
CORONAVIRUS: HANDLING THE 
UNPREDICTABLE IMPACT OF A 
BLACK SWAN EVENT

The world has entered a new phase as the coronavirus 
pandemic shuts down large sections of the world 
economy and sends equity markets spiralling.

It puts an end to several years of ultra-strong market 
performance, including double-digit gains across most 
major asset classes last year.

Record equity market highs have now been replaced 
with wild intraday swings showing just how much fear 
is driving investment decisions. By mid-March, the RBA 
was ready to purchase Australian government bonds to 
ensure liquidity while ASIC limited the number of daily 
trades of large equity market participants. 

The situation is changing daily but it is clear the world 
has not faced such turmoil since the global financial 
crisis more than a decade ago. The 9.7% drop on the 
Australian share market on March 16 was the largest 
in history, eclipsing the 8.3% drop on October 10, 2008, 
during the height of the GFC.

Markets have previously rebounded very quickly from 
falls over the past decade as investors equated ongoing 
central bank stimulus as an unstoppable force driving 
markets ever higher. That bubble has finally burst with 
the actions of the US Fed and RBA now having no 
impact on plunging markets or economic activity. 

Greater financial liquidity can’t cure a virus or the primal 
fear it has caused. The onus now falls on government 
fiscal policy to dampen the economic fallout. The 
Morrison government’s initial $17.6 billion stimulus 

package is likely to be followed by even more financial 
support in an effort to stave off a recession.

WHERE TO FROM HERE?
Many countries, including Australia, were clearly ill-
prepared to handle a potential pandemic and were too 
slow to take the threat seriously. While the mortality rate 
of coronavirus appears to be relatively low (so far), it is 
more easily spread than most pandemics given carriers 
may show no symptoms.

The average time it takes to double the number of 
coronavirus could be about 6.2 days, meaning there 
are many thousands of undiagnosed cases around the 
world right now.  

Containment is impossible and the challenge is to 
limit the spread over time to avoid overwhelming the 
hospital system. Given time, a vaccine can be developed, 
bringing the risk under control.

While some countries such as South Korea have taken 
a textbook containment approach to limit the longer-
term health and economic damage, countries such as 
the US have not. 

The US has done the fewest tests per capita of any 
affected country, meaning there are likely to be 
thousands of unreported cases. Many Americans are 
forced to pay outrageous sums of money for basic 
health care, although a bill (yet to pass the Senate) has 
proposed free testing, increased financial assistance for 
treatment and a 14-day guarantee of paid sick leave for 
all workers. 

The worst of the coronavirus impact on the world’s 
biggest economy may be yet to come.
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https://www.rba.gov.au/media-releases/2020/mr-20-07.html
https://asic.gov.au/about-asic/news-centre/find-a-media-release/2020-releases/20-062mr-asic-takes-steps-to-ensure-equity-market-resiliency/
https://www.liberal.org.au/latest-news/2020/03/12/economic-stimulus-package
https://www.liberal.org.au/latest-news/2020/03/12/economic-stimulus-package
https://medium.com/@tomaspueyo/coronavirus-act-today-or-people-will-die-f4d3d9cd99ca
https://www.abc.net.au/news/2020-03-15/three-reasons-why-america-coronavirus-testing-is-so-low/12052936
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INVESTING BEYOND FEAR AND PANIC 
Innova believes in constructing portfolios that work with 
investor behaviour, rather than against it. Portfolios should 
take on the minimum risk to enable clients to reach their 
personal goals. 

Unfortunately, many funds in the market have been 
constructed to top the monthly performance rankings. 
Sadly, this crisis will show some investors just how exposed 
their portfolios really were, creating more pressure.

With emotions running high, people are selling at the worst 
possible time. By mid-March, the Australian equity market 
had fallen to levels last seen in April 2016 and the US equity 
market to levels last seen in February 2017, meaning many 
investors are falling into the trap of ‘selling low’ after ‘buying 
high’. This is why we say returns matter, but behaviour 
matters more. 

We believe the Innova portfolios have appropriate hedging 
in place and should be in a sound position given equity 
market selloffs – even large ones – are a normal part of 
investing. We’re more likely to be a buyer rather than a seller 
during a big market sell-off but this requires an objective, 

systematic approach to investing. 

It’s important to be humble during 
unforeseen crises as nobody can 
know just how a viral pandemic will 
play out. A process, however rigorous, 
shouldn’t be followed blindly. That’s 
why we also have in place a subjective 
review process (although being aware 
that this should not be a window to 
let behavioural biases seep through). 

We are modelling various economic 
impacts by analysing data such as 
trade flows, PMI data, retail sales and 
putting in place strategies to hedge or 
take advantage of possible scenarios.

Our investor updates offer more 
information about how we are 
specifically shifting the portfolios but 
there are two possible macro impacts 
of the fiscal stimulus about to kick off:

Deflation

With the economic fallout growing by the day as wholesale 
closure of public events and workplaces curbs productivity, 
demand for goods and services will fall, depressing prices 
over the short term. A possible global recession could 
be highly deflationary, which equity markets are only 
beginning to price in.

Inflation 

An inflationary spike seems to the last thing anyone is prepared 
for – it is not being priced anywhere in markets except for 
gold. But it is a possibility driven by a huge financial stimulus 
injection. Supply chains will be redrawn, marking another  
shift away from years of deflationary globalisation. The 
possibility of an inflationary spike re-emerging within the next 
few years shouldn’t be discounted.

Innova has both inflationary and deflationary hedges (as 
they require different instruments) in our portfolios.

As the world enters unknown territory, it’s more important 
than ever to keep a cool head and stick to long-term 
investment fundamentals.

Australia
S. Korea
Bahrain

San Marino
Singapore

Canada

Japan

Germany

Denmark

Italy

Iceland

Norway

Spain

Greece
Sweden

Austria
Malaysia

France
Netherlands

UAE
Switzerland

Belgium

Iraq

Iran

U.K.

USA

0% 20% 40%

Countries beyond this threshold 
double cases every 2 days
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FIGURE 1: DAILY GROWTH RATE OF CASES BETWEEN MARCH 5 AND MARCH 6


