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February 2020 Market Commentary: COVID-19 (Coronavirus) and the Economic 
Quarantine 

 

 
Data Source: Bloomberg 

February 2020 Highlights: 

 Global stocks posted negative returns (MSCI All-Country World Index or ACWI down 8.1%), as 
developed markets bore the brunt of this month’s sell-off.  Asia-Pacific ex Japan and Emerging 
Markets (-4.2% and -5.3%, respectively) held up relative to the U.S., Europe, and Japan (down 
8.2%, 9.1%, and 9.3%, respectively), as developed markets played ‘catch-down’ to EM’s 
weakness in January.      

 Already weakened in January following initial concerns over the coronavirus outbreak, the sell-off 
spilled over into the U.S. and Europe following reports of a significant outbreak in northern Italy, a 
key industrial region for continental Europe. 
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 Within the U.S. markets, U.S. small caps underperformed large caps and value underperformed 
growth by a sizeable margin, increasing its year-to-date underperformance, as financials and 
cyclicals sold off over dropping interest rates and dissipating global demand.  S&P Small Cap 
returned -9.6% vs. -8.2% for the S&P 500 while S&P Pure Value returned -13.0% vs. -6.9% for 
Pure Growth?   

 Communication Services, Real Estate, and Healthcare led major sectors while Financials and 
Energy lagged due to the drop in interest rates and energy demand. Defensive sectors such as 
utilities did not benefit as much from the drop in interest rates. 

 Among factors, Momentum and High Quality outperformed Minimum Volatility, Value and High 
Dividend.  Momentum is capturing the high growth and quality segments of the market both of 
which have outperformed over the past year.  Surprising that minimum volatility did not perform as 
well versus the other factors, given the defensive nature of the factor.   

 Fixed income posted a solid month as the 10-Year Treasury Yield settled at 1.15% (down from 
1.91% at the beginning of January).  The U.S. Bloomberg/Barclays Aggregate Index returned 1.8% 
for the month, outperforming other major fixed income segments.  High yield and emerging market 
debt suffered with the sell-off in risk assets. 

 Commodities continued their sell-off from January returning -8.4% for the month as oil prices and 
industrial metals saw steep declines.  Real estate did not benefit as much from the drop in interest 
rates.  Precious Metals gave back its mid-month gains to end down 1.9% for the month, but the 
asset class continues to ‘shine’ as a safe haven.   

 February’s global market decline did take a bite out of forward valuations, especially the S&P 500 
which saw almost 2.5 points taken off the 12-month forward price/earnings multiple, which had 
peaked at 19x before dropping to 16.6x at month-end.  It’s challenging to see a scenario where 
S&P valuations approach 19x again unless a significant earnings recovery from the coronavirus 
materializes in the near future.  
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COVID-19 (Coronavirus) and the Economic Quarantine. 

 
Source: istockphoto.com 

As part of our ongoing commentary concerning the coronavirus global contagion and its impact on 
human and global markets, we remind readers that the situation remains fluid as evidenced by volatile 
market reactions to every new development.  With that caveat in mind, readers can reference our 
three prior published articles (here, here, and here) that provide 3D’s perspective as the coronavirus 
story has unfolded.   

Global Equities Sell-Off and Investors Rush into Safe-Haven Assets as Coronavirus 
Outbreak Spreads Globally 
As of the time of this writing, the number of confirmed global cases is close to reaching 90,000 with 
over 3,000 confirmed deaths (Figures 1 and 2).  As can be seen with Figure 2, South Korea, Japan, 
Iran, and Italy have experienced an acceleration of cases, and the number of cases is starting to pick 
up across Europe and the United States.  With respect to the U.S., health officials estimate that the 
virus first “touched ground” in the U.S. around mid-January from a traveler returning from the Wuhan 
province.  The U.S. healthcare system is now just beginning to test for the virus, which could lead to 
an uptick in cases over the coming weeks as the virus has been spreading undetected (a.k.a. viral 
leakage) for the past six weeks.   

Figure 1 – Coronavirus: Global Confirmed Cases and Deaths  

https://3dadvisor.com/wp-content/uploads/2020/02/Jan-2020-Market-Commentary.pdf
https://3dadvisor.com/2020-the-year-the-carry-trade-died/
https://3dadvisor.com/quick-update-on-market-volatility-stemming-from-the-coronavirus-outbreak/
https://www.infectioncontroltoday.com/hai-types/coronavirus-case-confirmed-washington-state?fbclid=IwAR044QmwR_o3ua2Wsm42lveTDio1z01wXrbeEbcLGwuUB34Qb7FNNXO7XgI
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Source: Bloomberg as of 3/2/2020 

Figure 2 – Coronavirus Outbreak Map 

 
Source: Bloomberg as of 3/2/2020 
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Progress on a vaccine and the scope of quarantine measures also remain fluid, as it is clear from 
China’s response that extreme countermeasures (i.e. quarantines of whole communities) can be 
effective in order to contain the virus (and whose benefits seem to be offset by economic and social 
costs resulting from a loss of freedom and mobility not to mention escalating healthcare costs).   

Consensus expectations seem to hold to a baseline scenario of near-term disruption to the global 
economy but not so much disruption to tip the world into recession.  In “Quick Update on Market 
Volatility Stemming from the Coronavirus Outbreak,” we wrote: 

“For now, Wall Street is treating the economic disruption as ‘temporary’ with expected earnings 
growth pushed out further into late 2020 and beyond assuming we eventually see a peak in the 
contagion (warmer weather should help).  The disruptions from the virus will likely be treated 
as ‘one-time’ hits to earnings, sort of like how companies occasionally blame adverse weather 
conditions as impacting winter earnings releases.  Expect to hear comments that the near-term 
corporate outlook is ‘opaque’ until companies start communicating the known and expected 
disruptions to their operations and end-client demand. 

The virus is also testing the resiliency of supply chain management and whether companies 
were able to establish appropriate contingencies as well as having diversified enough of their 
supply chain outside of concentrated regions, like China.” 

Not intending to minimize the tragedy for those affected by the virus, the global market sell-off that 
finally caught up to the U.S. in mid-February (following the outbreak in Northern Italy) is largely in 
reaction to perceived disruptions to the global supply chain given the origin of the virus in the industrial 
heartland of China.  How global manufacturing responds to and recovers from the supply chain 
disruption should help determine how the next phase of the economic cycle plays out.  

For an additional perspective on supply chain disruptions, we reference Northern Trust’s (“NT”) 
Weekly Economic Commentary (2/28/2020) which cautions against any outsized optimism over a 
recovery once the virus contagion passes (the so-called V-shaped recovery scenario).  In particular, 
the coronavirus has exposed how much of the world is dependent on China for supply chain 
management.  According to Northern Trust, Chinese merchandise exports have risen to $2.5 trillion 
from $200-300 billion in the early 2000s – the SARS epidemic in 2003 occurred when China’s exports 
were 1/10 of what they are today.  In addition, China holds over 30% market share across key 
industrial and consumer segments (telecommunications, office and data processing equipment, 
furniture, and clothing/accessories) based on data through 2018.   

Anecdotally, NT is reporting of potential outages in final production as finely tuned processes built 
around just-in-time inventory optimization (and increasingly around Chinese suppliers and production), 
are now proving to be highly susceptible to localized shocks.  In other words, a global supply chain 
with interlocking dependencies (like the ones described by Richard Bookstaber in “Demon of Our Own 
Design”) that has been so finely tuned to minimize working capital costs is unable to withstand 
sustained disruptions to any of its links.  As NT puts it: 

“Modern manufacturers share a weakness: If a production line stops, carefully choreographed 
supply chains will choke…Producers who depend on goods from China are already feeling the 
pinch.  A zealous pursuit of lower inventories has been rewarded by shareholders, but smaller 
inventories will be depleted faster.” 

https://3dadvisor.com/quick-update-on-market-volatility-stemming-from-the-coronavirus-outbreak/
https://3dadvisor.com/quick-update-on-market-volatility-stemming-from-the-coronavirus-outbreak/
https://www.amazon.com/gp/product/B008L0412O?keywords=a%20demon%20of%20our%20own%20design&qid=1456154352&ref_=sr_1_1&s=books&sr=1-1
https://www.amazon.com/gp/product/B008L0412O?keywords=a%20demon%20of%20our%20own%20design&qid=1456154352&ref_=sr_1_1&s=books&sr=1-1
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A picture of these disruptions is slowly emerging as manufacturing surveys are reporting increases in 
supplier delivery times – usually a pro-cyclical indicator as increased delivery times indicate tightness 
due to robust economic demand but not in the context of the coronavirus outbreak.  NT is also 
reporting that quarantines and travel restrictions have slowed Chinese factory activity, unable to 
access the necessary worker flow and materials, and that it will take months to fully recover.  

In addition, NT advises that investors pay attention to the weaker links within the global economy and 
whether Chinese small businesses are unable to raise financing or BBB-rated companies whose 
higher leverage may not afford them to ride out a sharp downturn, even if temporary.  Corporate credit 
spreads widened in February (Figure 3) as financial conditions tightened (Figure 4); corporate debt 
could not keep up with the rally in U.S. Treasuries that saw the 10-Year Yield drop to 1.15%, a new 
post-2008 Financial Crisis low.   

Figure 3 – Corporate Credit Sells Off with Equities as Credit Spreads Widen 

 

Figure 4 – U.S. Financial Conditions Tighten 

 
With respect to the hit to Japan’s and South Korea’s economy, prior disruptions, such as the 2011 
Tohoku earthquake, point towards an L-shaped recovery, rather than V-shaped.  Both countries have 
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become highly dependent on China and are facing increased prospects of recession.  South Korea’s 
consumption will likely take a hit as well given the extreme quarantine measures that will need to be 
implemented to contain the virus.  The future of the 2020 Tokyo Olympics looks increasingly in doubt.   

Markets will likely turn their attention to fiscal and monetary responses, such as deferment of small 
business loan payments in China through June 30.  China’s central bank has already increased 
liquidity by making $51.5 billion of additional funds available for commercial lending.  Fed Funds 
futures have priced in two rate cuts around the Fed’s upcoming March meeting, and there is talk of a 
coordinated global central bank response.  China is also weighing another massive stimulus that could 
exceed the $574 billion stimulus plan announced in 2008.   

One longer-term implication from the coronavirus outbreak: global companies will likely swing the 
inventory management pendulum from one built to deliver maximum efficiency to one built on 
diversification and with redundancies, even if the latter comes with higher costs.  If corporate 
management teams weren’t thinking about this shift during the 2018-2019 U.S. / China trade conflict, 
they are most definitely considering it now as part of a renewed focus on business continuity, lest they 
face some uncomfortable interactions with their boards.   

There are also less tangible implications around coronavirus, largely psychological ones that could 
impact corporate, consumer, and investment behavior.  One should not discount how this virus will 
structurally change such behavior for the years to come.  The fallout of this virus may also exasperate 
populist movements clamoring for tighter border controls and further swinging the pendulum away 
from globalization in favor of nationalization.  The health quarantines may be costly and disruptive but 
will pale in comparison to the costs of economic quarantines.  Let’s hope that we see further declines 
in active cases soon.    

Trying to Look Past the Coronavirus – A Historical Retrospective of Prior Epidemics 
Putting aside the negative tone for the moment, it’s helpful to see how markets have historically 
performed following the outbreak of prior epidemics although historical analogs need to be tempered 
as the coronavirus needs to be analyzed in its proper context. Inspired by a research piece published 
by First Trust (“Epidemics and Stock Market Performance Since 1980”), 3D calculated the subsequent 
performance of global equities, U.S. fixed income, and risk-based blends between the two (i.e. 60/40) 
following the outbreak of prior epidemics going back to the early 1980s.  Figure 5 displays the 
cumulative performance over the long run with the epidemics annotated in the chart.  Figure 6 
displays the average subsequent period returns following the mentioned epidemics.   

  

https://www.scmp.com/economy/china-economy/article/3064584/coronavirus-china-offers-under-pressure-small-medium-sized
https://www.scmp.com/economy/china-economy/article/3064584/coronavirus-china-offers-under-pressure-small-medium-sized
https://www.cnbc.com/2020/03/02/ecb-says-it-stands-ready-to-act-amid-coronavirus-uncertainty.html
https://www.globaltimes.cn/content/1181367.shtml
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Figure 5 – Cumulative Market Performance with Prior Epidemics Annotated 

 
Data Source: Dimensional WebReturns. See performance disclosures for underlying index constructions and performance measurement.  

Figure 6 – Average Period Returns Subsequent to Prior Epidemic Outbreaks 

 
Data Source: Dimensional WebReturns. See performance disclosures for underlying index constructions and performance measurement as 
well as subsequent market performance for each of the epidemics referenced.  

Earnings progress (or lack thereof) should anchor market advances/declines once investors and 
corporations get a better handle on the near-term fallout from the coronavirus.  Expected 12-months 
earnings (Bloomberg estimates or BEST) remain positive for U.S. large and small caps but continue to 
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be negative outside the U.S. (Figure 7).  In a desert thirsting for economic growth, the U.S. remains 
an oasis.   

Figure 7 – U.S. Maintains Positive Expected Earnings-Per-Share (EPS) Trends While 
the Rest of the World Sees Declines 

 
According to the 2/28/2020 Factset Earnings Insight, Wall Street analysts may be waiting to receive 
guidance from company management on 1Q2020 earnings, specifically the expected impact from the 
coronavirus.  Factset expects an increase in the negative guidance as companies become better able 
to quantify the coronavirus impact.  Meanwhile, S&P 500 earnings-per-share (EPS) growth for 
CY2020 continues to track down, now at 7.4% growth (versus 9.5% growth expected in early January) 
on top of 5.0% revenue growth. 

February’s global market decline did take a bite out of forward valuations (Figure 8), especially the 
S&P 500 which saw almost 2.5 points taken off the 12-month forward price/earnings multiple, which 
had peaked at 19x before dropping to 16.6x at month-end.  It’s challenging to see a scenario where 
S&P valuations approach 19x again unless a significant earnings recovery from the coronavirus 
materializes in the near future.  

Figure 8 – Global Market Valuations Drop from Peak Levels 

https://www.factset.com/hubfs/Resources%20Section/Research%20Desk/Earnings%20Insight/EarningsInsight_022820.pdf
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Other Macro Headwinds 
Finally, other macro headwinds are forming that have are being drowned out by the coronavirus.  
Trade discussions between the United Kingdom (UK) and the European Union (EU) are breaking 
down as Boris Johnson is threatening a no-deal given the EU’s demands for regulatory alignment.  As 
Eurointelligence succinctly put it, “The issue is not even whether the two sides actually want a deal. 
They both do. But neither side wants it badly. Both place a higher value on other things than on the 
deal itself.”   

The main issue is that both sides are framing a post-Brexit trade agreement as a “zero-sum game,” 
due to the issue of regulatory alignment (The Johnson government wants to extricate itself from EU 
regulations while still maintaining open access to EU markets).  Johnson now seems to be angling for 
a World Trade Organization (WTO)-style future relationship.  In addition to regulatory alignment, the 
EU is also insisting on access to UK fishing waters, which will only increase the divide between both 
parties.   

And Europe looks like it will have to deal with another Syrian refugee crisis (the first one in 2015) as 
Turkey is “channeling Syrian refugees directly to Greece…”  The two countries to bear the brunt of the 
migrant influx, Italy and Greece, are the two European countries least able to bear the burdens as 
“both countries are economically weak” and “Italy is politically unstable.”  

So, as we wrote in the January 2020 Market Commentary, the U.S. remains an island in a sea of 
economic slowdowns and macroeconomic headwinds.  Whether the U.S. can maintain its island 
status and enjoy capital flight from overseas, buttressing stocks, bonds, and the U.S. dollar, remains 
to be seen.   

http://www.eurointelligence.com/public/briefings/2020-03-02.html
http://www.eurointelligence.com/public/briefings/2020-03-02.html
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February 2020 Market Review 

Global stocks posted negative returns (MSCI All-Country World Index or ACWI down 8.1%), as 
developed markets bore the brunt of this month’s sell-off.  Asia-Pacific ex Japan and Emerging 
Markets (-4.2% and -5.3%, respectively) held up relative to the U.S., Europe, and Japan (down 8.2%, 
9.1%, and 9.3%, respectively) (Figure 9), as developed markets played ‘catch-down’ to EM’s 
weakness in January.     

Figure 9 – Developed Markets ‘Catch Down’ to Emerging Markets 

 

Within the U.S. markets, U.S. small caps underperformed large caps and value underperformed 
growth by a sizeable margin (Figure 10), increasing its year-to-date underperformance, as financials 
and cyclicals sold off over dropping interest rates and dissipating global demand.  S&P Small Cap 
returned -9.6% vs. -8.2% for the S&P 500 while S&P Pure Value returned -13.0% vs. -6.9% for Pure 
Growth.   

Figure 10 – U.S. Small Cap and Value Underperform Large and Growth 
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Among sectors, there were few safe havens, as defensive sectors such as utilities did not benefit as 
much from the drop in interest rates (Figure 11). Communication Services, Real Estate, and 
Healthcare led major sectors. As mentioned above, financials and energy were the worst performers 
due to the drop in interest rates and a cliff-drop in energy consumption due to the coronavirus.  

Figure 11 – Communication Services, Real Estate, and Healthcare Led Major Sectors 

 

Among factors, Momentum and High Quality outperformed Minimum Volatility, Value and High 
Dividend (Figure 12).  Momentum is capturing the high growth and quality segments of the market 
both of which have outperformed over the past year.  Surprising that minimum volatility did not 
perform as well versus the other factors, given the defensive nature of the factor.   

Figure 12 – Large Performance Spread Between Momentum/Minimum Volatility and 
High Dividend/Value 
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Fixed income posted a solid month as the 10-Year Treasury Yield settled at 1.15% (down from 1.91% 
at the beginning of January).  The U.S. Bloomberg/Barclays Aggregate Index returned 1.8% for the 
month (Figure 13), outperforming other major fixed income segments.  High yield and emerging 
market debt suffered with the sell-off in risk assets.  

Figure 13 – U.S. Investment Grade Fixed Income Shined as Investors Flocked to Safe 
Havens 

 

It should be noted that the 2-10 year term structure remains positive and actually steepened towards 
the end of the month (Figure 14), strongly suggesting that the bond market expects an aggressive 
Federal Reserve response to the coronavirus in the form of at least two rate cuts (and soon).   

Figure 14 – 2-10 Year U.S. Treasury Term Structure Steepened Towards Month-End – 
Expectations of Aggressive Fed Response to the Coronavirus 

 

Commodities continued their sell-off from January returning -8.4% for the month (Figure 16) as oil 
prices and industrial metals saw steep declines (Figure 17).  Real estate did not benefit as much from 
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the drop in interest rates.  Precious Metals gave back its mid-month gains to end down 1.9% for the 
month, but the asset class continues to ‘shine’ as a safe haven.   

Figure 16 – Commodity Sell-Off Continued in February as Precious Metals ‘Shined’ as 
Safe Haven Assets 

 

Figure 17 – Oil Prices and Industrial Metals Drop to Near-Term Lows 

 

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 
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.   
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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 March 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. 

  

http://www.3dadvisor.com/
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Appendix – Subsequent Performance of Global Equities, Fixed Income, and Risk-
Based Blends Following Major Epidemics (July 1981 – January 2020) 

 

 

 

Index Construction and Epidemic Identification/Time-Stamps Disclosures: 

Data source: Dimensional WebReturns unless stated otherwise.  All data as of 1/31/2020 unless 
specified otherwise. 

100% Global Equities: MSCI World Index from 6/30/1981 through 11/30/1999 and MSCI All-Country 
World Index thereafter through 1/31/2020. 
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100% Fixed Income: Bloomberg Barclays U.S. Government/Credit Index from 6/30/1981 through 
1/31/2020. 

Risk-Based Blends (80/20, 60/40, 40/60): risk-based blends of the referenced ratios between Global 
Equities and Fixed Income using the indices listed above.  Monthly rebalance of the percentage 
weights.  

Epidemic listings and date sources: First Trust, “Epidemics and Stock Market Performance Since 
1980.”   

Epidemics listed: HIV/AIDS (June 1981), Pneumonic Plague (Sept 1994), SARS (April 2003), Avian 
(Bird) Flu (June 2006), Dengue Fever (Sept 2006), H1N1 (Swine Flu) (April 2009), Cholera (Nov 
2010), MERS (May 2013), EBOLA (March 2014), Measles (Dec 2014), Zika (Jan 2016), Measles 
(June 2019). 
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