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Coronavirus and the Markets

Key Takeaways

e The Wuhan coronavirus has unnerved global equity
markets so far in 2020. While still early, compared to
the SARS outbreak in late 2002/early 2003, investors
are concerned about the possible impact to
economies and on markets.

e However, to date, Chinese stocks are
responding in a manner remarkably similar
how they reacted to the SARS outbreak in late
2002/early 2003. That is, after an initial shot
straight down, equities stabilize and start to
rebound as they digest the economic
implications of the virus and government
responses.

e |f markets continue to follow the SARS
template and the policy response from
Chinese and other central authorities calms
investor nerves, already relatively cheap
international stocks could receive an additional
boost.

After the coronavirus was first reported to the World
Health Organization (WHO) on December 31, 2019,
global equity markets took a hit of varying degrees, with
emerging market stocks falling over 4.6%. While

reminiscent to the SARS outbreak in late 2002/early 2003,

investors have been tempted to extrapolate a far more
damaging and lasting impact from the coronavirus. For
example, more deaths from the coronavirus than SARS
have already been reported, and the response of Chinese
authorities has been more forthright in quarantining entire
cities. Such measures will certainly have more immediate
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and knock-on effects to global growth than during the
SARS episode, given China has gone from the world’s
sixth to second largest economy during this time.

Equally impressive, however, has been the response of
China’s central bank, both in terms of injecting liquidity
into the system and lowering targeted borrowing rates to
soften any near-term market impact. It is perhaps due to
these aggressive measures that Chinese stocks seem to
be tracking the sharp sell-off and V-shape recovery
pattern that they did during the earlier SARS episode
(chart below). It may be that markets are seeing through
this short-term volatility and anticipating only a brief
(though substantial) drop in global economic growth

SARS 2002/2003 and Coronavirus 2020:
Chinese Stocks Following a Similar Pattern?
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While it is encouraging that markets are currently following
the previous SARS script, it should be acknowledged that
a V-shaped recovery is not a given. Indeed, investors may
still be tempted to dump international and emerging
market stocks amid the unknown and open-ended nature
of possible contagion. As a buffer against that uncertainty,

it is helpful to remember that international stocks are
trading at a fairly steep valuation discount relative to their
US counterparts (chart below). At such inexpensive levels,
foreign equities could offer investors an attractive source
of additional returns, and certainly argues for portfolios
remaining globally diversified.
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This report is for informational purposes only, and is not a solicitation, and should not be considered as investment or tax
advice. The information has been drawn from sources believed to be reliable, but its accuracy is not guaranteed, and is subject

Investing involves risk, including the possible loss of principal. Past performance does not guarantee future results.

Asset allocation alone cannot eliminate the risk of fluctuating prices and uncertain returns. There is no guarantee that a

diversified portfolio will outperform a non-diversified portfolio in any given market environment. No investment strategy, such as

asset allocation, can guarantee a profit or protect against a loss. Actual client results will vary based on investment selection,
timing, and market conditions. It is not possible to invest directly in an index.

Securities offered through Registered Representatives of Cambridge Investment Research, Inc., a broker-dealer,
member FINRA/SIPC. Advisory services offered through Cambridge Investment Research Advisors, Inc., a Registered
Investment Adviser. Lighthouse Financial Strategies Investment Management and Cambridge are not affiliated.
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