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COVID-19: Navigating Market Volatility
• Coronavirus – Threat to Global Growth?

• The economic threat of the coronavirus largely depends on the scale of 
the pandemic’s proliferation

• Assessing Domestic Risks
• The U.S. economy appears relatively unaffected from coronavirus risks, 

though is worth ongoing monitoring

• Investment Implications Amid Heightened Volatility
• Investors should resist their natural reactionary responses and continue 

to follow their longer-term investment plans
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Potential Global Economic Growth Scenarios from COVID-19

Coronavirus – Threat to Global Growth?

• Markets Slide on Virus Fears. The S&P 500 closed off a whirlwind week down 11.5%
after Friday’s market close, the largest weekly decline since the Great Financial Crisis
of ’08/’09. The main driver was a spike in the number of COVID-19 cases outside of
mainland China – in particular, the number of reported infected in South Korea has
eclipsed 2,300 and Italian officials have reported 888 cases of their own, suggesting
the virus and its associated economic impacts are now spreading beyond China.

• Diagnosing Economic Impacts. The market is grappling with how to handicap the
economic effect of the virus. During its outbreak, China’s leaders extended the
Lunar New Year holiday, essentially shutting down the economy for a longer-than
normal period in hopes that they might slow the spread. Businesses are now coming
back online, but the shutdown is expected to reduce China’s GDP approximately
2.4% in ‘20. If one were to assume a similar impact in other regions currently affected
by the virus (S.Korea, Japan, Italy, Iran) as well as a smaller impact on the U.S., the
total impact would be around -0.8% to global GDP growth in ‘20.

• Upside and Downside. A discrete economic impact is particularly difficult to pin
down, due to the inherently unpredictable risk as to how fast the virus will spread
and what actions countries will take to contain it. An upside case would be to
assume that the economic impact is contained primarily to China’s temporary
economic shutdown, in which case global growth would face a more modest 0.4%
headwind. On the other hand, if every country were forced to confront outbreaks
with similar draconian shut-down measures, the headwind to global growth could
be at least -2.4%, falling short of a global recession.

The economic threat of the coronavirus largely depends on 
the scale of the pandemic’s proliferation
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Investors should resist their natural reactionary responses 
and continue to follow their longer-term investment plans

Investment Strategy Insights
Assessing Domestic Risks

• U.S. Economy on Solid Footing. Amid the market calamity of the spreading
coronavirus, the U.S. economy remains relatively resilient so far. Last Friday, the
University of Michigan’s Consumer Sentiment Index beat expectations (101.0 vs.
100.8 consensus). On the employment front, jobless claims as a percentage of the
labor force sits near record lows. The housing market has been robust as well, with
building permits and housing starts continuing their recent trend of strong gains.

• Taking Stock of Potential Disruptions. There are a number of avenues through which
the coronavirus could have an economic impact on the U.S. The first, and most
likely, is via supply disruptions for those companies reliant on Chinese imports.
Fortunately, it appears some companies had been building up inventories in
anticipation of the annual Lunar New Year holiday, but others may find themselves
waiting on Chinese production to ramp back up. The second, and likely larger, risk is
that a proliferation of the virus in the U.S. impacts domestic production as well.

• Coronavirus and Corporate America. Earnings estimate revisions provide some
insight into the type of impact investors are expecting for U.S. companies from the
coronavirus. Consensus estimates for per-share earnings growth for the S&P 500 in
2020 sat at 9.5% at the start of the year, but now that investors have begun to price
in pandemic-related disruptions, that number has fallen to 7.6%. A rebound in
earnings was a well-established theme for this year – the coronavirus appears to be
softening that expectation, though not entirely undermining it.

Investment Implications Amid Heightened Volatility

• Corrections Are Normal. Although the media hysteria around market downdrafts
can often be deafening, market corrections are actually relatively common during
an ongoing bull market. In fact, this represents the 18th correction of 5% or more
since the bottom of the Great Financial Crisis in 2009. On average, markets
experience corrections of 5% or more on average 1-2 times per annum and often
go on to post positive gains for the year after all is said and done.

• Sentiment Indicators Exhibit Fear. The VIX closed Friday’s session at 39.2, which is a
98th percentile reading relative to historical observations. In the past when the VIX
has sat at these levels or higher, the S&P 500 has posted positive returns in the
following 12 months 95% of the time, with the average total return at 30.4%. In
addition, the percentage of stocks in the Russell 3000 trading above their 200-day
moving average slipped to 26.1%. This is typically a bullish signal as well – at these
levels or worse, the S&P 500 has historically seen 19.0% gains over the next year.

• Long-Term Penalty for Being out the Market. Timing market moves is a notoriously
difficult exercise, and a few wrong moves could introduce significant downside.
Glenmede’s research has shown that over the past 35 years, if one missed the best
1-2 days of market performance per year, it would have resulted in worse total
returns than cash. Especially in a period of heightened volatility where markets are
more likely to sit near bottoms than all-time highs, the risk of missing out on some of
the best days of returns is particularly heightened at this point in time.

The U.S. economy appears relatively unaffected from 
coronavirus risks, though is worth ongoing monitoring
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