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Coronavirus Catalyst 
In our 2020 Market Outlook, we stated a couple of concerns coming into the year 
including excessive short-term investor sentiment and geopolitical tensions. We 
believed that these risks combined with normal presidential election year trends 
suggested a choppy market in the first half of the year. We said, “any correction we 
could see given optimistic sentiment polls, expensive valuation, geopolitical risks, 
etc., should be short-term and replant seeds of fear for the market to again ‘climb the 
wall of worry’.” 

Is the coronavirus the catalyst to replant those seeds of fear? It certainly looks it. As 
of Thursday morning, the death toll rose to 170 and confirmed cases in China soared 
past 7,700 people. The World Health Organization (WHO) called for a special meeting 
today to consider issuing an international health emergency and said that the spread 
of the virus outside of China is of “grave concern.”

Sentiment extremes in the market are beginning to work off as headlines related to 
the coronavirus and mixed results from earnings draw investor interest. On Monday, 
the S&P 500 declined by 1.57%, registering its first daily move of greater than 1% for 
the first time in 71 consecutive days (the 4th longest period since 1990). 

That certainly underscores our concern with investor complacency. The frothiness 
that we highlighted in our Market Outlook is just beginning to subside but has more 
to go in our opinion. For example, ETF flows have fallen just below “extreme” inflow 
levels, the CBOE Volatility Index (VIX) has risen, but is not at extreme levels yet, and 
the Ned Davis Research Trading Sentiment Composite (shown below) just moved 
from the excessive optimism zone into the neutral zone, and has a ways to go before 
entering extreme pessimism. 

S&P 500 Index Performance
Full History:Full History:   1994-12-30 to 2020-01-29
NDR Daily Sentiment

Composite is
% Gain/
Annum

% of
Time

  Above 62.5 -7.67 28.27
  41.5 - 62.5 6.79 44.67
  Below 41.5 30.22 27.06

Buy/Hold = 8.14% Gain/Annum

S&P 500 Index Performance
Chart View:Chart View:   2006-01-03 to 2020-01-29
NDR Daily Sentiment

Composite is
% Gain/
Annum

% of
Time

  Above 62.5 -5.30 29.46
  41.5 - 62.5 2.52 42.36
  Below 41.5 29.50 28.18

Buy/Hold = 6.96% Gain/Annum
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How have other health epidemics affected the markets? The below chart posted on Market-
Watch.com shows that the MSCI World Index has gained an average 0.4% in the month after an 
epidemic, 3.1% in the ensuing six-month period, and 8.5% a year later. In fact, data shows that the 
markets normally bottom around the time that the World Health Organization (WHO) declares 
a health emergency. They have not done that yet, but as noted earlier, they have convened a 
meeting to discuss their response to the virus. 
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The MSCI World Index captures large and mind cap representa�on across 23 Developed Markets countries. With 1,646 cons�tuents, the index covers approxi-
mately 85% of the free float-adjusted market capitaliza�on in each country.  Past performance is no guarantee of future results.

MSCI World Index

Immune: World epidemics and global stock market performance

Epidemic 1 Month 3 Month 6 Month
HIV/AIDS -0.46% -4.64% -3.25%
Pneumonic Plague -2.79% -4.67% -4.30%
SARS 8.64% 16.36% 21.51%
Avian Flu (H5N1) -0.18% 2.77% 10.05%
Dengue Fever 1.07% 7.09% 9.68%
Swine Flu (H1N1) 10.90% 19.73% 39.96%
Cholera Outbreak -2.35% 7.02% 13.61%
MERS -0.29% 2.15% 8.58%
Ebola -0.09% 2.37% 4.37%
Measles/Rubeola -1.71% 1.92% 2.29%
Zika -6.05% -0.88% -0.57%
Ebola -7.42% -13.74% -3.49%
Measles 6.46% 4.51% 12.02%
Average 0.44% 3.08% 8.50%

Market Returns
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Source: Charles Schwab, Factset Data as of 1/21/2020.

One example to look at is the SARS outbreak in 2002-2003, another respiratory illness that origi-
nated in China that infected over 8,000 and killed almost 800 people (mostly in China and Hong 
Kong). During the SARS outbreak, the WHO issued a global alert on March 12, 2003. The S&P 500 
bottomed the day before the WHO issued a heightened global health alert and the MSCI World 
Index bottomed that day of the WHO announcement.  

Today’s headlines are scary and are likely to get even worse if we follow along the path of prior 
episodes. As far as the market goes, we will watch for an internal oversold condition and washed 
out sentiment statistics that would suggest the market has appropriately priced in the fears. We 
are getting there, but may need a little more time. 
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The views expressed are those of the author(s) and do not necessarily reflect 
the views of Clark Capital Management Group. The opinions referenced are 
as of the date of publication and are subject to change due to changes in the 
market or economic conditions and may not necessarily come to pass. There 
is no guarantee of the future performance of any Clark Capital investments 
portfolio. Material presented has been derived from sources considered to be 
reliable, but the accuracy and completeness cannot be guaranteed. Nothing 
herein should be construed as a solicitation, recommendation or an offer to 
buy, sell or hold any securities, other investments or to adopt any investment 
strategy or strategies. For educational use only. This information is not in-
tended to serve as investment advice. This material is not intended to be relied 
upon as a forecast or research. 

The MSCI World Index captures large and mid cap representation across 23 
Developed Markets (DM) countries*. With 1,646 constituents,the index covers 
approximately 85% of the free float-adjusted market capitalization in each 
country.

The CBOE Volatility Index, known by its ticker symbol VIX, is a popular mea-
sure of the stock market’s expectation of volatility implied by S&P 500 index 

options.

This document may contain certain information that constitutes forward-look-
ing statements which can be identified by the use of forward-looking terminol-
ogy such as “may,” “expect,” “will,” “hope,” “forecast,” “intend,” “target,” “believe,” 
and/or comparable terminology (or the negative thereof). Forward looking 
statements cannot be guaranteed. No assurance, representation, or warranty 
is made by any person that any of Clark Capital’s assumptions, expectations, 
objectives, and/or goals will be achieved. Nothing contained in this document 
may be relied upon as a guarantee, promise, assurance, or representation as 
to the future.

Clark Capital Management Group, Inc. is an investment adviser registered with 
the U.S. Securities and Exchange Commission. Registration does not imply a 
certain level of skill or training. More information about Clark Capital’s advisory 
services and fees can be found in its Form ADV which is available upon 
request. 
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