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“Headline Risk” 

Key Takeaways 
• Fears of a potential war with Iran surfaced after President Trump authorized an airstrike killing a top Iranian general; Initial 

investor reaction was a flight to “safe havens”—gold and Treasury bonds 
• A second surprise during January included a potential epidemic in China and around the globe in the form of a virus; This new 

development once again caused panic in the markets and action from the People’s Bank of China to calm investor nerves 
• Despite short term hysteria, world equity market returns have generally bounced back from these types of epidemics over 

the following 3 to 6 months 
 

Clients, 

Every New Year brings new beginnings, a fresh start in the investing landscape. After a 2019 marked by a trade war and 
recession fears, 2020 was shaping up to be a bit calmer for geopolitical risk factors and central bank action.  

The calm didn’t last too long. As we know, the world is full of surprises and a few of those surprises just so happened to 
eclipse in the beginning of the New Year.  

A first of these surprises came early in the month as President Trump authorized an airstrike that killed Qasem 
Soleimani, a top Iranian general who many believe is responsible for the death of American forces during the past 
decade. His death stoked a response of revenge, which consisted of Iran firing missiles at a U.S. military compound.  

When news of this situation broke, investors flocked to the traditional safe haven assets—gold and Treasury bonds. 
These assets were then sold back off as it became clearer that a war would not break out, and equities once again 
resumed their path higher. 

While the news of a potential war is frightening, in hindsight it seems like a blip on the radar due to the new surprise 
overtaking headlines worldwide. 

The second surprise the world offered this year came in the form of a virus. Many market strategists and experts laid out 
their outlooks for the year 2020, and as always, an event occurred which could not have been predicted. nCov, or 
Coronavirus, was first discovered in Wuhan, China and has been rumored to have originated from bats or a 
meat/seafood market.  

Similar to the 2002/2003 SARS (Severe Acute Respiratory Syndrome) epidemic in mainland China, the fear is that the 
current outbreak could hurt economic activity and slow global growth. The World Health Organization recorded 8,098 
cases of SARS during that outbreak in 2002/20031 and the current number of confirmed coronavirus cases is 24,622 as of 
February 5, 2020 at 10:33 AM2. Along with a higher number of confirmed cases, the number of coronavirus deaths (494) 
now appear to be catching up with those of SARS (774). A link to continue tracking the data can be found here. 

In an effort to contain the spread of the virus, the Chinese government has responded by locking down an estimated 50 
million people in 16 different cities. The city of Wuhan, China has an estimated population of more than 11 million 
people and is one of the largest cities in China’s central region3. As a comparison, New York City has an estimated 
population of over 8 million people4. It is tough to imagine a scenario where New York City would be quarantined and 
isolated! 
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Due to the heightened concern about the epidemic’s impact on the economy, both the Shanghai and Shenzhen stock 
markets tumbled 10%. In response to the crisis, the People’s Bank of China pumped a large amount of liquidity into on 
the market and may lower borrowing costs to ease investor worry and cushion the blow. 

So, how have the world equity markets fared after epidemics such as this?  

Looking at the chart below, our take away is that it may be the case that this New Year’s surprise might just be another 
blip on the radar screen. Generally, world equity markets have bounced back from these types of episodes over the 
following 3 to 6 months. 

 

Ultimately, the virus threatens to take China’s first quarter expansion to a record low, sending potential ripples around 
the world. According to Tim Orlik (Bloomberg’s BI Chief Economist), should there be a containment scenario, China’s 
first quarter GDP growth could drop down to an estimated 4.5% year on year, a drop form 6% in the final period of 2019.  

It is our belief that headline risk will continue to dominate investor sentiment in the short run, and we will continue to 
monitor the situation at hand and its implications. But, in the long run we believe fundamentals such as earnings, 
inflation, interest rates, and central bank action are what ultimately drive the market.  

 

 

Please feel free to reach out with any questions, 

 

Nova R Wealth Team 

 

 

1 Consensus document on the epidemiology of SARS - https://www.who.int/csr/sars/en/WHOconsensus.pdf 
2 Johns Hopkins University, World Health Organization 
3 Wuhan: Inside the Chinese city at the center of the coronavirus - https://www.cnn.com/travel/article/wuhan-china-virus/index.html 
4 NYC.gov - https://www1.nyc.gov/site/planning/planning-level/nyc-population/current-future-populations.page 
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IMPORTANT DISCLAIMERS AND DISCLOSURES 

General Disclosures: Nova R Wealth, Inc. (“Nova R”) is a registered investment advisor with the U.S. Securities and 
Exchange Commission. Nova R provides investment advisory and related services for clients nationally. The information 
provided is for your confidential use only. All information has been obtained from sources believed to be reliable, but its 
accuracy is not guaranteed.   

This presentation is for illustrative purposes only. Past performance is not indicative of future results. The information 
contained in this presentation has been gathered from sources we believe to be reliable, but we do not guarantee the 
accuracy or completeness of such information, and we assume no liability for damages resulting from or arising out of 
the use of such information.   

The performance numbers displayed herein may have been adversely or favorably impacted by events and economic 
conditions that will not prevail in the future. The index is unmanaged and does not incur management fees, transaction 
costs or other expenses associated with investable products. It is not possible to directly invest in an index. All returns 
reflect the reinvestment of dividends and other income.  

Historical performance results for investment indices and/or product benchmarks have been provided for general 
comparison purposes only, and do not include the charges that might be incurred in an actual portfolio, such as 
transaction and/or custodial charges, investment management fees, or the impact of taxes, the incurrence of which 
would have the effect of decreasing historical performance results. It should not be assumed that your account holdings 
correspond directly to any comparative indices.  

The views expressed in the referenced materials are subject to change based on market and other conditions. This 
document may contain certain statements that may be deemed forward-looking statements. Please note that any such 
statements are not guarantees of any future performance and actual results or developments may differ materially from 
those projected. Any projections, market outlooks, or estimates are based upon certain assumptions and should not be 
construed as indicative of actual events that will occur. The information provided herein does not constitute investment 
advice and is not a solicitation to buy or sell securities.  

This content may not be modified, distributed or otherwise provided in whole or in part to a prospective investor or 
someone considering investing in the portfolio models without the express authorization of the party delivering the 
presentation. Please note that nothing in this content should be construed as an offer to sell or the solicitation of an 
offer to purchase an interest in any security or separate account. Nothing is intended to be, and you should not consider 
anything to be direct investment, accounting, tax or legal advice to any one investor. Consult with an accountant or 
attorney regarding individual accounting, tax or legal advice. No advice may be rendered, unless a client service 
agreement is in place.  

This material is proprietary and may not be reproduced, transferred, or distributed in any form without prior written 
permission from Nova R Wealth, who reserve the right at any time and without notice to change, amend, or cease 
publication of the information contained herein. This material has been prepared solely for informative purposes. The 
information contained herein includes information that has been obtained from third-party sources and has not been 
independently verified. It is made available on an "as is" basis without warranty. Strategies and investment programs 
described in this presentation are provided for educational purposes only and are not necessarily indicative of securities 
offered for sale or private placement offerings available to any investor. 

 


