
 

 

Investment Update 
February 2020 – Recent Financial Markets Volatility 
 

The equity markets have been volatile recently, mainly due to concerns the coronavirus will continue to spread 

and adversely impact global economic growth. While we don’t have any strong view on the path of the virus, 

we are watching closely. Below are some perspectives that may help shed some light on the current situation.  

 

There have been confirmed cases of coronavirus in approximately 37 countries, and the market is beginning to 

expect the virus will spread to other countries.   In the U.S., there are more than 50 confirmed cases of the virus, 

a number likely to increase in the near-term. For perspective, it’s flu season in the U.S., with 280,000 hospitalizations 

and over 16,000 deaths attributed to the flu to date. 

 

From an economic perspective, the rising fear may cause people to curtail or cancel travel plans, impacting 

industries such as airlines, hotels, cruise lines, and theme parks as well as casino companies. The virus also may  

cause a retail slowdown as people temporarily may limit visiting public places such as shopping centers and 

malls. More broadly, supply chains of U.S. and multi-national businesses may be adversely affected as raw 

materials from China and other emerging markets countries are impacted.  

 

Given the contraction in China so far (both from a demand and supply perspective), the impact of the virus will 

likely lower global gross domestic product (GDP) for at least the first quarter. However, as spring weather arrives, 

the impact of the virus is expected to decline. While markets appear to be adjusting to anticipated lower global 

economic growth for 2020, the lasting impact on the global economy is, at this point, thought to be short term. 

The impact of the virus is not expected to cause a recession or bear market (a market that loses at least 20%) in 

the U.S.     

 

Further, the impact of the virus may be reduced due to advances in global communication, enabling 

government authorities around the world to react quickly (even when compared with SARS in 2003). 

Technological advances also may reduce the economic impact as more people are able to work remotely.  

Medical advances in molecular biology and biotechnology may lead to preventative measures being 

developed more quickly.    

 

From a financial market perspective, prior to the outbreak of the virus, the equity market in the U.S. had been 

generally positive for several months. The equity market (Standard &Poor’s 500) was down slightly in January, the 

first month in which the index was down since August 2019. 
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We have been expecting volatility to increase in the equity market this year, especially because it is a Presidential 

election year. Since 1928, the equity market has had a positive return for the calendar year with a presidential 

election with only four exceptions. While the financial markets may be adjusting to the possibility of lower global 

economic growth in the short term, they also are likely reacting to other uncertainties, such as the increasing 

possibility of Senator Bernie Sanders becoming the Democratic nominee. 

 

Sanders is a self-described democratic socialist and his proposals call for dramatic changes in healthcare and 

financial services as well as tax policy. The uncertainty associated with these proposals may be adding to the 

anxiety the markets are experiencing due to the uncertainty of the coronavirus. 

 

The drop of over 3% by the Standard & Poor’s (S&P) 500 on February 24-25 were the two largest one-day declines 

since 2018. While 3% declines are difficult to experience, they occur more frequently than one might expect. 

Over the past 20 years, the equity market has experienced a one-day decline of at least 3% 71 times. Over the 

past several months, the stock market has enjoyed strong returns. 2019 was the best year for the S&P 500 since 

2013.  It is worth remembering that the S&P 500 has averaged three 5% corrections and one 10% correction during 

the calendar year going back to 1928.  We have been advising clients that a correction was overdue and to 

expect increased volatility this year.   

 

Declines are expected and normal. Since 1980, the S&P 500 has averaged a 13.8% decline during a calendar 

year and still finished the year with a positive return 30 out of 40 years or 75% of the time. 

 

In volatile times such as this, it has been helpful to remember: 

 

 It is normal for markets to temporarily go down in value; that is the “price” we pay for years such as 

last year when the market was up over 30%. 

 

 At MassMutual Trust Company, we have a conservative, disciplined investment philosophy and 

approach designed to provide downside protection over the long term when markets are volatile. 

 

 Examples of some of the proactive steps we have taken to protect portfolios are: 

 

o Prudent diversification in the major asset classes (equities, fixed income and in some portfolios, 

alternative assets). 

o Diversification within equities and fixed income such as large-, mid- and small-cap domestic, 

international within equities and laddered bond portfolios with other fixed income asset classes in 

some portfolios. 

o Reduced international equity exposure in late 2018 and early 2019. 

 

(Note, the above are examples of actions some of our sub-advisors have taken. Not all sub-advisors have taken 

the same actions and every portfolio is unique.) 

 

At MassMutual Trust Company, our portfolios emphasize the stocks of higher quality companies with strong 

financial statements (e.g. balance sheets that do not have a lot of debt, and may have high cash positions), a 

track record of demonstrated earnings growth, and strong management teams that have managed their 

businesses in a variety of economic environments.   

 

When the financial markets are volatile, it is often helpful to focus on those factors within your control. It may be 

helpful to revisit your investment policy statement to see if anything has changed in your individual circumstances 

such as your time horizon, liquidity needs, need for income, and the like. This often helps investors stay focused 

on their long-term financial goals and objectives.  

Please let us know if you have any questions. We remain at your service.  

Sources: CNBC.com, J.P. Morgan Asset Management, Barron’s.   


