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Covid-19 or Coronavirus is not the most fatal virus
that we have experienced as human race, but at this
juncture appears to be amongst the most widespread.
The incubation period, extending up to 14 days
blended with the fact that it is contagious before it is
symptomatic makes it a dangerous combination.

In the midst of chaos, there is also opportunity .
-Sun Tzu
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A globalized world makes it extremely difficult to
control the spread of such a disease. Communicable
disease outbreaks are handled by stopping transmission
and with medicines and vaccines, but developing those
vaccines takes time as they must go through trials to
ensure they are safe and effective. We do not have
vaccines for SARS or MERS. The vaccine for Ebola took
5 years to develop after research was first started.

At this point, the way to win 
the battle over Covid-19 
appears to be a combination 
of:

158000+ cases, 6000+deaths, 75000+ recovered
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i) Lock-down of communities 
and
ii) Testing the maximum 
possible population. South 
Korea, Singapore, Hongkong 
have led the way on testing. 
Europe, US and several 
countries (including India 
maybe) are still catching up –
and hence reported cases could 
be far less than the actual. 



Governments and corporations, globally,
have gone into an overdrive to contain
the virus. Various measures like
quarantines, lock-downs, travel
advisories, visa cancellations, cancellation
of various social activities, work from
home and more have been implemented
across several countries. This has
resulted in a wider damage to the
economy – more than what was initially
budgeted for. There are analyst reports
of a global recession. Sectors impacted
are no longer just travel and tourism.

There is a set of economists predicting a
significant slowdown or even a global
recession.

As per Gita Gopinath, Chief Economist,
IMF, it is hard to predict the outcome,
but this pandemic doesn’t look like a
normal recession. Data shows that
China has shown a much steeper drop
in services than a normal downturn
would predict.

“There’s not an easy lesson. This should be a
transitory shock if there is an aggressive policy
response that can stop [it] morphing into a
major financial crisis.” – Gita Gopinath

“Anything prolonged obviously creates more
stress for the system. These kinds of effects —
firms closing down— depend on how prolonged
the first round is, and what steps we take to
alleviate that first round. “ – Raghuram Rajan

Raghuram Rajan, professor at Chicago
Booth School of Business and former RBI
Governor, said that the depth of any
economic hit would depend on the
authorities’ success in containing the
pandemic, which he hoped would be
decisive and rapid.

He warned that a long outbreak could
also lead to a second round of
consequences resulting in another fall in
demand, thereby eroding long-term
confidence.
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Oil producing nations (OPEC+) have inflicted a second shock to the world economy.
Demand for oil has reduced while the talk of super supply has increased leading to a
crash in oil prices. Several credit defaults are expected if the situation continues for a
few more weeks. However, not everything is worrisome on this front, as several oil
importing countries, including India will stand to benefit from such a development in the
near term.
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Several governments have launched fiscal measures to encourage growth. Monetary
authorities, led by US Fed, have announced reduction in interest rates and quantitative
easing (QE) programs. In an emergency move on 15th March, the Federal Reserve
announced that it is dropping its benchmark interest rate to zero and launched a QE
program that would involve $700 billion worth of asset purchases entailing Treasuries
and mortgage-backed securities.

The bond market is sending a worrisome signal with corporate credit markets in US
freezing and bond yields shooting up for Corporate Debt. There is an increasing concern
on the credit quality and liquidity on the underlying paper. While the banking sector is
stronger and better capitalized than it was in 2008, the collapse of oil prices is
aggravating the credit worthiness of Shale oil producers in US. Funds handling corporate
bonds, leveraged loans and other fixed-income securities are particularly vulnerable to a
liquidity freeze-up when faced with outflows. Corporate bonds and loans are at the
center of a new financial scare.



Control of the coronavirus gives China the world’s best-performing stock market. Just
six weeks ago, it was among the worst. Look at the chart below. While the economy
might take longer to come out of the woods, the markets might lead the real recovery.

History of Market Crashes in the U.S.

While this market correction has been one of the fastest in recent history, it is neither
the first nor is it going to be the last. We have seen worse periods of volatility globally
due to a variety of factors.

This correction, or technically a bear market, is unlike the earlier ones that we have seen
the Indian markets. Apart from the apparent causes for the correction, the situations
differ in terms of valuations, debt levels, liquidity (from Equity SIP, EPFO allocations,
Insurance Investments), underlying growth of economy and other factors.
(More about this in the next update).
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The stock market is a device for transferring money from the impatient to the patient –
Warren Buffett.

Asset allocation and patient capital are key in such markets, or for that matter any
markets. The equity markets are likely to react in panic on various developments in the
next few weeks and months. Locking in permanent losses today, while fleeing to an
asset class that yields nothing is not the best way to plan for your future. Selling
everything and waiting till everything clears up – well, this is not going to happen,
because markets would not be where they are when there is clarity.

The world is not coming to an end – and if it does, the asset class does not matter
anyway. None of us can time the bottom of such a market. Neither is it easy to invest on
the way up. We will not be psychologically ready to invest in an asset that is 100 today,
when it was 90 yesterday.

In a nutshell, the markets are going to be volatile, the economy will go through a bad
patch, policy measures will take time to work through the system – and all these provide
opportunities for long term investors.

Your asset allocation should give you enough liquidity to add to equity assets in such
markets.

Take a step back, consider the overall liquidity position, your investment horizon,
prepare a plan to add fresh equity market allocations through the market volatility. The
plan should provide for an increasing allocation if the markets continue to fall.
Remember, every market fall increases your margin of safety.

In the midst of chaos, there is also opportunity.

Stay Safe. Stay Invested.
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