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The Great Coronavirus Crisis (GCC)
• The Coronavirus Bear

• This bear market, too, should ultimately find its end, just as other bear 
markets have in the past

• The Coronavirus Halt
• The severity of the economic headwind will depend on the length of 

the halt in each affected region

• The Coronavirus Response
• Governments are finally stepping in to provide material fiscal and 

monetary support during this crisis
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The Coronavirus Bear

• Financial Markets Enter Bear Territory. Markets closed off yet another tumultuous
week on Friday, with the S&P 500 closing 19.9% below its all-time high. Last week, the
S&P 500 experienced the largest daily decline since ‘87’s Black Monday crash. The
risk-off environment continued to be driven by the growing fear and uncertainty
around the coronavirus as workers in the U.S. and abroad were instructed to stay
home and practice social distancing, as well as fresh volatility arising from tensions
between OPEC+*.

• Investor Time Horizon Informs Investment Playbook. With valuations appearing more
attractive following the market downturn, many investors are asking themselves
whether now is a good entry point to buy risk-assets like stocks. The answer to that
question is largely informed by an investor’s time horizon. For long-term investors, this
may be an opportunity to buy-in at attractive levels, given they can weather the
short-term swings in volatility. Historically, after crossing the bear market threshold,
the S&P 500 has gone on to post positive returns in the 5-year period thereafter 100%
of the time, to the tune of a cumulative 71.1% return.

• Not All Bear Markets Are Equal. Bear markets come in different shapes and sizes, The
most severe are often accompanied by a deeper and longer recession, while those
that are short-lived are often tied to brief or, in some cases, non-existent
contractions. As such, the length and severity of this bear market is likely tied to the
length and severity of the COVID-19 outbreak as well as its economic impact.

This bear market, too, should ultimately find its end, just as 
other bear markets have in the past

*OPEC+ refers to the Organization of the Petroleum Exporting Countries, with the “+” referring to Russia, which often coordinates with the group
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The Coronavirus Halt

• Base Case – Material Impact on World GDP. The total global impact of current
events is difficult to pinpoint due to the unpredictable pace of the virus’s spread
and the uncertainty of its containment. If the economic impact is contained
primarily to countries currently most affected (e.g., China, S. Korea, Italy, Germany,
France, Spain, Iran, Japan, and the U.S.), total global growth should face a notable
but manageable 0.9% headwind.

• Coronavirus Pressure on Corporations. The well-established 2020 earnings rebound
theme has been replaced with what is likely to turn out to be another soft year for
earnings growth. At the end of last year, consensus estimates for earnings-per-share
growth for the S&P 500 in 2020 stood at 9.1%. Now investors have begun to price in
pandemic-related disruptions driving the figure to 5.8%.

• Risk of A Unique Recession. However, if all countries must confront outbreaks with
similar shut-down measures seen, the headwind to global growth could be around
3.0% and leading to a technical global recession. This technical recession would be
unusual in that it would not be driven by either a retrenchment from excessive debt
or investment – such retrenchments must work off the existing excess and reset and
establish a new lower base for economic growth. Instead, it would mostly reflect the
halt in economic activity as workers and consumers stopped their regular activities
to wait out the coronavirus storm, waiting to resume and fulfill pent-up demand
upon its passing.

The Coronavirus Response

• Federal Reserve Deploys More Easing. In a statement released yesterday, the FOMC
announced yet another surprise cut of the federal funds rate to the lower bound of
0-0.25% as well as a new round of quantitative easing (QE) with purchases of $500
billion of Treasuries and $200 billion of mortgage-backed securities. This action
follows last week’s $1 trillion liquidity injection.

• U.S. Emergency Spending. President Trump declared a national emergency, giving
the government access to another $40 billion in federal spending on top of the
previously announced $8.5 billion to aid with the containment and impact of the
spreading coronavirus. Additionally, the legislation was also being shepherded
through Congress through this weekend and is supposedly pending paperwork and
approval.

• Synchronized Government Response. This trend of increased monetary and fiscal
easing is not unique to the U.S. as multiple governments and central banks have
been increasingly more accommodative in response to the uncertainty surrounding
the pandemic. An estimated 0.8% of global GDP in fiscal stimulus (and counting) will
be put into place this year by federal governments. The Bank of England (BoE)
announced an emergency rate cut of 50ps to 0.25%. The European Central Bank
(ECB) announced a package of policy measures that includes adding liquidity to
provide support to the financial system.

The severity of the economic headwind will depend on the 
length of the halt in each affected region

Governments are finally stepping in to provide material fiscal 
and monetary support during this crisis
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