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Coronavirus – The Black Swan Event of 2020 
 

 

 

Maintaining composure in turbulent markets is not easy. Doing so when events take us into 
unchartered territory tests us all a little more. However, “unforeseeable” events happen more often 
than we anticipate, but the principles for navigating them remain familiar. 
The coronavirus outbreak has been described as a Black Swan event. 
Coined by scholar and former option trader Nassim Nicholas Taleb, a black swan is an event that, as 
paraphrased by Wikipedia: “comes as a surprise, has a major effect, and is often inappropriately 
rationalized after the fact with the benefit of hindsight”. 
The term is based on an ancient saying that presumed black swans did not exist – a saying that 
became reinterpreted to teach a different lesson after black swans were discovered in the wild”. 

 

After the last COVID-19 case is gone, there will be pandemics in the future. They have always been in our past. 
 

A FIRST TIME FOR EVERYTHING 
When anyone says, “history proves”, be sceptical. Specifics of “unpredictable” events may be unknown but exist “in potentia” all the time – there was a first time 
for everything that has ever happened. We should expect unexpected events and neither over-react nor under-react. In practice, investors can expect several Black 
Swan events in their lives and how they deal with them has everything to do with successful long-term investing. 
 

Many have questioned whether COVID-19 is such a big deal, putting it in the “bad flu” category and pointing out that people die all the time from well-understood 
diseases.  Mortality aside, markets are reacting to the likely economic disruption due to the severity of measures designed to contain the spread.  Limiting people 
from mingling and travelling impacts the global economy, but that may be the right thing to do. 
The idea that the virus can be contained in an absolute sense has been debunked and getting that point out of the way is important.  The right policy responses and 
behaviour of people can make a tremendous difference.  According to The Economist, China recorded 3887 new cases of COVID-19 on February the 4th and only 
139 on March the 4th.  However, not all countries will be able to mimic China’s draconian lock down – but they can avoid the mistakes and learn from China’s 
failures and successes. 
 

WHY IS SLOWING THE SPREAD IMPORTANT? 
Simply, it means that cases are stretched out over a longer period, giving health care systems more time to prepare with less chance of being 
overwhelmed.  Spreading out the infection rate means a more measured response, less chaos and less fearmongering. However, the longer infections are spread 
out, the longer the pain inflicted on economies. 
 

It has been shown that governments that have been transparent and upfront with information have handled the crisis better, whereas those that have obfuscated, 
prevaricated or trivialised the risks have done less well – the US being a primary example. When the dust has settled and the costs counted, the economic effects 
of COVID-19 will probably be severe, but caution is required before drawing conclusions. 
 

 
 

https://en.wikipedia.org/wiki/Black_swan
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IT’S ALL ABOUT PERSPECTIVE 
Let’s think about the price of a share.  It is simply an amount of money that seems fair for the earnings of a company, paid out in dividends (or experienced as price 
appreciation), in perpetuity, which is a long time.  We might talk about a share trading on a price earnings ratio of 20.  This means is that you are paying twenty 
times the current year’s earnings to buy the share, so what’s the problem with one bad year? 
 

If it was as simple as that, then markets would not have reacted as negatively as they have.  The other ingredient is uncertainty, which drives prices 
downwards.  Investors simply don’t know whether a company will survive or how likely their projections are to be true. But overwhelmingly, companies will 
survive, but not without pain.  It does not take a massive return to profitability to get stocks to rebound, just a little less uncertainty and a bit more clarity. 
 

The key thing for investors to remember is that markets are forward looking.  There is no obviously correct response to the news – it has already been incorporated 
into market prices by people with access to the same new information.  Responding “after the fact” to falling or soaring markets is the whole reason why investors 
tend to do worse than they should. Perfect hindsight is great, and some people get lucky with timing, but studies consistently show that composure and resisting 
the impulse to react or overreact is the key ingredient to successful long-term investing. 
 

The challenge with being tempted to get out of markets when they have sold off is that it imposes another very awkward decision – when do you get back in? If 
you got out in the first place because of real concerns, you are unlikely to get back in when things are at their most dire (the bottom).  More likely, composure 
returns only after a sustained rebound, and risking missing a large part of the recovery carries consequences. Sitting it out by staying invested is tough, and the 
next few months will be particularly hard, but it’s exactly what we need to do. 
 

We’re all experts in Coronavirus now. Global equity markets have fallen around 20% since mid-February, bond yields have plunged (bond prices gone up), oil has 

collapsed, investors are happy to lend the proceeds of their equity sales to the US government for a record low 0.5% p.a. for 10 years and to the German 

government for a negative -0.85% p.a. for 10 years. In the real world, we’re all stockpiling toilet rolls, paracetamol tablets, pasta and rice, etc.  
Many of our fears have already been reflected by the stock markets…….  
 

Personal fear is naturally escalating as the probability increases day by day currently that any of us or one of our family will catch the disease, despite the very low 
mortality rate for relatively healthy people.  According to the US Centre for Disease Control and Prevention, the current flu season in the US has seen 32m cases 
and 18,000 deaths, but this goes virtually unnoticed in the media.  
This personal fear of COVID-19 is being compounded by the financial fear that our investment portfolios could fall much further as the effects of the Coronavirus 
causes a global recession, driven by supply chain bottlenecks and a sudden collapse in travel and because we’re too occupied with virus concerns to have the time 
or energy to do normal things. Apart from the ‘obvious’ losers (travel-related sectors), US financials (a large weighting in the US index) are suddenly under pressure 
as their profitability is negatively affected by the tumbling bond yields (as has been the problem for European banks for several years now). 
 

So what should investors do now?  The positive and negative arguments are simple. 
 

For the ‘bulls’, the arguments are: 
o There’s already had a significant correction and large scale selling, i.e. the ‘bad news’ has been priced in rapidly. 
o The US has cut interest rates and will likely cut again later this month, and other central banks will follow, such as the UK did. 
o COVID-19 numbers are contracting in China and the economy is re-starting. 
o In another couple of months, COVID-19 incidents globally could follow China, i.e. start to contract. 
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o The VIX, a measure of volatility (i.e. investor fear) has spiked, often a buying signal. 
o Equities look attractive versus bonds. 

 

For the ‘bears’, the arguments are: 

o Investors are still too complacent and the ‘real’ panic selling has yet to happen. 

o It’s still too early to gauge the negative effect on company revenues of the virus. 

o It will be much harder in the (less autonomous) western economies to control the spread of COVID-19. 

o The drop in business activity and consumer confidence is only just starting and will deepen over the next few months, heavily impacting H1 2020 economic 

activity and stretching into Q3. 

o Financially stretched firms will struggle and perhaps go under or at best have to let go staff and/or heavily curtail capital spending plans. 

o It’s not hard to see a further 10% to 15% fall in global equity markets. 
 

It’s a really difficult environment, both personally as we all ‘suit up’ to protect ourselves from COVID-19 and adjust our lifestyles, and also trying to make sensible 

investment decisions.  As with 2008, as we adjust our thinking in a rapidly changing world, we don’t know how long or how sharp or shallow the coming downturn 

will be. The markets are pricing in now some kind of shallow recession, probably lasting until the summer, but that things will then improve rapidly  (e.g. if its ok to 

travel then, we’ll all be queuing up to take a trip or two somewhere). We’re all now expecting a large number of new COVID-19 cases across Europe and the US, 

that’s probably now priced in; what we need for a market bottom is to see signs of how soon the virus can be confidently contained, as opposed to hear something 

even more negative such as widespread closing of European and US schools and offices.    
  
Let us finish on an optimistic note. Look at the chart opposite of the US stock market 
between 1935 and 1950, capturing World War 2 and the years immediately before and 
after. Believe it or not, the equity market bottomed in May 1942, some three years 
before the end of WW2, as military fortunes for the US started to improve in the Pacific, 
right in the midst of the gloom and maximum bearishness, and further aided a few 
months later by German military losses at Stalingrad. 

 
 
So we should not be surprised if, when we look back in a few years’ time, that the 
bottom of the Coronavirus ‘crash’ was at the time of maximum new cases and 
widespread cancellation of events/closure of schools etc. 

  
 
  
 

 
 Source: PortfolioMetrix & Cantor Fitzgerald. 
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 EPIDEMICS AND STOCK MARKET PERFORMANCE SINCE 1980 
 

 

There are many factors that can impact stock market returns, but one concern of investors today is how the stock market will be impacted by a major epidemic or 
outbreak. Below we look at the historical performance of the S&P 500 Index during several epidemics over the past 40 years. We believe looking at the market’s 
overall resiliency through several major epidemics can give us perspective on the benefits of investing for the long-term. 
 

 
 
 
Source: Bloomberg, as of 24/02/20. Month end numbers were used for the 6- and 12-month % change. *12-month data is not available for the June 2019 measles. Past performance is no guarantee of future results. 
The S&P 500 Index is an unmanaged index of 500 stocks used to measure large-cap U.S. stock market performance. Investors cannot invest directly in an index. Index returns do not reflect any fees, expenses, or sales 
charges. Returns are based on price only and do not include dividends. This chart is for illustrative purposes only and not indicative of any actual investment. These returns were the result of certain market factors and 
events which may not be repeated in the future. Nothing contained herein constitutes investment, legal, tax or other advice and it is not to be solely relied on in making an investment or other decision, nor does the 
document implicitly or explicitly recommend or suggest an investment strategy, reach conclusions in relation to an investment strategy for the reader.   
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 S&P 500 Performance After its Worst Days      Q4 2019 
 

 

The chart and table below list the 15 largest single day percentage losses in the S&P 500 Index since 1960 and the subsequent price performance of the index for 
the 1-, 3-, 5-, and 10-year periods that followed. Looking back, the S&P 500 Index produced positive price appreciation, on average, in each of the periods. While 
stocks have sometimes experienced extreme volatility over short periods of time, we believe investors who remain committed to their long-term investment plan 
will continue to be rewarded over longer periods. Of course, past performance is no guarantee of future results. 
 

 
 
 

Source: Bloomberg. Performance is price return only (no dividends). The charts are for illustrative purposes only and not indicative of any actual investment. Returns are average annualized returns, except those for 
periods of less than one year, which are cumulative. Index returns do not reflect any fees, expenses, or sales charges. Stocks are not guaranteed and have been more volatile than the other asset classes. These returns 
were the result of certain market factors and events which may not be repeated in the future. Past performance is no guarantee of future results. The S&P 500 Index is an unmanaged index of 500 stocks used to 
measure large-cap U.S. stock market performance. Investors cannot invest directly in an index. Nothing contained herein constitutes investment, legal, tax or other advice and it is not to be solely relied on in making 
an investment or other decision, nor does the document implicitly or explicitly recommend or suggest an investment strategy, reach conclusions in relation to an investment strategy for the reader.   
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 Staying the Course - S&P 500                                  Q4 2019 
 

 

Investors tend to see short-term volatility as the enemy. Volatility may lead many investors to move money out of the market and “sit on the side-lines” until things 
“calm down.” Although this approach may appear to solve one problem, it creates several others: 

1. When do you get back in? You must make two correct decisions back-to-back; when to get out and when to get back in. 
2. By going to the side-lines you may be missing a potential rebound. This is not historically unprecedented; see chart below. 
3. By going to the side-lines you could be not only missing a potential rebound, but all the potential growth on that money going forward. 

 

We believe the wiser course of action is to review your plan with your advisor and from there, decide if any action is indeed necessary. This placates the natural 
desire to “do something”, but helps keep emotions in check. 
 

INTRA-YEAR DECLINES VS. CALENDAR YEAR RETURNS 
Volatility is not a recent phenomenon. Each year, one can expect the market to experience a significant correction, which for the S&P 500 has averaged 
approximately 14% since 1980. Although past performance is no guarantee of future results, history has shown that those who chose to stay the course were 
rewarded for their patience more often than not. 

 
 

 
Source: First Trust Advisors L.P., Bloomberg, as of 31/12/19. The benchmark used for the above chart is the S&P 500 Index. The S&P 500 Index is an unmanaged index of 500 stocks used to measure large-cap U.S. 
stock market performance. Investors cannot invest directly in an index. Index returns do not reflect any fees, expenses, or sales charges. Returns are based on price only and do not include dividends. This chart is for 
illustrative purposes only and not indicative of any actual investment. These returns were the result of certain market factors and events which may not be repeated in the future. Past performance is no guarantee of 
future results. Nothing contained herein constitutes investment, legal, tax or other advice and it is not to be solely relied on in making an investment or other decision, nor does the document implicitly or explicitly 
recommend or suggest an investment strategy, reach conclusions in relation to an investment strategy for the reader. 
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CRISIS & EVENTS   FTSE 100                    1 January 2008 – 31 December 2019 

 
 

This chart shows the growth of £10,000 based on FTSE 100 Index performance since 2008. Although past performance is no guarantee of future results, we believe 
looking at the market’s overall resiliency through several major crisis and events helps to gain a fresh perspective on the benefits of investing for the long-term. 
 

 

 
Source: First Trust and Bloomberg. This chart is for illustrative purposes only and not indicative of any actual investment. The FTSE 100 Index is a market-capitalisation weighted index representing the performance of 
the 100 largest UK listed blue chip companies. Investors cannot invest directly in an index. As such, indices do not charge management fees or brokerage expenses, and no such fees or expenses were deducted from 
the performance shown. Stocks are not guaranteed and have been more volatile than the other asset classes. These returns were the result of certain market factors and events which may not be repeated in the 
future. Past performance is no guarantee of future results. Nothing contained herein constitutes investment, legal, tax or other advice and it is not to be solely relied on in making an investment or other decision, nor 
does the document implicitly or explicitly recommend or suggest an investment strategy, reach conclusions in relation to an investment strategy for the reader.   
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 Staying the Course - FTSE 100                                Q4 2019 
 

 

Investors tend to see short-term volatility as the enemy. Volatility may lead many investors to move money out of the market and “sit on the side-lines” until things 
“calm down.” Although this approach may appear to solve one problem, it creates several others:  
 

1)  When do you get back in? You must make two correct decisions back-to-back; when to get out and when to get back in.  
2)  By going to the side-lines you may be missing a potential rebound. This is not historically unprecedented; see chart below.  
3)  By going to the side-lines you could be not only missing a potential rebound, but all the potential growth on that money going forward.  

 

We believe the wiser course of action is to review your investment plan and decide if any action is indeed necessary. This placates the natural desire to “do 
something”, but helps keep emotions in check. 
 

 
Volatility is not a recent phenomenon. Each year, one can expect the market to experience significant correction, which for the FTSE 100 has averaged an intra-year 
decline of approximately 14% since 1984. Although past performance is no guarantee of future results, the chart below shows that those who chose to stay in the 
market were rewarded for their patience with a positive calendar year return more often than not. 

 
 
Source: First Trust Advisors L.P., Bloomberg as at 31 December 2019. The benchmark used for the above chart is the FTSE 100 Index. The FTSE 100 Index launched 3 January 1984 and is composed of the 100 largest 
companies listed on the London Stock Exchange (LSE). Returns are based on price only and do not include dividends. This chart is for illustrative purposes only and not indicative of any actual investment. These returns 
were the result of certain market factors and events which may not be repeated in the future. Past performance is not a reliable indicator of future results. Nothing contained herein constitutes investment, legal, tax 
or other advice and it is not to be solely relied on in making an investment or other decision, nor does the document implicitly or explicitly recommend or suggest an investment strategy, reach conclusions in relation 
to an investment strategy for the reader.  
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 History of U.S. Bear & Bull Markets Since 1926   Q4 2019 
 

 

This chart shows historical performance of the S&P 500 
Index throughout the U.S. Bull and Bear Markets from 
1926 through September 2019. Although past 
performance is no guarantee of future results, we 
believe looking at the history of the market’s expansions 
and recessions helps to gain a fresh perspective on the 
benefits of investing for the long-term. 
o The average Bull Market period lasted 6.6 years 

with an average cumulative total return of 339%. 
o The average Bear Market period lasted 1.3 years 

with an average cumulative loss of -38%.   
 

 
 

Source: First Trust Advisors L.P., Bloomberg. Returns from 1926 - 31/12/19. *Not applicable since duration is less than one year. These results are based on monthly returns–returns using different periods would 
produce different results. The S&P 500 Index is an unmanaged index of 500 stocks used to measure large-cap U.S. stock market performance. Investors cannot invest directly in an index. Index returns do not reflect 
any fees, expenses, or sales charges. This chart is for illustrative purposes only and not indicative of any actual investment. These returns were the result of certain market factors and events which may not be 
repeated in the future. Past performance is no guarantee of future results. Nothing contained herein constitutes investment, legal, tax or other advice and it is not to be solely relied on in making an investment or 
other decision, nor does the document implicitly or explicitly recommend or suggest an investment strategy, reach conclusions in relation to an investment strategy for the reader. 


