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R Thoughts – Market Update #2 – March 12, 2020 

Within the past 24 hours most equity markets worldwide have entered a “bear market”- generally 

classified as a decline of 20%+ from their previous and most recent highs. (1)  As of this writing (9:30am 

March 12, 2020) the Dow Jones Industrial Average and the S&P 500 Index show declines of over 25% 

from their highs established in late February of this year. (2) 

In our opinion the stock markets are currently dealing with three issues which are obviously causing a 

dramatic downward repricing of assets – the Coronavirus, the Credit Markets and the 2020 Presidential 

election.   

We discussed the effects of the Coronavirus on the equity markets in our Market Update which we 

emailed out on February 27th.  It has now been classified as a “pandemic” by the World Health 

Organization.  According to the World Health Organization a pandemic is declared “when a new disease 

for which people do not have immunity spreads around the world beyond expectations.” (3) This one 

event has led to a tremendous amount of uncertainty and angst as its’ ultimate effect on economies 

worldwide is impossible to predict at present. The one thing that we do know is that stock markets hate 

and do not deal with uncertainty well.  This has become a very emotional topic as this virus will likely 

have some effect on all human behaviors worldwide.   

The Credit Markets – Corporate, Municipal and Government debt markets – are becoming more 

concerned with the repayment of principal and interest of corporations and municipalities at maturity.  

Yield spreads (the interest rates) between lower quality corporate bonds and U.S. Government bonds 

are currently expanding and the pricing of corporate bonds in the marketplace is currently declining.  

This, with the backdrop of U.S. Treasury Bonds interest rates declining to record levels indicates, to us, a 

concern by investors that some corporations may find difficulty in meeting debt service obligations out 

into the future. This is currently especially acute in the energy sector where oil prices have collapsed to 

multi-year lows.   

The uncertainty on how the Coronavirus affects the economy and therefore the potential to influence 

the results of the U.S. Presidential election in November are also adding to list of concerns for market 

participants.  Any movement away from the pro-growth, lower regulatory, lower tax policies currently in 

place would, in our view, be met with an initial negative response by the U.S. stock markets. 

As we stated in our Market Update on the 27th of February, “As stewards of clients’ investment capital 

we are in the business of identifying and pricing risk in the securities markets.  For this reason we have 

been preparing for this increased volatility for several months now and have continued to lower the risk 

profile across accounts by increasing cash levels and other measures – even before this recent bout of 

anxiety regarding the Coronavirus has surfaced.”   

In our Tactical Growth Accounts in which we manage on your behalf we have continued to hold to and 

increase our overall defensive postures (increase cash levels lowered net equity exposure) which, at 
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present, has allowed the accounts to generally accept significantly less downside capture than that of 

the overall equity markets. (4)  We have preached about risk management strategies in the concept of 

overall portfolio management for a number of years now and those principles are, at present, finally 

being rewarded.   

Given a 25% decline in stock prices over the past month one might be correct in asking the question 

what would make you more constructive on stocks and begin reallocating funds from cash back into risk 

assets?   

Quoting Mike Wilson Morgan Stanley’s Chief Equity Strategist in his research piece this morning, March 

12th, “The virus and oil shocks are very real threats to the economy and financial markets have 

appropriately moved to price a U.S. recession.  We are now trading slightly below our downside case on 

the S&P 500 and believe it is time to start adding to equity risk for longer term investors.  Fed action is 

likely to be imminent, swift and substantial.  While that will not prevent a recession it is part of the 

bottoming process especially if fiscal policy flows from multiple regions of the world.” (5) 

Mike’s opinions hold weight with us as he was one of the many sources that we used in order to get 

more defensive in our managed accounts in the second half of 2019.  

We concur with Mike – there is a time to start adding to stocks, especially after a 25% decline – but we 

are not so sure it’s just right at this time and price.  Currently, the supply of stocks for sale is 

overwhelming the demand for stocks resulting in lower prices.  As we observe positive changes in the 

supply/demand relationship for stocks we would then become more constructive on risk assets in 

general. 

The time period between February 19th and March 12th, 2020 is the shortest period of time ever for the 

market to decline 25% and as such the latest drawdown stands out for its speed more than its size. (6) 

The velocity of this decline has been disconcerting even for those of us with many decades of market 

experience.   

The last few weeks have been an unnerving period for all of us.  We have no idea on how long this 

period will last and ultimately what happens to the financial markets in the short run.  What we do know 

is that we entered this period of increased volatility and uncertainty with a generally defensive stance in 

the accounts we manage on your behalf and these risk management concepts have served us well 

throughout this market decline.   

Moving forward we will continue to adhere to our investment principles, strategies and unemotional 

disciplines’ and will adjust the “dimmer switch of risk” as necessary in either direction depending on 

market conditions and outlooks.   

Please don’t hesitate to reach out to one of us with any questions or concerns.   
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Disclaimers  

This material does not provide individually tailored investment advice.  It has been prepared without regard to the 

individual financial circumstances and objectives of persons who receive it.  The strategies and/or investments 

discussed in this material may not be suitable for all investors.  Morgan Stanley Wealth Management recommends 

that investors independently evaluate particular investments and strategies, and encourages investors to seek the 

advice of a Financial Advisor.  The appropriateness of a particular investment or strategy will depend on an 

investor’s individual circumstances and objectives. 
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Bonds are subject to interest rate risk. When interest rates rise, bond prices fall; generally the longer a bond's 

maturity, the more sensitive it is to this risk. Bonds may also be subject to call risk, which is the risk that the issuer 

will redeem the debt at its option, fully or partially, before the scheduled maturity date. The market value of debt 

instruments may fluctuate, and proceeds from sales prior to maturity may be more or less than the amount 

originally invested or the maturity value due to changes in market conditions or changes in the credit quality of the 

issuer. Bonds are subject to the credit risk of the issuer. This is the risk that the issuer might be unable to make 

interest and/or principal payments on a timely basis. Bonds are also subject to reinvestment risk, which is the risk 

that principal and/or interest payments from a given investment may be reinvested at a lower interest rate. 

 

The individuals mentioned as the Portfolio Management Team are Financial Advisors with Morgan Stanley 

participating in the Morgan Stanley Portfolio Management program.  The Portfolio Management program is an 

investment advisory program in which the client’s Financial Advisor invests the client’s assets on a discretionary 

basis in a range of securities. The Portfolio Management program is described in the applicable Morgan Stanley 

ADV Part 2, available at www.morgan stanley.com/ADV or from your Financial Advisor.   

 

Tax laws are complex and subject to change. Morgan Stanley Smith Barney LLC (“Morgan Stanley”) , its affiliates 

and Morgan Stanley Financial Advisors and Private Wealth Advisors do not provide tax or legal advice and are not 

“fiduciaries” (under ERISA, the Internal Revenue Code or otherwise) with respect to the services or activities 

described herein except as otherwise provided in writing by Morgan Stanley and/or as described at 

www.morganstanley.com/disclosures/dol. Individuals are encouraged to consult their tax and legal advisors (a) 

before establishing a retirement plan or account, and (b) regarding any potential tax, ERISA and related 

consequences of any investments made under such plan or account .   

 

Past performance of any security is not a guarantee of future performance. There is no guarantee that this 

investment strategy will work under all market conditions.  Holdings are subject to change daily, so any securities 

discussed in this profile may or may not be included in your account if you invest in this investment strategy. Do 

not assume that any holdings mentioned were, or will be, profitable.   

 

The performance, holdings, sector weightings, portfolio traits and other data for an actual account may differ from 

that in this material due to various factors including the size of an account, cash flows within an account, and 

restrictions on an account.   

 

The views expressed herein are those of the author and do not necessarily reflect the views of Morgan Stanley 

Wealth Management or its affiliates. All opinions are subject to change without notice. Neither the information 

provided nor any opinion expressed constitutes a solicitation for the purchase or sale of any security. Past 

performance is no guarantee of future results. 

 

Information contained herein has been obtained from sources considered to be reliable, but we do not guarantee 

their accuracy or completeness. 

 

Diversification does not assure a profit or protect against loss in a declining market. Dow Jones Industrial Average 

is a price-weighted index of the 30 “blue-chip” stocks and serves as a measure of the U.S. market, covering such 

diverse industries as financial services, technology, retail, entertainment and consumer goods. An investment 

cannot be made directly in a market index. 

 

The Standard & Poor's (S&P) 500 Index tracks the performance of 500 widely held, large-capitalization US stocks. 

The Dow Jones Industrial Average is a price-weighted average of 30 blue-chip stocks that are generally the leaders 

in their industry.   An investment cannot be made directly in a market index. 
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