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The Coronavirus: 
Global Pandemic and 
Economic Volatility  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

The battle against the COVID-19 outbreak has accelerated 
significantly over the past two weeks as the disease has 
become a global contagion.  Across the globe, authorities are 
implementing stay-at-home orders and have instructed the 
closure of most non-essential corporate and retail 
establishments. These policies are designed to slow the 
spread of the virus and give the health care system time to 
manage treatment of the disease.  Flattening the incidence 
curve of the disease will allow for more effective treatment 
and hasten a return to normalcy. 
 

Testing is accelerating in the United States, which in turn will lead to an increase in the 

number of positive COVID-19 cases.  As of March 26th, over 65,000 cases have been 

diagnosed, and the number of new cases continues to rise daily.  The beginning of the 

lockdown efforts in the U.S. began on March 16th, followed by more significant measures 

that took effect on March 19th.  In China, new cases peaked about 29 days after the 

lockdown was instituted in the Hubei province.  Extrapolating this to the U.S., which still has 

not implemented as stringent of a lockdown as in Hubei province, suggests a peak in late 

April to early May at the earliest. 

 

As cases increase, a major concern is the potential overrun of the health care system.  Beds, 

hospital supplies, and ventilators are becoming scarce resources as medical staff 

countrywide begin to fight this pandemic.  Governors and mayors across the country are 

projecting shortages of personal protection equipment and medical supplies as the number 

of cases exponentially increase.  There is a national effort to increase supplies; however,  

these issues will remain a challenge as we continue to combat the spread. 
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“…there are ongoing efforts 

to develop a vaccine; 

however, this process will 

be longer-term in nature.”  

 

 

 

 

 

 

 

 

 

 

 

 

“If efforts to mitigate the 

spread of the virus take 

hold… the U.S. could see a 

return to positive growth in 

the fourth quarter of 2020.” 

On a positive note, an increasing number of drug trials are underway to determine the 

efficacy of various treatments that will hopefully slow the progression of the disease.  The 

sense of urgency has accelerated, but the need to ensure safety remains paramount.  

Additionally, there are ongoing efforts to develop a vaccine; however, this process will be 

longer-term in nature. 

 

Economic Update 

The toll on economic activity from the COVID-19 virus will be significant.  First quarter GDP 

growth in China will be negative, with estimates of at least -14% on a year-over-year basis.  

While economic activity is not back to its normal trajectory, it has been increasing in China, 

which should allow for positive GDP growth for the year. 

 

In the U.S., we expect a major contraction in economic output in the second quarter in which 

GDP may be down more than 15%, with lingering issues that may lead to negative GDP 

growth for the third quarter.  Stay-at-home orders implemented across the country will 

significantly hinder consumer spending and will lead to layoffs across the hospitality industry 

and other sectors, generating upward pressure on the unemployment rate.  Oil exploration 

activity has been cut back due to the collapse in oil prices, and layoffs are rising in the oil 

sector as well.  Business spending is deteriorating as manufacturing and construction has 

been disrupted by the efforts to halt the spread of the virus. 

 

To limit negative impacts to economic growth, both monetary and fiscal stimulus measures 

have been adopted.  The Federal Reserve has cut interest rates and implemented multiple 

measures to provide liquidity to the financial markets.  These measures may result in the Fed 

Funds rate remaining in the lower band of 0.00%-0.25% for an extended period.  Any move 

to raise rates will be gradual.  Approved fiscal stimulus measures provided over $8 billion in 

emergency funding to state, local, and tribal public health agencies. These funds will be used 

to develop vaccines, purchase health supplies, and support nutrition services and 

unemployment processing.  Congress is now working on a bill to provide nearly $2 trillion in 

aid to consumers and businesses to offset the debilitating impacts stay-at-home orders have 

on economic activity.  The aid package is designed to ensure individuals are supported for 

lost income, while providing cash for rent, mortgages, and car payments.  Corporate 

beneficiaries would be subject to certain conditions, including maintaining worker payrolls, 

and government oversight on using funds for executive salaries and share repurchase.  These 

efforts should help limit the severity of the downturn.  If efforts to mitigate the spread of the 

virus take hold in the next few months, the U.S. could see a return to positive GDP growth in 

the fourth quarter of 2020. 

 

From a global perspective, GDP growth is likely to fall in a range of 0.5% to 1.5%, down from 
estimates above 3.0% at the beginning of the year. 
 
Equities 
Equity markets have dropped about 27% from the peak on February 19th through the close 
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“We believe equity markets 

are searching for a bottom, 

with some further downside 

likely but limited.” 

 

 

 

 

 

 

 

“Treasuries have been the 

safe-haven sector, as is 

typically seen during 

periods of uncertainty…” 

on March 25th.  No sector has been spared, with the Energy and Financial sectors falling the 

most, while the Communications and Consumer Staples sectors faring best. 

A continuous stream of companies across different industries have pulled earnings guidance 

for the upcoming quarter, and many for the year.  The current environment makes it 

extremely difficult to provide an accurate forecast.  One thing is certain, earnings for the 

market are going to be down in 2020 on a year-over-year basis.  A decline of 15%-20% in S&P 

500 Index earnings would put earnings in the range of $136 per share. 

We believe equity markets are searching for a bottom, with some further downside likely but 

limited.  A rush for liquidity in the last few weeks has led to indiscriminate selling, and even 

defensive stocks are under pressure.  This appears to be subsiding somewhat.   

In this volatile environment, we have raised cash, decreased exposure to the Energy and 

Consumer Discretionary sectors, and increased exposure to the Communications and 

Consumer Staples sectors.  Given the breadth of the sell-off, we believe there are several 

companies with above average financial strength and historically predictable earnings 

growth that have been oversold.  We believe these companies should provide solid 

performance in a more favorable market; therefore, we will be looking to add exposure 

when we feel the market is becoming more stable. 

Fixed Income  
The uncertainty surrounding COVID-19 has created dislocations in the fixed income markets 

as well.  Treasuries have been the safe-haven sector as is typically seen during periods of 

uncertainty, while the corporate credit and mortgage sectors have been negatively 

impacted.  Corporate credit spreads, or the difference between treasury yields and 

investment grade corporate yields of similar maturities, started the year at 127 basis points 

(bps), or 1.27%.  Since then, spreads are 250 bps (2.50%) wider at 382 bps (3.82%), with over 

220 bps (2.20%) of the move occurring in March.  This has been an unprecedented increase 

since the inception of the J.P. Morgan US Liquid Index in 2000. 

In addition to widening credit spreads, the treasury market has seen a volatility in liquidity.  

The bid/ask spread for the most liquid treasuries (i.e. those most recently issued), which 

typically is less than 0.1 bps, was trading closer to 1 bps, and less liquid treasuries were 

seeing bid/ask spreads over 75 bps! By March 20th, this demand caused the yields on 

treasury bills maturing in six months or less to trade below 0.00%, or in negative territory! 

Seeing these strains in the market, The Federal Reserve responded by lowering short-term 

interest rates by 100 bps (1.00%) and provided several programs to aid liquidity to 

commercial paper issuers, money market funds, and primary dealers.  More recently, the Fed 

announced two additional programs to improve liquidity in the investment grade corporate 

bond sector.  These programs let the Fed buy corporate debt, which has had the immediate 

effect of improving liquidity in the sector.  As more of the details around these programs are 

better understood, the liquidity in the investment grade fixed income markets should 

continue to improve.  This past week, we saw several companies borrow in the new issue 

market.  The deals were well received, but at very wide spreads.  This is a good sign for the 

market, but that is not to say the worst is behind us. 
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“Our focus will be on 

quality credit securities, 

which should provide a 

cushion for any unforeseen 

near-term weakness that 

could result in a ratings 

downgrade.” 

 

 

 

 

 

 

 

 

“…market dislocations will 

uncover future investment 

opportunities.” 
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We favored the banking sector for years, believing that the regulatory environment would be 

beneficial.  This sector has also benefited by being very liquid.  In periods such as this, the 

banking sector can be an early source of cash. However, when nothing liquid was available to 

sell in this environment, financials were, which had a negative impact in this case. 

From an investment management perspective, we are upgrading the credit quality of our 

clients’ portfolios, and actively reducing exposure in the Energy sector and to securities near 

the bottom of the investment grade quality spectrum.  In some cases, we have sold 

securities in favor of treasuries, while in others we have swapped less liquid securities for 

those that are more liquid.  As opportunities present themselves, we will continue to execute 

this strategy.   

Currently, credit spreads are relatively attractive; however, we are not certain what the full 

impact COVID-19 will have on the economy.  Given this uncertainty, spreads could further 

widen.  When stability returns to fixed income markets, we will continue utilizing 

fundamental analysis to look for credit securities that will benefit financially and that will 

most likely be stable-to-improving from a credit quality perspective.  Our focus will be on 

quality credit securities, which should provide a cushion for any unforeseen near-term 

weakness that could result in a ratings downgrade. 

Conclusion 
Governments across the world are taking this pandemic seriously and continue to implement 

measures to slow the spread of infection.  Businesses are also joining the fight with some 

focusing on manufacturing medical supplies, treatments, and vaccines, while others provide 

necessary services to sustain basic human needs. 

Economic uncertainty has brought indiscriminate selling and volatility to equity and fixed 

income markets as investors furiously look to raise cash.  Although this has created 

challenges in the near-term, market dislocations will uncover future investment 

opportunities. 

As we continue to move through these difficult times, The Swarthmore Group will remain 

vigilant in monitoring economic and market developments while prudently managing our 

clients’ portfolios.  

 

All investments involve risk, including the loss of principle. 
For the avoidance of doubt, this information is confidential and proprietary and is neither an offer to sell nor a solicitation of 

any offer to buy any securities, investment product or investment advisory services provided by The Swarthmore Group.  This 

report is subject to a more complete description and does not contain all of the information necessary to make an investment 

decision, including, but not limited to, the risks, fees and investment strategies. This material has been prepared from original 

sources and data believed to be reliable.  No representations are made as to the accuracy or completeness thereof.  Investing in 

securities involves a high degree of risk.  Past performance is no guaranty of future performance. Any forecasts stated in the 

report are the result of statistical modeling, based on a number of assumptions.  Forecasts are subject to a high level of 

uncertainty regarding future economic and market factors that may affect actual future performance.  The forecasts are 

provided to you for information and discussion purposes only.  Our assumptions may change materially with changes in 

underlying assumptions that may occur, among other things, as economic and market conditions change.  We assume no 

obligation to provide you with updates or changes to this data as assumptions, economic and market conditions, models or 

other matters change. 
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