
Market Synopsis – February 2020 

In last month’s Market Synopsis, we concluded that: “One 

would not be shamed for being concerned about the 

impact that the coronavirus will have on the global 

economy and how this will impact global risk assets. With 

the tension between the US and Iran calming and 

provided the outbreak of the coronavirus is contained 

during the coming weeks, global equities should generate 

a positive return over the course of 2020. Especially, when 

one considers the recent improvement in manufacturing 

data of major global economies, the lagged effect of 

easing monetary policy, the avoidance of a hard Brexit 

and the diminished risk of trade war escalations. The 

continued fiscal stimulus out of China should also benefit 

global growth. We hence continue to maintain a positive 

outlook on equities over the medium to long-term due to 

our expectation that global growth will improve. Once 

above-mentioned concerns dissipate, we will deploy 

current dry powder in the form of excess cash holdings to 

increase exposure to global equities, specifically to those 

outside of the US.”  

 

Global markets swooned towards the end of the month 

with the MSCI All Country World Index down close to 12% 

from its peak on 20 February to the end of the month. 

Before this date and as daily new cases in China 

declined, markets continued their grind upward. Given 

that markets have known about the risks from the 

coronavirus for some time, why did it take so long for 

equities to buckle? Part of the answer lies with the sigh of 

relief investors breathed after the number of new COVID-

19 cases peaked in China – see Figure 1, top panel. As 

with the SARS episode, the peak in new cases marked a 

bottom in risk assets. Unfortunately, now that the number 

of cases has accelerated outside of China, this benign 

viewpoint has been dashed – see Figure 1, bottom panel. 

 

Once authorities become aware of a pending epidemic, 

the only two options available to manage the outbreak 

are to impose extreme quarantine measures or stand 

back and let the outbreak run its natural course. Not 

surprisingly, most governments have chosen the first 

approach in the hopes of limiting the outbreak to a few 

regional clusters. A vigilant approach also buys some time 

to develop a vaccine. Time will tell whether this strategy 

will succeed. On the positive side, the number of new 

infections in China continues to trend lower. This has 

allowed an increasing number of Chinese companies to 

resume operations. It is also encouraging that a few 

countries such as Japan, Singapore and Thailand, which 

at one point seemed on track to experience major 

epidemics, have gotten the problem under some degree 

of control. On the negative side, the number of cases in 

South Korea, Iran, and Italy has surged. South Korea’s 

population is less than 4% of China’s population. If the 

current trend continues, the infection rate in Korea could 

surpass that of China over the next two weeks. The 

situation in Iran appears to be out of control. Two people 

from Iran have already tested positive in Canada. Bahrain 

has recorded 33 cases linked to Iran. In perhaps one of 

the most ironic twists of the crisis, Iranian deputy health 

minister Iraj Harirchi, who had been charged with leading 

the nation’s efforts to stem the epidemic, was filmed 

wiping his brow one day before it was confirmed he had 

contracted the virus. 

Figure 1 – Daily new COVID-19 cases in China and abroad 



what the probability of a pandemic is, but it is clearly not 

zero. As workers return to their jobs in China, the outbreak 

may flare up again, leading to a new wave of business 

closures. Countries that do not have the will or the means 

to quarantine their citizens on a massive scale may find 

themselves unable to keep the virus at bay.  

 

Investors are finally waking up to this reality. Even in a best-

case scenario where the virus is successfully curtailed over 

the next month or so, sequential global economic growth 

will still fall to zero in the first quarter. If the outbreak is not 

contained and a fully-fledged pandemic ensues, the 

world is likely to experience a recession on the scale of 

the 2008/09 downturn. As severe as the impact of COVID-

19 might be in Q1, it should be fleeting: Epidemics and 

natural disasters may stop economic activity for a finite 

time, but they create pent-up demand that boosts 

economic growth in the following quarters. In the case of 

SARS, the lost output was recovered over the subsequent 

two quarters. 

Figure 2 – COVID-19 more akin to swine flu than to SARS 

Looking at the global data in aggregate, the number of 

confirmed cases is increasing in a manner more similar to 

the swine flu (H1N1) outbreak in 2009/10 than the SARS 

outbreak in 2003. The H1N1 virus ended up infecting 61 

million people in the US and between 700 million to 1.4 

billion globally. Unlike SARS, the COVID-19 virus appears to 

be extremely contagious and can probably be spread by 

people who show few or no symptoms. SARS was 

generally spread only by people who were already visibly 

ill. In terms of fatality rates, COVID-19 is not as lethal as 

SARS, but appears to be at least ten times as fatal as 

H1N1 – see Figure 2. 

 

At present, there are no effective vaccines for 

coronaviruses. While concerted efforts are underway to 

develop a vaccine for COVID-19, most medical 

professionals agree that it will take at least a year before 

one is widely available. Unfortunately, given the 

exponential dynamic of an outbreak, most of the people 

on the planet could be infected by then. No one knows 
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In addition, and as a cushion to the blow from COVID-19, 

excess money is expanding at a brisk pace, which 

confirms that both the quantity and price of global output 

can rebound quickly. The same is true of various liquidity 

measures, such as BCA Research’s US Financial Liquidity 

Index, which has an excellent record of forecasting the 

Global Leading Economic Indicator, the US ISM, and EM 

export prices – see Figure 3. The current health crisis is 

further unleashing a wave of global stimulus: EM central 

banks, particularly in the Philippines and Indonesia, are 

cutting rates, thanks to low global and domestic inflation. 

Fiscal stimulus is expanding. Singapore has announced 

an SGD 800 million package aimed at fighting the 

impact of COVID-19; South Korea, Malaysia and 

Indonesia are also boosting spending. Even Germany is 

considering fiscal stimulus to support its economy. In 

China, the PBoC has injected RMB 2.3 trillion so far this 

year and cut rates. 

 

The news is not all positive however, as the risk of a global 

pandemic remains elevated. There is no consensus in the 

medical community as to whether or not the pandemic is 

in remission. Chinese factories are re-opening and people 

are on the move, which is giving an opportunity for the 

virus to spread again. Worryingly and as mentioned 

above, new clusters of cases have popped up in South 

Korea, Iran, and Italy. In the US too, an individual, without 

any links to previously known cases, has fallen ill. These 

developments must be monitored closely. 

 

With all this in mind, we continue to maintain a neutral 

stance towards risk assets until the situation becomes 

clearer. For now, our central scenario remains that new 

Figure 3 – Ample liquidity to reinvigorate growth 

cases will soon peak and economic activity will recover. 

In this case, equities and bond yields now have limited 

further downside, and they will recover later this year. 

Equities will ultimately reach new highs. However, 

prudence forces us to protect client portfolios against 

what would be an extremely adverse outcome if  

COVID-19 were to spread much further. 

Indicator Spot MTD YTD Y-o-Y

Gold 1 585.69   -0.2% 4.1% 20.6%

Brent Crude 50.52        -13.1% -23.5% -23.5%

USDZAR 15.6609    4.2% 12.1% 11.3%

EURZAR 17.2730    3.7% 10.1% 7.9%

GBPZAR 20.0714    1.3% 8.3% 7.6%

JSE All Share TRI 7 748.70   -9.0% -10.5% -5.7%

JSE Resources TRI 2 876.77   -11.6% -14.7% -3.8%

JSE Industrials TRI 13 163.75 -6.5% -4.5% 0.9%

JSE Financials TRI 8 120.94   -8.2% -13.5% -16.6%

JSE Listed Property TRI 1 534.10   -15.7% -18.3% -19.1%

S&P 500 2 954.22   -8.4% -8.6% 6.1%

Euro STOXX 50 7 083.40   -8.5% -10.9% 3.7%

FTSE 100 6 140.13   -9.0% -12.0% -2.7%

Nikkei 225 34 304.41 -8.8% -10.6% 1.0%

Hang Seng 75 922.57 -0.4% -7.0% -5.4%

mailto:nic@integrityam.co.za
mailto:herman@integrityam.co.za
http://www.integrityam.co.za

