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January 2020 Market Commentary: The U.S. Market Enjoys Living on an Island of Its 
Own While the Rest of the World Deals with the Fallout over Coronavirus. 

 

 
Data Source: Bloomberg 

January 2020 Highlights: 

 Global stocks posted negative returns (MSCI All-Country World Index or ACWI down 1.1%), with 
the U.S. ending nearly flat (S&P 500 0.0%), outperforming the other major regions (MSCI Japan, 
Europe, and Emerging Markets down 1.4%, 2.5%, and 4.7%, respectively), which felt the negative 
impact from the coronavirus scare more than the U.S.  

 Earlier in the month, U.S. stocks continued their strong rally from the fourth quarter over prospects 
of a negotiated Phase 1 U.S. / China trade deal, signs of renewed strength in China’s economy 
seen at the end of the prior year, and optimism over a post-Brexit trade arrangement between the 
U.K. and China. 



 

 
© Copyright 2019 3D ASSET MANAGEMENT. All Rights Reserved Page  2 

 The coronavirus outbreak in the Hubei province of China led to a massive sell-off in global risk-
based assets such as cyclical equities and commodities while contributing to a major rally in safe 
haven assets such as U.S. Treasuries, gold, and interest-rate sensitive equities. 

 The near-term impact from coronavirus will certainly be negative, but eventually investors will seek 
to discount the longer-term impact.  Will the Chinese economy benefit from the lagged effects of 
2019 government and monetary stimulus?   

 Within the U.S. markets, U.S. small caps underperformed large caps and value underperformed 
growth by a sizeable margin as investor appetite for high growth remains unabated.  S&P Small 
Cap returned -4.0% vs. 0.0% for the S&P 500 while S&P Pure Value returned -6.1% vs. 0.8% for 
Pure Growth.   

 Safe haven sectors such as utilities and real estate benefited from the late month volatility while 
growth sectors such as technology and communications dominated traditional cyclicals and 
financials. 

 Among factors, Momentum and Minimum Volatility outperformed High Quality, Value and High 
Dividend.  Momentum is capturing the high growth and minimum volatility segments of the market 
both of which have outperformed over the past year. 

 Fixed income posted a solid month as the 10-Year Treasury Yield settled at 1.51% (down from 
1.91% at the beginning of January).  The U.S. Bloomberg/Barclays Aggregate Index returned 1.9% 
for the month. High yield gave back its intramonth gains as the coronavirus impacted the credit 
markets (mostly energy-issued debt due to the sell-off in commodities).  Emerging market debt 
underperformed alongside equities.   

 Commodities were hit the hardest from the coronavirus scare returning -10.8% for the month.  Real 
estate and Precious Metals posted positive returns as both benefited from the risk-off sentiment 
and lower yields.   

 With respect to commonly referenced fixed income signals on U.S. economic growth prospects, 
the risk-off response is consistent with a negative growth impact, but not nearly as dire as what 
was priced in over 2019’s fears of a trade war escalation. 
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The U.S. Market Enjoys Living on an Island of Its Own While the Rest of the World 
Deals with the Fallout over Coronavirus. 

 
Source: istockphoto.com 

Among the commentaries we’ve published over the last several years, this one will least likely age 
well (alongside our commentaries following the Brexit vote in June 2016).  What follows is a summary 
of the events that drove market performance in January as well as the latest on the coronavirus 
outbreak in China that led risk assets to sell-off in the latter half of the month.   

U.S. Growth Stock Rally Followed by Coronavirus Outbreak Scare 
Earlier in the month, U.S. stocks continued their strong rally from the fourth quarter over prospects of 
a negotiated Phase 1 U.S. / China trade deal, signs of renewed strength in China’s economy towards 
the end of last year, and optimism over a post-Brexit trade arrangement between the U.K. and China.  
The U.S. economy and domestic corporate profitability continue to enjoy living on an island of their 
own while the rest of the world continues to feel the fallout from China’s economic slowdown.   

Sell-side analysts continue to project strong earnings growth for S&P 500 companies as many of the 
large cap technology and communication companies have contributed to the narrow upsurge in U.S. 
growth stocks.  Many companies in these growth sectors have not disappointed with their fourth 
quarter releases indicating strong demand for consumer and industrial tech products/services.  On the 
opposite side, late cyclical sectors such as materials (chemicals) and energy are reporting negative 
earnings surprises as well as many financials with their 4Q releases.   

Sell-side analysts expect 9.5% earnings growth in CY2020 for S&P 500 companies on top of 5.2% 
revenue growth, much of this growth to occur in the back half of the year (Factset Earnings Insight 
1/24/2020).  With 4Q releases announced so far, CY2019 earnings growth looks to be flat (0.2% 
growth) on top of 4.1% revenue growth.   

https://www.factset.com/hubfs/Resources%20Section/Research%20Desk/Earnings%20Insight/EarningsInsight_012420A.pdf
https://www.factset.com/hubfs/Resources%20Section/Research%20Desk/Earnings%20Insight/EarningsInsight_012420A.pdf
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Investors are also debating over whether the upsurge in U.S. stocks (especially expensive growth 
stocks) is tied to the Fed’s decision to intervene in the collateralized repurchase agreement financing 
market (a.k.a. repo) as the Fed’s balance sheet has increased by $300 million from last September.  
The U.S. stock market rally actually buckled right around the period in mid-January when the Fed 
stopped expanding its balance sheet as it began the process of winding down its repo operations and 
letting some of its holdings mature, such as mortgage-backed securities.  Correlation does not equate 
to causation, but it’s challenging to see how the Fed’s monetary operations, particularly ones that 
inject significant liquidity and reserves, do not significantly affect the pricing of risky assets.   

The coronavirus outbreak in the Hubei province of China, that began around December but was not 
reported by local Chinese officials in a timely manner, led to a massive sell-off in global risk-based 
assets such as cyclical equities and commodities while contributing to a major rally in safe haven 
assets such as U.S. Treasuries, gold, and interest-rate sensitive equities (utilities, REITs).  More on 
that below, but the risk-off tone adopted by investors have led to Fed Funds futures pricing in two rate 
cuts in 2020 (up from one) with the first expected by June (Figure 1), the latest the Fed can 
reasonably act before the November 2020 election.   

Figure 1 – Fed Funds Futures Now Pricing in Two Cuts to the Fed Funds Rate 

 
Source: Bloomberg 

Coronavirus Update 

Global equities had been performing well up until the start of the Chinese Lunar New Year when the 
coronavirus outbreak accelerated, primarily in the Hubei province in mainland China, but with reported 
outbreaks across Asia and sporadically in Europe and the U.S. (primarily from air travelers arriving 
from China).  As of 2/3/2020, these are the major highlights: 

• 17,400 confirmed cases with 360 reported death toll (Bloomberg), mostly in China but with 
sporadic deaths reported across Asia and Europe/U.S.   

• Major ports of entry and checkpoints closed off with over 25,000 China flights cancelled 
(Bloomberg) 

https://www.barrons.com/articles/stocks-catch-a-cold-after-fed-stops-expanding-its-balance-sheet-51579916069?mod=past_editions
https://www.bloomberg.com/news/articles/2020-02-02/china-vows-to-support-market-u-s-limits-flights-virus-update
https://www.bloomberg.com/news/articles/2020-02-02/china-vows-to-support-market-u-s-limits-flights-virus-update
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• Bloomberg reporting proposed coronavirus cure developed by Gilead Drug to undergo human 
trials in China. 

• In response to the delayed market sell-off due to the weeklong Lunar New Year closure, 
China’s central bank (PBoC) has injected significant amounts of liquidity into the financial 
system (7-day and 14-day reverse repo transactions) (WSJ Daily Shot 2/3/2020).   

• Oxford Economics estimates a 0.6% negative impact to 2020 GDP growth in China, 0.4% for 
the APAC region, and 0.25% for the global economy (WSJ Daily Shot 2/3/2020).   

• Comparisons to the SARS outbreak in 2003 seem problematic given that the coronavirus 
infection rate is much higher than that of SARS and that China’s current contribution to GDP 
growth stands at 20% versus 5% in 2003 (source: Bear Traps Report).  However, Chinese 
consumption will likely be as negatively impacted by coronavirus just as it was during the 2003 
SARS epidemic (source: MRB Partners 1/2020).  

Assuming that Chinese authorities will be able to contain coronavirus and that a cure is discovered 
and administered, there is a larger debate surrounding the longer-term impact from the virus.  There 
were signs that China’s economic activity had been accelerating towards year-end 2019 (Figure 2) 
resulting from government fiscal stimulus and optimism over the Phase 1 Trade agreement.  The 
near-term impact from coronavirus will certainly be negative, but eventually investors will seek to 
discount the longer-term impact.  Will the Chinese economy benefit from the lagged effects of 2019 
government and monetary stimulus?   

Figure 2 – China Credit Impulse and EM Economic Surprises Helped Fuel Year-End 
Market Optimism 

 

For further context, here is a comparison of coronavirus versus recent epidemics and the growth 
impact (credit Larry McDonald/Bear Traps Report and MRB).  Given that China represents a large 
portion of today’s global economy, the coronavirus has much more significant implications for global 
consumption and trade activity versus prior epidemics.   

https://www.bloomberg.com/news/articles/2020-02-03/gilead-drug-to-undergo-human-trials-in-china-to-cure-coronavirus
https://blogs.wsj.com/dailyshot/2020/02/03/the-daily-shot-chinas-central-bank-conducts-a-massive-liquidity-injection-to-cushion-the-coronavirus-impact/
https://blogs.wsj.com/dailyshot/2020/02/03/the-daily-shot-chinas-central-bank-conducts-a-massive-liquidity-injection-to-cushion-the-coronavirus-impact/
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Coronavirus Impact – Outside of Commodities, a Muted Response 

The coronavirus fallout and flight from ‘risk-on’ to ‘risk-off’ can be seen in the following charts. 

First, commodity markets took one of the bigger hits as investors first anticipated the likely negative 
impact to end-demand consumption (Figure 3).  Spot 1-month oil prices are in danger of breaking 
$50/barrel.  This sell-off is but another reminder of how much investor sentiment in commodities is tied 
to China’s economic fortunes.    

Figure 3 – Commodity Prices Take a Hit from Coronavirus Impact on End Demand 
Consumption 

 

Once again, the U.S. dollar benefited from the flight to safety as the Chinese yuan/dollar threatened to 
break through 7, sparking some concerns that the weaker yuan could disrupt the fragile trade status 
between the U.S. and China (Figure 4).  
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Figure 4 – U.S. Dollar Appreciates on Risk-Off Positioning as the Chinese Yuan/Dollar 
Threatening to Break 7. 

 

Major sovereign debt yields dipped as investors sought to safe haven of long duration government 
debt.  The U.S. 10-Year Treasury yield dipped close to its August 2019 lows when volatility spiked 
over fears of an escalation in the U.S./China trade conflict (Figure 5). 

Figure 5 – Major Global Sovereign Debt Yields Dropped as Investors Sought Safe 
Havens 

 
With respect to commonly referenced fixed income signals on U.S. economic growth prospects, the 
risk-off response is consistent with a negative growth impact, but not nearly as dire as what was 
priced in over 2019’s fears of a trade war escalation.  The 2-10 year term structure spread is still 
positive despite dipping from its month-to-date highs while inflation expectations implied by breakeven 
spreads between TIPs versus nominal Treasuries remain elevated (Figure 6).  This pricing is 
consistent with a near-term, but not long-lasting, negative impact to U.S. economic growth.   
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Figure 6 – The U.S. 2-10 Year Term Structure Flattened but Remains Positive While 
Inflation Expectations Embedded in TIPs versus Nominal Treasuries Remain Elevated 

 
U.S. investment grade and high yield credits spreads are also signaling a minimal impact to overall 
corporate health as credit spreads, outside of energy, have barely responded to last week’s volatility 
(Figure 7).   

Figure 7 – U.S. Corporate Credit Spreads Widened in January but Overall Response 
Has Been Muted So Far 
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S&P 500 

The U.S. continues to enjoy positive earnings trend versus other major regions (Figure 8).  The 
coronavirus has not significantly affected 2020 estimates so far.  Earnings estimates and the bond 
market are increasingly diverging on the expected negative growth impact from coronavirus.  

Figure 8 – Earnings Trends (Change from Prior Year Estimates) Are Still Positive for 
U.S. Stocks While Trending Negatively for Broader Asia and EM 

 
Source: Bloomberg 

Finally, equity valuations (based on forward 12-month earnings estimates) declined from euphoric 
peaks reached mid-month but remain elevated relative to the past 10 years (Figure 9).  Paradoxically, 
U.S. equity valuations could be pushed up higher as investors seek the safe haven of U.S. corporate 
profitability less susceptible to a Chinese economic slowdown.  That sentiment is somewhat reflected 
in U.S. dollar appreciation and decline in U.S. interest rates. 

Figure 9 – Earnings Trends (Change from Prior Year Estimates) Are Still Positive for 
U.S. Stocks (European Stocks to a Lesser Extent) While Trending Negatively 
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January 2020 Market Review 

Global stocks posted negative returns (MSCI All-Country World Index or ACWI down 1.1%), with the 
U.S. ending nearly flat (S&P 500 0.0%), outperforming the other major regions (MSCI Japan, Europe, 
and Emerging Markets down 1.4%, 2.5%, and 4.7%, respectively), which felt the negative impact from 
the coronavirus scare more than the U.S. (Figure 10). Emerging Markets and the broader Asian 
region took the brunt of the coronavirus scare despite China signing a Phase 1 trade agreement with 
the U.S. earlier in the month.   

Figure 10 – U.S. Led Major Market Regions While Emerging Markets Lagged 

 

Within the U.S. markets, U.S. small caps underperformed large caps and value underperformed 
growth by a sizeable margin as investor appetite for high growth remains unabated (Figure 11).  S&P 
Small Cap returned -4.0% vs. 0.0% for the S&P 500 while S&P Pure Value returned -6.1% vs. 0.8% 
for Pure Growth.   

Figure 11 – U.S. Small Cap and Value Significantly Underperform Large and Growth 
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Safe haven sectors such as utilities and real estate benefited from the late month volatility while 
growth sectors such as technology and communications dominated traditional cyclicals and financials 
(Figure 12). 

Figure 12 – Utilities, Technology, and Communication Services Led Major Sectors 

 

Among factors, Momentum and Minimum Volatility outperformed High Quality, Value and High 
Dividend (Figure 13).  Momentum is capturing the high growth and minimum volatility segments of the 
market both of which have outperformed over the past year.   

Figure 13 – Large Performance Spread Between Momentum/Minimum Volatility and 
High Dividend/Value 

 
Fixed income posted a solid month as the 10-Year Treasury Yield settled at 1.51% (down from 1.91% 
at the beginning of January).  The U.S. Bloomberg/Barclays Aggregate Index returned 1.9% for the 
month (Figure 15).  High yield gave back its intramonth gains as the coronavirus impacted the credit 
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markets (mostly energy-issued debt due to the sell-off in commodities).  Emerging market debt 
underperformed alongside equities. 

Figure 15 – Slightly Down Month for U.S. Investment Grade Fixed Income 

 

Commodities were hit the hardest from the coronavirus scare (Figure 16) returning -10.8% for the 
month.  Real estate and Precious Metals posted positive returns as both benefited from the risk-off 
sentiment and lower yields.   

Figure 16 – Commodities Gave Up Early Month Gains at the End of November 

 

Disclosure: 

The above is the opinion of the author and should not be relied upon as investment advice or a 
forecast of the future. It is not a recommendation, offer or solicitation to buy or sell any securities or 
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implement any investment strategy. It is for informational purposes only. The above statistics, data, 
anecdotes and opinions of others are assumed to be true and accurate however 3D Asset 
Management does not warrant the accuracy of any of these. There is also no assurance that any of 
the above are all inclusive or complete.   

3D does not approve or otherwise endorse the information contained in links to third-party sources. 3D 
is not affiliated with the providers of third-party information and is not responsible for the accuracy of 
the information contained therein. 

Past performance is no guarantee of future results. None of the services offered by 3D Asset 
Management are insured by the FDIC and the reader is reminded that all investments contain risk. 
The opinions offered above are as of February 3, 2020 and are subject to change as influencing 
factors change. 

More detail regarding 3D Asset Management, its products, services, personnel, fees and investment 
methodologies are available in the firm’s Form ADV Part 2 which is available upon request by calling 
(860) 291-1998, option 2 or emailing sales@3dadvisor.com or visiting 3D’s website at 
www.3dadvisor.com. 
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