
Viral outbreak grips investors 
Global stocks started the New Year lower as markets grappled 
with the potential economic fallout from a fast-spreading new 
coronavirus in China. Despite early gains, equity losses gained 
steam over the month as the outbreak stoked concerns about 
global growth. Emerging market equities, heavily weighted with 
Chinese stocks, posted their worst monthly return since August, 
losing 4.7%. By comparison, U.S. and Foreign Developed 
markets fared better, slipping less than 0.1% and 2.1%, 
respectively. A solid start to the earnings season helped U.S. 
stocks, as a number of blue chip companies reported positive 
earnings outlooks. Refer to Chart 1 for trailing returns across 
equity markets.

What worked in January? 
Consistent with the market’s flight to safety, equities saw a wide 
range of outcomes within sectors. Utilities, widely regarded as 
more defensive, shined, while the technology sector benefited 
from strong earnings reports. On the other hand, the energy and 
materials sectors were noticeably lower as commodity prices 
slipped. Growth and larger capitalization stocks were heavily 
favored during the month. Refer to Chart 2 for best and worst 
performing equity sectors for the month.

Contagion fears lift bonds
All major fixed income sectors pushed higher for the month. Yields 
tumbled across the curve, with the largest declines seen in long-
term bonds. Ten- and thirty-year Treasury note yields fell to their 
lowest levels since October. The spread between three-month and 
ten-year Treasuries yields slipped below zero, reviving memories of 
the growth fears that plagued investors last year. Still, another key 
slice of the yield curve—the spread between two-year and ten-year 
Treasuries—has not inverted. Refer to Chart 1 for trailing returns 
across fixed income sectors.

Global manufacturing sentiment has improved
Trade tensions and weak economic growth in many parts of the 
world constrained the manufacturing sector last year. U.S.-China 
trade détente and the new United States-Mexico-Canada (USMCA) 
trade deal were expected to boost manufacturing in 2020. The J.P. 
Morgan Global Manufacturing PMI survey for January revealed 
that global business confidence soared during the month. Business 
confidence hit a one-year high in developed markets and a near 
two-year high in emerging markets. We’re not yet out of the woods, 
however. International trade is still falling, although at a slower 
pace. And the Coronavirus’ rapid spread is significantly impacting 
China and starting to affect many U.S. companies. Still, the impact of 
previous epidemics, like SARS, on stocks markets can be sharp but 
is typically short-lived. 
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Equity markets have withstood many infectious outbreaks 
over the years. If you look at the market performance 
during and after those outbreaks, you will see that 
markets typically have not had any material long-lasting 
effects. 

Equity markets prevailed over past viral 
outbreaks
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Energy sector sings the blues amidst viral outbreak fears 
After being the worst performing sector in 2019, Energy is under 
pressure again. The coronavirus is threatening fuel demand 
from China, the world’s largest oil and gas importer. Fears over 
this outbreak have dampened air travel, driving, trucking and 
factory use, further shrinking demand. In an attempt to stem the 
fall in oil prices, policymakers from some of the world’s largest 
oil producers in the Organization of the Petroleum Exporting 
Countries (OPEC) are moving to curb their production. Yet, 
the U.S., a non-member, is estimated to continue growing its 
production steadily over the coming years—potentially thwarting 
OPEC’s efforts to stabilize oil prices. 
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Chart 2: Best & Worst Performing S&P 500 Sectors
January 2020

■ Best   ■ Worst 

Source: SAAMCo and Morningstar Inc.
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Chart 1: Monthly Index Returns – January 2020

MSCI EM

-.04%

2.24%

-3.21%

-2.15% -2.09%

.03%

2.10%

Utilities Information 
Technology

Real Estate Energy Materials Health Care

4.0%

-6.2%

-2.7%

-4.66%

1.92%

3

2

1

0

1

2

3

4

5



M4822M20.2 (2/20)

The price of equity securities may rise or fall because of changes in the 
broad market or changes in a company’s financial condition, sometimes 
rapidly or unpredictably.

Bonds may cause the value of your investment to go up or down in 
response to changes in interest rates or defaults (or even the potential for 
future defaults) by bond issuers.

Futures contract is a legal agreement to buy or sell a particular 
commodity or asset at a predetermined price at a specified time in the 
future. Futures contracts are standardized for quality and quantity to 
facilitate trading on a futures exchange. The buyer of a futures contract 
is taking on the obligation to buy the underlying asset when the futures 
contract expires. The seller of the futures contract is taking on the 
obligation to provide the underlying asset at the expiration date.

Housing performance return is the year-over-year gain in the median 
existing-home price for all housing types, reported by the National 
Association of Realtors® every month.

Value Investing - The investor’s judgment that a particular security is 
undervalued in relation to the company’s fundamental economic value 
may prove incorrect.

Growth Investing- These stocks normally carry higher price/earnings 
ratio than many other stocks. If earnings expectations are not met, market 
price of growth stocks will often decline more than others stocks.

International Investing involves a greater degree of risk and 
increased volatility. In emerging countries, these risks may be more 
significant.

S&P 500® Index tracks the common stock performance of 500 large-
capitalization companies publicly traded in the United States.

Russell 2000® Index measures the performance of the 2,000 smallest 
companies in the Russell 3000® Index and is widely recognized as 
representative of small-cap stocks.

Russell 1000® Growth Index measures the performance of those 
Russell 1000® Index companies with higher price-to-book ratios and 
higher forecasted growth values. 

Russell 1000® Value Index measures the performance of those 
Russell 1000® Index companies with lower price-to-book ratios and 

lower forecasted growth values. 

MSCI® EAFE® Index is a free float-adjusted market capitalization 
index designed to measure the equity market performance of developed 
markets. It includes stocks from 21 developed markets, but excludes U.S. 
and Canada.

MSCI® Emerging Markets Index is a free float-adjusted market 
capitalization index that is designed to measure equity market 
performance of emerging markets.

Bloomberg Barclays 1-3 Month U.S. Treasury Bill is designed to 
measure the performance of public obligations of the U.S. Treasury that 
have a remaining maturity of greater than or equal to 1 month and less 
than 3 months. The Index includes all publicly issued zero coupon U.S. 
Treasury Bills that have a remaining maturity of less than 3 months and 
at least 1 month, are rated investment-grade, and have $300 million or 
more of outstanding face value.

Bloomberg Barclays U.S. Aggregate Bond Index is an unmanaged 
index of domestic investment-grade bonds, including corporate, 
government and mortgage-backed securities.

Bloomberg Barclays U.S. High-Yield 2% Issuer Capped Bond 
Index is a component of the Bloomberg Barclays U.S. Corporate 
High-Yield Bond Index, which covers fixed-rate, non-investment grade 
corporate debt of issuers in non-emerging market countries. It is not market 
capitalization-weighted--each issuer is capped at 2% of the index.

Bloomberg Barclays U.S. Treasury Inflation Protected Securities 
(TIPS) Index consists of Treasury inflation-protected securities issued by 
the U.S. Treasury with a remaining maturity of one year or more.

Indices are not managed and an investor cannot invest directly into an 
index.

This report is to be used for informational purposes only. In no event 
should it be construed as a solicitation or offer to purchase or sell a 
security. 

The information presented herein is taken from sources believed to be 
reliable, but is not guaranteed by AIG as to accuracy or completeness.

Past performance does not guarantee future results. 
Diversification does not guarantee investment returns and does not eliminate the risk of loss.

Market Perspective
A MONTHLY MARKET COMMENTARY FOR TODAY’S INVESTORS FEBRUARY 2020


