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One common market axiom is that “the 
first cut is the deepest,” which implies 
that when concerning news first breaks, 
like the first reports of the spread of 
COVID-19 or a major drop of oil prices, 
markets immediately react intensively, 
but each additional piece of news be-
comes less impactful. In other words, the 
news doesn’t have to be good to lift 
stocks—it just has to be less bad. To ap-
ply this to what we are currently experi-
encing, historically in pandemics, stocks 
have usually begun to recover as the 
number of new diagnosed cases stabiliz-
es, not necessarily even declines.  
 
In times like these, our natural inclination 
can be to sell. We are wired to flee when 
facing tough times. But we know this 
difficult environment—while scary for 
all of us—is temporary. History has 
taught us that rampant volatility creates 
opportunities—we experienced this in 
2008, 2011, 2016, and most recently, in 
December 2018. These volatile times are 
when market prices disconnect from their 
underlying fundamentals. When this oc-
curs, invariably the best decision for long
-term investors has been to stay the 
course.  
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The tough times that global markets were 
experiencing due to the spread of COVID-19 
(coronavirus) worsened this past weekend as 
a price war between Saudi Arabia and Rus-
sia resulted in sharply declining oil prices. 
This combination of events is testing inves-
tors’ patience as we await a catalyst for a 
near-term recovery.  
 
We need to remember that it is fairly com-
mon for stocks to enter bear market territory, 
defined as a cumulative drop of 20% or 
more, without being in a recession. In fact, 
market drops are oftentimes more fueled by 
the fears of a recession, rather than a reces-
sion itself. While there are certainly con-
cerns that are eroding investor confidence, 
we should not lose sight of the elements that 
could serve as positive catalysts and counter-
vailing forces to an otherwise nervous mar-
ket. First and foremost, when stock prices 
fall significantly, markets are not only pric-
ing in bad news, but also providing an at-
tractive entry point for long-term investors. 
Second, markets have built in “shock ab-
sorbers,” since short-term negative news can 
actually lead to longer-term positive out-
comes. For example, a nervous market over 
declining oil prices will eventually result in 
lower gas costs and more money in the 
pockets of consumers.  

Corona Virus and Your Investments 

Though it can be difficult to focus on 
the long term at times like these, we 
believe this is one of those situations 
where eventually we will look back at 
it as a unique opportunity. Envisioning 
ourselves in that position in the future 
isn’t easy right now. It was hard to see 
green shoots in 2008, when few could 
envision the emergence of a positive 
market coming out of the financial 
crisis. Those who sell in a market 
storm rarely notice when the storm 
clouds begin to lift. And, as investors, 
missing those stock market rebounds is 
perhaps the biggest risk to achieving 
our long-term goals. We don’t know 
exactly when this market will find a 
bottom and reverse course. Markets are 
facing a crisis of confidence. But, our 
confidence in the long-term fundamen-
tals and prospects for the US economy 
and corporate America is unwavering. 
We will get through this. We believe 
patience will be rewarded.   
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No one knows with any real cer-
tainty how much, or for how long, 
the Coronavirus will impact the US 
economy.  What we do know is that 
it will have an impact.  And, after 
data releases of recent weeks, we 
also know that the US economy 
was in very good shape before it 
hit. 

Nonfarm payrolls grew by a very 
strong 273,000 in January and an-
other 273,000 in February.  The 
unemployment rate was 3.5% in 
February and initial claims for job-
less benefits were 216,000 in the 
last week of February.  Retail sales 
in January were up 4.4% versus a 
year ago.  In February, sales of cars 
and light trucks were up 1.9% from 
a year ago and were above the 
fourth-quarter average.  This sug-
gests that total retail sales for Feb-
ruary rose as well. 

Industrial production fell 0.3% in 
January, but likely rebounded 
sharply in February.  After all, 
hours worked in manufacturing du-
rable goods rose 0.9% in February 
and colder weather likely lifted util-
ity output. 

Housing starts have been particular-
ly strong lately, coming in at an 
average annual pace of 1.597 mil-
lion in December and January, the 
fastest pace for any two-month peri-
od since 2006.  Yes, part of the 
surge in home building was due to 
good weather, so February will 
likely fall off to around a 1.49 mil-
lion pace, which excluding Decem-
ber and January, would be the fast-
est pace of building for any month 
since 2007. 

The ISM Manufacturing index 
slipped to 50.1 in February from 
50.9 the month before, but a level 
above 50 still suggests growth in 

 factory activity nationwide.   The 
ISM Non-manufacturing index, 
which measures a much larger share 
of the economy, rose to 57.3 in Feb-
ruary, signaling strength. 
  
Putting all of this data into their 
model, the Atlanta Fed projects real 
GDP is growing at a 3.1% annual 
rate in the first quarter.  That's not a 
typo.  However, March data, which 
isn't available yet will likely bring 
this number down. 

The early economic headwinds 
from the Coronavirus are coming 
from slower production in China, 
which likely led to a big drop in 
inventories.  We expect this to pull 
first quarter real GDP down to a 
2.0% growth rate and we are now 
thinking growth will be zero in the 
second quarter.   After that, given 
previous episodes of rapidly spread-
ing viruses, inventory replenish-
ment should boost growth to the 3.5 
– 4.0% annual rate range in the sec-
ond half of the year. 

This may seem optimistic, but keep 
in mind what happened when the 
"Hong Kong flu" hit the US from 
September 1968 through March 
1969, killing around 34,000 people 
in the US according to the Centers 
for Disease Control.  During the last 
quarter of 1968 and first quarter of 
1969, real GDP grew at an average 
annual rate of 4.0%.  The "Swine 
Flu" in 2009 also did not lead to a 
recession. 

However, a much more negative 
story unfolded in late 1957 and ear-
ly 1958 when the US was hit by the 
"Asian flu," which killed almost 
70,000 in the US and didn't spare 
younger people as much as the 
Coronavirus.  Real GDP was grow-
ing around 3% annually in 1957, 
but as the flu started to peak in Q4, 
the economy shrank at a 4.1% an-
nual rate, followed by an annual-
ized 10.0% plunge in the first quar-
ter of 1958, the deepest drop for 
any quarter in the post-World War 
II era (from 1947 through 2019).  

But then, right after the plunge, the 
economy rebounded at a 7.8% an-
nual rate for the next five quar-
ters.    

Before the Coronavirus hit we 
thought the odds of a recession in 
the next twelve months were about 
10%.  Now we think they're around 
20%.  Higher, but not high.  There 
is no precedent for the first social 
media panic regarding the flu.  Ei-
ther way, here's a simple rule of 
thumb: if the unemployment rate 
goes up 0.4 percentage points or 
more compared to where it was 
three months prior then the US is 
probably in a recession, otherwise 
it's probably not.  The jobless rate 
was 3.5% in December, so unless it 
goes above 3.9% soon the economy 
is still growing. 

The bottom line is that we’ve had 
severe flus before without a reces-
sion and when we did have a down-
turn, the economy bounced back 
very quickly.  The stock market is 
pricing in a steep drop in profits, 
which is certainly possible.   A 
strong recovery, which we expect, 
will reverse this as it has in the past. 

*reprinted with permission from First Trust 
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