019 implied rates. We expect yields to continue to fall until both the 
level and geographic dispersion of reported cases peaks, and begins to trend down. 

While US treasuries and broader global sovereign bonds are rallying, US corporate bond yields (Bloomberg USD 
IG All Sectors Index) have widened by 5.4 bps as of 2pm on 2/24 – by and large, corporate bond spreads have 
been relatively sanguine today, given the broader upheaval in global equity markets.    

 Global Equity Markets – As of 2pm on 2/24, US equity markets as represented by the Russell 3000, have fallen 
intraday by almost 3.3%, basically erasing their entire year-to-date 2020 gains (as of 2pm, YTD +0.36%). European 
markets (FTSE 100 and Euro Stoxx 50) closed down 3.3% and 4% down respectively, while Japanese markets 
(Nikkei 225) and Chinese markets (CSI 300) finished down a flat -0.39% and -0.40% respectively (likely trading 
down when markets open tomorrow, following the US and Europe).1  

I believe markets are likely to remain volatile until either or both the number and geographic dispersion of 
reported cases begins to stabilize, and/or US and global central banks step in and announce (and follow through) 
on economic stimulus, likely engaging on both the monetary and fiscal policy side, thus comforting market 
participants that global central banks have the “market’s back.” Both China via the Peoples Bank of China (PBoC), 
and the Italian Government have announced that economic stimulus is forthcoming.    
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 US and Central Banks – And so it continues. Global central banks are needed yet again to backstop global 
economies and markets to confront a very damaging global economic situation. As of January 2020, already 82% 
of all global central banks are easing. All growth in the global stock market since 1989 has occurred when over 
50% of global central banks were easing. When 50% or more of global central banks have been easing, global 
stocks returned on average 8.1% per year. When less than 50% of global central banks are easing, subsequent 
global equity market returns have been a flattish -0.3%4. As such, having 82% of all global central banks easing at 
least historically, sets us up for a potentially decent year in 2020.  Additionally, it is important to note that central 
bank easing usually correlates with the global manufacturing PMI rising. So, in that the global slowdown has 
impacted us, this should ease somewhat in the coming months and quarters. 
 

As I mentioned in my introduction, much can and will change because data will be slow to come in on a country and a 
corporate level. History has typically played out that the effects of this type of coronavirus have proven transitory in 
nature, and we hope that this time will be the same. In situations like these, it is helpful to remind yourself of what is truly 
important, and that is to focus on your own long-term personal goals and keep your eyes on the prize rather than trying 
to shift or make changes based on a single market event.  
 
 
Brent 
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1 Bloomberg, Bloomberg Research 
2 Atlanta Federal Reserve Bank 
3 FactSet 
4 Ned Davis Research 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Brent Ciliano, CFA | SVP, Chief Investment Officer 
Capital Management Group | First Citizens Bank 
8510 Colonnade Center Drive | Raleigh, NC 27615 
brent.ciliano@firstcitizens.com | 919.716.2650 

The views expressed are those of the author(s) at the time of writing and are subject to change without notice.  First Citizens does not assume any 
liability for losses that may result from the information in this piece.  This is intended for general educational and informational purposes only and 
should not be viewed as investment advice or recommendation for a security, investment product or personal investment advice. 
 
Your investments in securities, annuities and insurance are not insured by the FDIC or any other federal government agency and may lose value.  
They are not a deposit or other obligation of, or guaranteed by any bank or bank affiliate and are subject to investment risks, including possible loss 
of the principal amount invested. Past performance does not guarantee future results. 
 
First Citizens Wealth Management is a registered trademark of First Citizens BancShares, Inc.  First Citizens Wealth Management products and 
services are offered by First-Citizens Bank & Trust Company, Member FDIC; First Citizens Investor Services, Inc., Member FINRA/SIPC, an SEC-
registered broker-dealer and investment advisor; and First Citizens Asset Management, Inc., an SEC-registered investment advisor. 
 
Brokerage and investment advisory services are offered through First Citizens Investor Services, Inc., Member FINRA/SIPC. First Citizens Asset 
Management, Inc. provides investment advisory services.  
 
Bank deposit products are offered by First Citizens Bank, Member FDIC. 

 

https://brokercheck.finra.org/
http://www.sipc.org/
https://brokercheck.finra.org/
http://www.sipc.org/

