Coronavirus Has Infected Markets ... Now What?
“Everybody has a plan until they get punched in the mouth.” –Mike Tyson
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The Coronavirus (COVID-19) moved swiftly in February. The number of new cases
in China appears to be leveling off, but continues to increase outside of China
(see Chart 1 on next page). At the time of print, Japan, South Korea, Iran and Italy
have seen the growth in new cases accelerate, and in the U.S., reported deaths
from the virus continue to increase.
Markets have been caught by surprise and global growth has been significantly
revised down. The virus was initially expected to be mostly contained to China,
resulting in a weak Q1/2020 but a “V”-shaped recovery in the second quarter with
the aid of global stimulus. However, this view is no longer likely as both demand
(consumer spending) and supply (industrial productivity) could drop significantly
as the virus and fear spread. In this report, we attempt to take an objective view
and compare COVID-19 to other historical viral epidemics and pandemics in light
of the limited data that is currently available.

COVID-19 vs Other Epidemics / Pandemics
The two main variables that affect how damaging an outbreak will be on
society are their mortality rates and the rate of transmission. Chart 2 (next
page) illustrates where COVID-19 compares to its peers.
•

Mortality Rates. Thus far, estimates for COVID-19 mortality rates are
anywhere from 0.5% to as high as 6%, with an average around 2.5%1.
However, this rate is highly uncertain due to the limited data. Mortality
is also dependent on the age of the infected. Pandemics usually have a
U-shaped age-specific mortality rate2. COVID-19, though, appears to be
less dangerous for children, with a zero mortality rate for children under
the age of 9 to date3.

Chart 1: Total Number of Reported COVID-19 Cases, Worldwide, January 22 to March 1, 2020
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Chart 2: Mortality and Transmission Rates of 20th- and 21st- Century Epidemics and Pandemics
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•

Transmission. A crude measure, known as the
reproduction number or R0 (R-nought), is a metric
that measures the potential of how susceptible an
outbreak is to spreading. An R0 of 2 means that,
on average, a person with a disease or infection
can spread it to potentially 2 people. However, it
is a contentious number and difficult to calculate.
COVID-19 has been estimated to have an R0
between 1.4 and 2.5, according to the World Health
Organization. This is similar to SARS, but higher
than the common flu. As R0 is an average, it doesn’t
mean that everyone with the virus will spread it by
that R0 value. You can have a super-spreader (i.e.,
one person infecting hundreds of people) and/
or a number of infected people who spread it to
fewer people than the average. Modern public
transportation is a key conduit for spreading
infections; propagation can be accomplished locally
through municipal subway and buses, regionally by
trains, and globally through intercontinental flights.

A frightening part of Chart 2 is that COVID-19 has a
similar mortality rate and R0 to the influenza outbreak
of 1918-1919 (known as the Spanish flu), which killed
an estimated 2% of the global population. However, the
Spanish flu came about when the world was in a much
more fragile state. The First World War had just ended
and there was limited global knowledge of virology and
how quickly and broadly the infection could spread.
Today, technology—via better communication and
the rapid response of health care systems—should
prevent COVID-19 from becoming the next Spanish flu.
That being said, we must be mindful that we are a far
more connected planet, which has allowed the virus to
travel further and faster than it would have 100 years
ago. The bottom line is that the statistical metrics thus
far are very contentious—hence the large area of the
coronavirus in chart 2—and we will not have accurate
estimates until more data is collected.

The Economic Effect
China, the epicenter of the outbreak, represents 25%
of global manufacturing, and we are now beginning to
see the effects on global supply chains as exports from
China slow and economic data weaken. Demand now
appears to be following suit, particularly with respect
to airlines, and specifically in China. As the virus and
fear spread, we are also likely to see a drop in consumer
spending. Further to this point, in February, a series of
large multinational corporations cut revenue forecasts
due to disruptions in supply chains and the impact
of decreased revenue expectations from a decline in
spending in certain sectors of the economy.
In response, the G7 financial chiefs called an emergency
meeting and stated that they are ready to take action to
protect their respective economies. Central banks have
begun to lower interest rates in response to the virus
as well, with the U.S. Federal Reserve announcing an

emergency 50-basis-point (bps) cut on March 3 and the
Bank of Canada cutting the overnight rate by 50 bps a
day later.
However, the effects of lower rates may not provide
much economic stimulus. Typically, a rate cut is made
in response to a credit cycle where tight monetary
policy with relatively high interest rates has choked off
borrowers. With money already relatively cheap and the
demand for money low, the effects of lowering rates to
stimulate markets may have little effect on the economy.

Our Positioning
The Beutel Goodman fixed income team has viewed risk
assets as overvalued for some time and acknowledged
that they can stay that way for a while. We maintain
an overweight position in high-quality short-term
corporate bonds (three years and under) for yield
purposes, while taking a defensive posture in the rest
of the portfolio – specifically an underweight in longdated corporate bonds as those bonds tend to perform
poorly when credit spreads widen (credit curves
steepen). In addition, we are overweight four- to sevenyear bonds and underweight 30-year bonds as the
middle part of the curve has historically outperformed
when the Bank of Canada begins cutting interest rates.
We anticipated that the Bank of Canada would
cut interest rates at least once (which it did), with
potentially more cuts in the first half of 2020, as the
Canadian economy was already relatively weak before
the COVID-19 concerns. We moved to a neutral duration
over the month of February as fears of the Coronavirus
grew, but are hesitant to go long as the Canadian
market has rallied significantly already. At this point
yields may have rallied too much, but until we get more
clarity on the situation, we will remain neutral duration.
We continue to monitor the corporate bond market,
but we do not believe it represents value yet. Should
spreads move wider or the concern around COVID-19
subside, then we will look to add risk.
Notes:
1See table on following page.
2Smil, V. (2019) Growth: From Microorganisms to Megacities
3Worldometer. Link can be accessed via the following link:
https://www.worldometers.info/coronavirus/coronavirusage-sex-demographics/
Related Topics and Links of Interest:
•

Our Response to COVID-19

•

About Beutel Goodman

•

Beutel Goodman mutual fund profiles

Source Table

R0 Sources

Fatality Sources

Diphtheria

History and epidemiology of global smallpox
eradication https://stacks.cdc.gov/view/cdc/27929

Centers for Disease Control and Prevention, (7 February
2011) “Diphtheria.”

Measles

History and epidemiology of global smallpox
eradication https://stacks.cdc.gov/view/cdc/27929

“Complications of measles”. Centers for Disease Control
and Prevention (CDC). 3 November 2014. Archived from
the original on 3 January 2015. Retrieved 7 November
2014.
https://www.cdc.gov/vaccines/pubs/pinkbook/meas.html

Mumps

History and epidemiology of global smallpox
eradication https://stacks.cdc.gov/view/cdc/27929

Heymann, David L., ed. (2008). Control of
Communicable Diseases Manual (19th ed.).
Washington, D.C.: American Public
Health Association. ISBN 978-0-87553-189-2.

Ebola

Althaus, Christian L. (2014). “Estimating
“Ebola virus disease Fact sheet N°103”. World Health
the Reproduction Number of Ebola Virus
Organization
(EBOV) During the 2014 Outbreak in West
Africa”. PLoS Currents. 6. arXiv:1408.3505.
Bibcode:2014arXiv1408.3505A. doi:10.1371/currents.
outbreaks.91afb5e0f279e7f29e7056095255b288. PMC
4169395. PMID 25642364

MERS

Kucharski, Adam and Althaus, Christian L. (2015). “The role
of superspreading in Middle East respiratory syndrome
coronavirus (MERS-CoV) transmission”. Eurosurveillance.
20 (26): 14–8. doi:10.2807/1560-7917.ES2015.20.25.21167.
PMID 26132768.

COVID-19

Riou, Julien and Althaus, Christian L. (2020). “Pattern of
LiveScience. https://www.livescience.com/isearly human-to-human transmission of Wuhan 2019 novel coronavirus-outbreak-as-bad-as-sars.html
coronavirus (2019-nCoV), December 2019 to January
2020”. Eurosurveillance. 25 (4).
Li, Qun; et al. (2020). “Early Transmission Dynamics
in Wuhan, China, of Novel Coronavirus-Infected
Pneumonia”. The New England Journal of Medicine.
doi:10.1056/NEJMoa2001316. PMID31995857.

Alsolamy, Sami; Arabi, Yaseen M (2015). “Infection
with Middle East respiratory syndrome coronavirus”.
Canadian Journal of Respiratory Therapy. 51 (4): 102.
ISSN 1205-9838. PMC 4631129. PMID 26566382.

Cao, Z.; Zeng, D. D.; et al. (2020-01-29). “Effective
reproduction number of 2019-nCoV” (PDF).
MedRxiv. Chinese Academy of Sciences, Beijing, China.
doi:10.1101/2020.01.27.20018952 (inactive 2020-03-05).

SARS

Wallinga J, Teunis P (2004). “Different epidemic curves for World Health Organization (2003). Consensus
severe acute respiratory syndrome reveal similar impacts document on the epidemiology of severe acute
of control measures”. American Journal of Epidemiology.
respiratory syndrome (SARS), Department of
160 (6): 509–16. doi:10.1093/aje/kwh255. PMID 15353409. Communicable Disease Surveillance and Response,
Archived from the original on October 6, 2007.
WHO; p. 10.

Seasonal Flu

Biggerstaff, M., Cauchemez, S., Reed, C. et al. “Estimates Lancet. 2018 Mar 31;391(10127):1285-1300. doi: 10.1016/
of the reproduction number for seasonal, pandemic, and S0140-6736(17)33293-2. Epub 2017 Dec 14. “Estimates
zoonotic influenza: a systematic review of the literature.” of global seasonal influenza-associated respiratory
BMC Infectious Diseases 14, 480 (2014). https://doi.
mortality: a modelling study”.
org/10.1186/1471-2334-14-480

Spanish Flu (Influenza)

Biggerstaff, M., Cauchemez, S., Reed, C. et al. Estimates of Taubenberger, Jeffery K.; Morens, David M. (January 2006).
the reproduction number for seasonal, pandemic, and “1918 influenza: the mother of all pandemics”. Emerging
zoonotic influenza: a systematic review of the literature. Infectious Diseases. 12. Coordinating Center for Infectious
BMC Infectious Diseases 14, 480 (2014). https://doi.
Diseases, Centers for Disease Control and Prevention. 12
org/10.1186/1471-2334-14-480
(1) 15–22. doi:10.3201/eid1201.050979. ISSN 1080-6059.
PMC 3291398. PMID 16494711. Retrieved 2009-04-17

This commentary represents the views of Beutel, Goodman & Company Ltd. as at March 9, 2020 and is subject to change without notice. It is provided
for information purposes only and is not intended to be, and should not be relied upon as, specific financial, investment, tax, legal or other advice.
©2020 Beutel, Goodman & Company Ltd. All rights reserved. Do not copy, distribute, sell or modify without the prior written consent of
Beutel, Goodman & Company Ltd.

