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What Happened in the Markets? 
• US stocks fell sharply on Monday, extending last week’s losses as the S&P 500 declined 3.4% to close at 3,226. The Dow Jones 

Industrial average declined by more than 1,000 points for just the third time in history, though in percentage terms the loss holds 
less historical significance. With Monday’s sell-off, the S&P 500 has now erased its gains for the year, sitting -0.2% year to date. 

• US stocks finished lower for the third consecutive trading day, as renewed concerns over the spread of the COVID-19 virus 
(coronavirus) appear to have sparked a risk-off move across financial markets. With a growing number of cases now being 
confirmed outside of China, and with reports over the weekend of multiple deaths in Italy, South Korea and Iran, markets appear to 
be pricing in a higher likelihood of economic disruption. While just last week many US and European equity markets traded to new 
all-time highs, in the past three days equity markets have corrected nearly 5%, while “safe-haven” assets like gold and long-term 
US Treasuries have rallied to multi-year highs. 

• All 11 S&P 500 sectors finished lower Monday, with Energy (-4.7%) and Tech (-4.2%) the laggards on the day. While still finishing 
the session lower, Utilities (-1.2%) and Real Estate (-1.3%) were relative leaders.  

• Rates fell across the curve as Treasuries rallied, with 30-year yields moving to new all-time lows at 1.83% while 10-year rates, at 
1.36%, are within range of the all-time low set in 2016 at 1.32%. Gold continued its recent rally, up 0.9% on the day and sitting at a 
seven-year high of $1,658 per ounce. Oil prices were sharply lower, down 4.0%, though the WTI crude oil contract did stay above 
$50/barrel in Monday’s trading.   

 
Catalysts for Market Move 
US equities saw their worst day in more than two years as the S&P 500 fell 3.4% to close at 3,226. In the past three trading sessions, 
the S&P 500 has fallen 4.8%, marking the sharpest peak-to-trough decline for the index since August of last year. As more cases of the 
COVID-19 (coronavirus) have been reported outside of China in recent days, markets appear to be pricing in a more negative outcome 
as it relates to the virus’ potential impact on the global economy. While concerns over the virus spreading have clearly played a part in 
the recent market move, some consolidation of equity market gains may have already been due, given the extent of strength across US 
stocks alongside near record-low volatility in recent months. To that end, many technology stocks that had led the market in recent 
months have been among the biggest laggards over the past few sessions.  
Importantly, this is not the first COVID-19 related sell-off markets have witnessed in 2020. Late last month, the S&P 500 saw a ~3% 
pullback as reports of the virus’ spread first hit. However, the index surged to new all-time highs, recovering those losses in the weeks 
that followed. While at this point the market and economic impacts of the virus outbreak are clearly a “known unknown,” historically 
similar events have tended to have little long-term market impact. Two recent examples that come to mind include the Ebola concerns 
in 2014 and the SARS outbreak in the early 2000s. While near-term demand is likely to be displaced and company supply chains may 
be disrupted as a result of the virus, over the intermediate and long term, the economic impact from these types of events generally 
sees a delay in growth, not a derailment. As a result, we would caution against overreacting to headlines from a portfolio standpoint, 
and near-term volatility may even create opportunity for long-term investors.  
Outside of the equity market, action in rates has been notable in recent sessions. Ten-year yields at 1.36% are within basis points of 
the all-time lows set in 2016 (1.318%), while 30-year yields have already moved to new all-time lows at 1.83%. For context, 10-year 
yields began the year at 1.92%, meaning Treasuries have seen a sharp rally year to date. Bond markets are clearly pricing in more 
concern as it relates to the economic growth outlook given the move lower in yields, and this has also been expressed through the yield 
curve, with the 10-year – 3-month curve again in inversion.   
Looking ahead, this week is relatively light on the economic data front as markets close out the month of February. Fourth quarter 
earnings season will also be winding down this week, with ~10% of the S&P 500 scheduled to report. The political calendar will heat up 
as we move into March, however, with the “Super Tuesday” primaries scheduled for March 3.  
 
The Global Investment Committee’s Outlook 
The market environment in 2018 was one of the most challenging for equity investors since the Financial Crisis, with every region and 
most stocks delivering negative returns. Unusually, bonds and stocks simultaneously fared poorly, reducing the effectiveness of asset 
allocation in balancing out the losses with some gains. In sharp contrast with how 2018 ended, 2019 saw a broad rally across asset 
classes. Beginning in January 2019, the dramatic pivot by the Federal Reserve helped ease financial conditions and improve market 
sentiment. While 2019 portfolio returns were strong as a result, the GIC continues to advocate investors exercise patience, as opposed 
to chasing performance to begin 2020. While the GIC believes a modest recovery in the global economy, led by international and 
emerging markets, will take hold this year, US growth is forecasted to only stabilize, or even decelerate, in 2020. With significantly more 
good news currently priced into markets, the GIC advises caution as US stocks appear fully valued and earnings forecasts may have 
further to fall. While the GIC remains overweight equities relative to fixed income, they believe international stocks may offer the most 
upside potential going forward. Within fixed income, the GIC remains underweight corporate credit, and prefers high-quality, short-
duration bonds as a proxy for cash, which it will look to deploy as opportunities arise. The GIC also recommends a moderate allocation 
to long-duration Treasuries as a defensive portfolio hedge against the risk of a future equity or credit market correction. 
Market data provided by Bloomberg. 
Dow Jones Industrial Average (DJIA): A price-weighted average of 30 blue-chip stocks that are generally the leaders in their industry. 
NASDAQ Composite Index: A broad-based capitalization-weighted index of stocks in all three NASDAQ tiers: Global Select, Global Market and Capital Market. 
S&P 500 Index: The Standard & Poor's (S&P) 500 Index tracks the performance of 500 widely held, large-capitalization US stocks. 
 

 



 

 
 

Disclosures 
Morgan Stanley Wealth Management is the trade name of Morgan Stanley Smith Barney LLC, a registered broker-dealer in the United States. This material has 
been prepared for informational purposes only and is not an offer to buy or sell or a solicitation of any offer to buy or sell any security or other financial 
instrument or to participate in any trading strategy.  Past performance is not necessarily a guide to future performance. 

The material has been prepared for informational purposes only and is not an offer or recommendation to buy, hold or sell or a solicitation of an offer to buy or 
sell any security, sector or other financial instrument, or to participate in any trading strategy. It has been prepared without regard to the individual financial 
circumstances and objectives of individual investors. The appropriateness of a particular investment or strategy will depend on an investor's individual 
circumstances and objectives. This material is based on public information as of the specified date, and may be stale thereafter. We have no obligation to tell 
you when information herein may change. We and our third-party data providers make no representation or warranty with respect to the accuracy or 
completeness of this material. Past performance is no guarantee of future results. 

This material should not be viewed as advice or recommendations with respect to asset allocation or any particular investment. This information is not intended 
to, and should not, form a primary basis for any investment decisions that you may make. Morgan Stanley Wealth Management is not acting as a fiduciary under 
either the Employee Retirement Income Security Act of 1974, as amended ("ERISA") or under section 4975 of the Internal Revenue Code of 1986 as amended 
("Code") in providing this material except as otherwise provided in writing by Morgan Stanley and/or as described at www.morganstanley.com/disclosures/dol. 

Morgan Stanley Smith Barney LLC, its affiliates and Morgan Stanley Financial Advisors do not provide legal or tax advice.  Each client should always 
consult his/her personal tax and/or legal advisor for information concerning his/her individual situation and to learn about any potential tax or other 
implications that may result from acting on a particular recommendation. 

International investing entails greater risk, as well as greater potential rewards compared to U.S. investing. These risks include political and economic 
uncertainties of foreign countries as well as the risk of currency fluctuations. These risks are magnified in countries with emerging markets, since these countries 
may have relatively unstable governments and less established markets and economies. Investing in foreign emerging markets entails greater risks than 
those normally associated with domestic markets, such as political, currency, economic and market risks. Investing in currency involves additional special 
risks such as credit, interest rate fluctuations, derivative investment risk, and domestic and foreign inflation rates, which can be volatile and may be less liquid 
than other securities and more sensitive to the effect of varied economic conditions.  

The value of fixed income securities will fluctuate and, upon a sale, may be worth more or less than their original cost or maturity value. Bonds are subject to 
interest rate risk, call risk, reinvestment risk, liquidity risk, and credit risk of the issuer. High yield bonds are subject to additional risks such as increased risk of 
default and greater volatility because of the lower credit quality of the issues.  Duration, the most commonly used measure of bond risk, quantifies the effect of 
changes in interest rates on the price of a bond or bond portfolio. The longer the duration, the more sensitive the bond or portfolio would be to changes in 
interest rates.  Generally, if interest rates rise, bond prices fall and vice versa. Longer-term bonds carry a longer or higher duration than shorter-term bonds; as 
such, they would be affected by changing interest rates for a greater period of time if interest rates were to increase. Consequently, the price of a long-term bond 
would drop significantly as compared to the price of a short-term bond. 

Treasury Inflation Protection Securities’ (TIPS) coupon payments and underlying principal are automatically increased to compensate for inflation by tracking 
the consumer price index (CPI). While the real rate of return is guaranteed, TIPS tend to offer a low return. Because the return of TIPS is linked to inflation, TIPS 
may significantly underperform versus conventional U.S. Treasuries in times of low inflation. 

Yields are subject to change with economic conditions. Yield is only one factor that should be considered when making an investment decision. 

Alternative investments may be either traditional alternative investment vehicles, such as hedge funds, fund of hedge funds, private equity, private real estate 
and managed futures or, non-traditional products such as mutual funds and exchange-traded funds that also seek alternative-like exposure but have significant 
differences from traditional alternative investments. The risks of traditional alternative investments may include: can be highly illiquid, speculative and not 
suitable for all investors, loss of all or a substantial portion of the investment due to leveraging, short-selling, or other speculative practices, volatility of returns, 
restrictions on transferring interests in a fund, potential lack of diversification and resulting higher risk due to concentration of trading authority when a single 
advisor is utilized, absence of information regarding valuations and pricing, complex tax structures and delays in tax reporting, less regulation and higher fees 
than open-end mutual funds, and risks associated with the operations, personnel and processes of the manager. Non-traditional alternative strategy products 
may employ various investment strategies and techniques for both hedging and more speculative purposes such as short-selling, leverage, derivatives and 
options, which can increase volatility and the risk of investment loss. These investments are subject to the risks normally associated with debt instruments and 
also carry substantial additional risks. Investors could lose all or a substantial amount of their investment. These investments typically have higher fees or 
expenses than traditional investments. 

Equity securities may fluctuate in response to news on companies, industries, market conditions and general economic environment.  

Investing in commodities entails significant risks. Commodity prices may be affected by a variety of factors at any time, including but not limited to, (i) changes 
in supply and demand relationships, (ii) governmental programs and policies, (iii) national and international political and economic events, war and terrorist 
events, (iv) changes in interest and exchange rates, (v) trading activities in commodities and related contracts, (vi) pestilence, technological change and 
weather, and (vii) the price volatility of a commodity. Physical precious metals are non-regulated products. Precious metals are speculative investments, which 
may experience short-term and long term price volatility. The value of precious metals investments may fluctuate and may appreciate or decline, depending on 
market conditions. If sold in a declining market, the price you receive may be less than your original investment. Unlike bonds and stocks, precious metals do 
not make interest or dividend payments. Therefore, precious metals may not be suitable for investors who require current income. Precious metals are 
commodities that should be safely stored, which may impose additional costs on the investor. The Securities Investor Protection Corporation (“SIPC”) provides 
certain protection for customers’ cash and securities in the event of a brokerage firm’s bankruptcy, other financial difficulties, or if customers’ assets are missing. 
SIPC insurance does not apply to precious metals or other commodities. 

Because of their narrow focus, sector investments tend to be more volatile than investments that diversify across many sectors and companies. Technology 
stocks may be especially volatile.  

Asset allocation and diversification do not assure a profit or protect against loss in declining financial markets.  

The indices are unmanaged. An investor cannot invest directly in an index.  They are shown for illustrative purposes only and do not represent the performance 
of any specific investment.  

This material is disseminated in the United States of America by Morgan Stanley Smith Barney LLC. 

This material, or any portion thereof, may not be reprinted, sold or redistributed without the written consent of Morgan Stanley Smith Barney LLC. 

© 2020 Morgan Stanley Smith Barney LLC. Member SIPC. 


