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“Gauging the Virus” 
Key Takeaways 
• New coronavirus outbreaks outside of China are rattling global markets, and the fear is that COVID-19 has switched 

from an epidemic to a pandemic 
• Already-compromised supply chains have been further disrupted by the spread of the virus, which we believe could 

impact the mass psychology of businesses and consumers going forward 
• The average drawdown from all-time highs since 1940 has been around -11%.2; This means that about 40% of the time 

investors have been in corrections similar or even larger than the one that has occurred in the last six days 
• While no one can control how the market will react in the short term, we can help each of you to stay the course and 

focus on the long-term plan we have tailored for each of your goals and objectives in mind 
 

Clients, 

In last month’s commentary we touched on past epidemics and their implications on the market. The takeaway 
was that after each epidemic took place, the world equity market had positive returns after six months on average. 
Is this time any different? 

New coronavirus outbreaks outside of China are rattling global markets, and the fear is that COVID-19 has 
switched from an epidemic to a pandemic. Until recent trading sessions, the market seemed to anticipate the virus 
would be quickly contained. However, recent reports of new outbreaks have led many investors to reduce their 
stock exposure and gravitate toward perceived safe havens such as gold and U.S. government bonds. The flight to 
safety is not only a response to human safety and well-being, but also a response to the deeply linked global 
economy.  

Nations now are more connected than they have ever been. Global trade as a percentage of global GDP was less 
than 40% in the 1980s, compared to 50% a couple decades later, and up to 60% recently.1 The impacts from China 
on an intrinsic level as well as a psychological level may very well be misunderstood. As Dan McMurtrie (CEO of 
Tyro Partners) points out, one of the most misunderstood implications surrounding this pandemic is the 
nonlinearity of supply chains. A part that is manufactured and missing from one step in the process of a couple 
hundred other parts needed to build something may render all levels of production on hold. This delay is what can 
create ripples across supply chains all over the world.  

Beyond automobile production or consumer electronics, leisure, travel, and service industries have also been 
handicapped quite considerably. For instance, the CEO of Booking Holdings (an online travel company) noted in 
their quarterly update that the coronavirus has had a significant and negative impact across the business in the 
first quarter. Many other market heavyweights such as Apple, Nike, and Microsoft have also issued warnings and 
reduced their expectations for revenues and earnings in first quarter and full-year 2020. 

Forecasting the aftershocks of events such as this can be quite difficult in the moment due to the wide range of 
outcomes that might ensue. The reason for the difficulty in forecasting can somewhat be narrowed down to mass 
psychology. If people think a recession is looming, they might adopt behavior that may cause a recession. Whereas, 
if they remain optimistic their continued spending reduces the odds of a recession. We believe this same dynamic 
is at work with the economic impact of the virus. A large driver of the economic impact will be what billions of 
people around the world believe about the virus. 
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Estimates for global GDP have since come down as well as corporate earnings. Beyond estimates, in situations such 
as these we find base rates helpful. Base rates look at similar occurrences in the past and help provide a frame of 
reference around expectations for the current situation at hand. 

In this case, we wanted to look at situations in which the market fell this far and this fast. August 2011 was the last 
occurrence. Since 1940, the S&P 500 index has spent 39% of the time more than 10% below its all-time highs. Yes, 
that is 39%!2 

Okay, so the market isn’t always trading above all-time highs. But what about the average drawdown from all-time 
highs? The average drawdown from all-time highs since 1940 has been around -11%.2 This means that about 40% 
of the time investors have been in corrections similar or even larger than the one that has occurred in the last six 
days. 

 
Source: J.P. Morgan Asset Management Guide to the Markets 

Looking at the chart above, the message remains similar. Intra-year declines happen in most years, and while this 
decline has been faster and harder than most, it has certainly happened before. In fact, there have been fourteen 
other occurrences where the S&P 500 index was down greater than 10% during a week since 1928.3 

We fully expect headlines to continue appearing on all sources of media throughout this weekend as well as the 
weeks to come as more and more updates come to light. While no one can control how the market will react in the 
short term, we can help each of you to stay the course and focus on the long-term plan we have tailored for each of 
your goals and objectives in mind. Staying the course generally proves to be the best course of action, however, it is 
easy to question conventional wisdom during times such as these. 

 

 

Please feel free to reach out with any questions, 

 

Nova R Wealth Team 

 

1 World Bank 
2 Data: Norgate Data; Quantitative Trading-Stock Market 5-Sigma Event; https://www.priceactionlab.com/Blog/2020/02/stock-market-5-sigma-event/ 
3 Bespoke Investment Group; Largest One-Week Drops and Forward Returns 
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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. 

 


