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Fear has been permeating capital markets worldwide as the impact of the
(COVID-19) coronavirus continues to evolve. Global economic forecasts have been
revised downward by the International Monetary Fund (IMF) and the World Bank as
factory closures, quarantines, and travel bans continue to hinder numerous
industries.

The Federal Reserve helped alleviate markets with a rate reduction announcement
as aresult of a rare emergency meeting. The rate cut was made in order to maintain
liquidity and structure in an already stressed environment caused by the virus
outbreak. Fed Chairman Jerome Powell said that “the fundamentals of the U.S.
economy remain strong,” yet the coronavirus may pose evolving risks for the
economy.

Transparency and liquidity are becoming critical as investors worldwide sought safe
haven instruments such as U.S. Treasury bonds. Yields on Treasuries fell to historical
lows as funds migrated from equities to bonds, driving bond prices up.

U.S. equities registered their largest weekly losses since 2008, with $3.6 trillion
worth of stock values erased within the last week of February. The rapid decline was
among the swiftest in market history, creating havoc in all sectors and industries.
Global equity markets also saw similar losses as large capitalized international
stocks and emerging market equities gave up gains. Global equity valuations
retreated due to uncertainty surrounding the extent of the outbreak and its effects
on the global economy. Analysts are closely following companies with supply chains
tied to China, which has become a widespread concern.

The virus outbreak has affected financial markets differently relative to other more
traditional disruptions. Supply chains tethered to China are creating a shortage of
supplies and products, while demand had not been an issue until the virus outbreak.
Should a vaccine emerge making the coronavirus outbreak a shorter term incident,
then pent up demand could propel economic activity higher.

Many analysts are expecting a gradual reduction in inventory levels affecting various
consumer products, including electronics and apparel, since both rely heavily on
supply chains and manufacturing sourced out of China.
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The National Center for Biotechnology Information reports that advancements in
medical technology over the years has allowed the development and creation of new
vaccines to combat viruses at a faster pace than decades ago.

The extent of the coronavirus can be put into perspective as related to influenza, also
known as the flu, which currently affects over 32 million Americans. Flu-related
deaths in the United States are estimated to reach between 18,000 and 46,000 this
flu season alone, as reported by the Centers for Disease Control. The center also
estimates that as many as 45 million Americans will suffer flu-related symptoms and
illnesses during this year’s season.

Sources: IMF, World Bank, Fed, U.S. Treasury, NCBI, CDC
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