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Pandemic & Primaries Fill the Risk Void
• Pandemic Fears Continue as Coronavirus Spreads

• Pandemic-related fear can drive short-term volatility, but such events’ 
effects on markets often prove transitory

• ‘Tis the Primary Season
• Political shifts could lead to policy shifts impacting corporations and 

investors, though it’s still too early to tell

• Earnings Season & the Record-Long Expansion
• Despite a gloomy Q4 earnings season, expectations for 2020 are 

positive as the economic expansion continues
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China’s SARS Epidemic Provides a Roadmap

Pandemic Fears Continue as Coronavirus Spreads

• Pandemic Worries Spook Markets. After beginning the year by posting all-time highs
roughly every other day, the S&P 500 turned lower over the last two weeks, bringing
the cumulative decline to 3.1% from the peak reached just days ago. This volatility
has been largely attributed to the spread of the Wuhan coronavirus, which now has
affected over 17,000 persons worldwide, resulting in over 360 deaths.

• China’s SARS Epidemic Provides a Roadmap. SARS began to infect thousands in
2003, but the S&P 500 ended the year up 26%. The fears around the outbreak were
real and markets reflected those fears, but the outbreak and its impact were
eventually contained, leading to a market recovery. Investors need to be careful
and resist their natural reactionary response to these types of fears. It can be very
difficult to predict the near-term spread of the virus and impact of government
response efforts.

• A Near-Term Market Correction Is Both Possible and Normal. Equity market
corrections of 5%-to-10% are actually quite common, occurring on average about
once per year. History has shown the market is capable of making it through such
corrections and going on to positive returns for full-year periods, particularly in cases
of ongoing expansions. However, the S&P 500’s recent ~3% drawdown from all-time
highs is not significant in comparison to prior events. Investors should continue to
follow longer-term financial and investing plans, rebalancing on volatility, which
may provide significant opportunities as such events often prove transitory.

Pandemic-related fear can drive short-term volatility, but 
such events’ effects on markets often prove transitory
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Despite a gloomy Q4 earnings season, expectations for 
2020 are positive as the economic expansion continues

Investment Strategy Insights
‘Tis the Primary Season

• Expect Voters to Start Paying Attention. The 2020 presidential primary season is now
officially underway, with the Iowa Caucuses scheduled for later today. There is
considerable evidence via Google search activity that suggest voters only begin to
pay attention in earnest to the presidential elections in the weeks leading up to and
surrounding the Iowa Caucuses. The race will be important to watch, as no
candidate, in either party, has won two of the first three states (i.e. Iowa, New
Hampshire, Nevada) and gone on to lose their party’s nomination.

• Economically Relevant Policies Matter for Markets. Some of the candidates running
for President have different ideas in mind for the private sector. President Trump has
touted a mostly favorable corporate agenda, from tax reform to deregulation
efforts. However, some of the more progressive Democratic candidates have
different ideas, including stepping up regulations for banks/tech firms and a ban on
fracking activity. Should some of those candidates perceived as “less corporate-
friendly” begin to pick up momentum, the market may begin to discount the
possibility of a change in economic policy.

• What Are Betting Markets Saying? Currently, PredictIt* is estimating a 43% chance
that Trump gets re-elected. On the opposing side, it places a 25% likelihood that
Bernie Sanders wins the general election, with Joe Biden and Michael Bloomberg
next in line at 14% and 9%, respectively. Sanders is now pacing the Democratic field
in the national betting odds for the first time since Biden entered the race last April.

Earnings Season & the Record-Long Expansion

• Q4 Earnings Growth Improving, Still Negative. With approximately 46% of companies
in the S&P 500 reporting so far, the blended year-over-year earnings growth rate,
which is a combination of actual results and analysts’ expectations for companies
that are yet to report, stands at -0.36%, a significant improvement from the -1.9% a
week prior. The weakness appears to be particularly concentrated in the
automobiles and oil gas & consumable fuels subindustries.

• 2020 Earnings Look Promising. Even though the S&P 500 is on track for its fourth
straight quarter of year-over-year earnings declines, there is a silver lining moving
forward into the new year. Earnings prospects appear much more optimistic for this
year, with consensus estimates standing at a 9.4% earnings growth. Improving U.S.-
China trade relations, among other macroeconomic developments, can be
attributed to this positive outlook.

• U.S. Economy Beats Q4 Expectations. The Bureau of Economic Analysis (BEA)
reported that U.S. economic activity grew at a 2.1% rate in Q4, ahead of consensus
estimates at 1.8%. Although personal consumption expenditures slowed for the
quarter, the consumer (alongside accelerating government spending) continued to
account of the lion’s share of economic growth for the quarter. Considering
headlines as late as last fall were raising recession alarms, the U.S. economy appears
to have weathered the manufacturing slowdown reasonably well.

Political shifts could lead to policy shifts impacting 
corporations and investors, though it’s still too early to tell

*PredictIt purports to be an experimental research and educational facility of Victoria University of Wellington, New Zealand, and not an investment market or gambling facility. Its website supports the operation of a 
"predictions market," a facility for buying and trading futures contracts linked to political or financial events or circumstances.
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