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The COVID-19 outbreak in Wuhan, China began
on January 17, 2020 and quickly spread to
more than 30 countries. Equity markets
around the world initially ignored the potential
risks of the virus; However, this week, risk-
based investments sold off sharply. In addition,
the Center for Disease Control and Prevention
(CDC) issued a warning to prepare for an
eventual outbreak of COVID-19 in the U.S,
adding additional negative sentiment

to markets.

Global Economics

China, the second largest economy in the world, is at risk
of entering a recession. Millions of Chinese citizens are
guarantined, cities are shut down, and travel and logistics
remain stifled, all of which could lead to economic growth
in China potentially contracting as much as 14 percent in
the first quarter.

There is some good news. The number of cases in

China seems to have stabilized and the government is
encouraging people to return to work. According to the
Chinese Commerce Bureau, about 70 percent of exporters
in the eastern Shandong and Zhejiang provinces, which are
major manufacturing hubs, have resumed production.

The wild card is the impact the month-long disruption in

the supply chain will have on the U.S. The disruption will
not be uniform, as many emerging economies, primarily in
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Asia, will be significantly impacted. Developed economies,
such as the U.S., may see relatively minor disruptions. The
growth impact will depend on the severity and duration of
the virus outbreak. Historically, U.S. growth rates weakened
modestly around disease epidemics and rebounded the
following quarter.

Equity Markets and Shocks

The stock market valuation was getting a bit frothy

even before the COVID-19 outbreak, with the S&P 500
hitting new highs. Then came the news that the virus was
spreading, and the market sold off sharply.

Earnings eventually drive stock prices. Interest rates

and inflation are primary drivers of equity valuations.
Corporate earnings in 2020 may be negatively impacted
by constrained supply chains and demand destruction. If
the virus is not contained quickly, our 5 percent earnings
growth outlook for the S&P 500 in 2020 is at risk.

Foreign sales account for approximately 30 percent of
aggregate S&P 500 revenues, while direct China revenues
are only 2 percent. However, China is a hub of global
supply chains, which could crimp sales and encumber U.S.
firms’ production.

Bear in mind that markets do correct; it is normal and
healthy. On average, markets have at least one correction
greater than 10 percent each year. Since 1980, the S&P
500 has an average intra-year correction of -13.8 percent.
The S&P 500 has gone 290 days without a 10 percent
correction.
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The chart below shows previous virus outbreaks and their impact on global equity markets. Virus outbreaks often have a
negative short-term impact on markets, but typically have a strong recovery over the following months. For example, the
MSCI World Index returned 22 percent six months following the SARS outbreak in 2003.

MSCI World Index During Global Epidemics
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Bond Market and Shocks The History Of Viral Outbreaks
The bond market is signaling, and has been for quite some BPs BPs
time, deteriorating economic conditions. The recent rally .
in bond prices, which has pushed yields down, is due
to the virus outbreak. This is a common pattern during o \ o

shocks. Analyzing five prior epidemics, Treasuries tend to
outperform the S&P 500 immediately after the outbreak.
This is due to a risk-off reaction, as investors seek a safe
harbor in U.S. Treasuries. However, three to six months
after an outbreak, U.S. equites outperform bonds and
yields normalize.

The chart to the right supports lower yields in an epidemic.
Typically, yields fall by approximately 60 basis points.
Since the outbreak on January 17, the 10-year Treasury
yield is down 50 basis points.

Interest rates appear to be pricing in the worst-case
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Conclusion
We are not recommending any changes to our asset allocation strategy at this time. We have a modest risk-off posture.
Inside our equity allocation, we remain overweight U.S. equities, as the U.S. remains a safe harbor relative to the rest of

the world.

GDP growth impact will depend on the severity of the virus outbreak. In the U.S., GDP could be negatively affected by
0.80% in the first quarter. However, much of that may be recovered in the second or third quarter. Annual GDP in 2020
may be impacted by 0.10% and skewed to the downside depending on the containment of the virus. Our current 2020 U.S.
GDP forecast remains at 1.6-2.2 percent.

KC Mathews

CFA/Chief
Investment
Officer

DISCLOSURE AND IMPORTANT CONSIDERATIONS

UMB Investment Management is a division within UMB Bank, n.a. that manages active portfolios for employee benefit
plans, endowments and foundations, fiduciary accounts and individuals. UMB Financial Services, Inc.* is a wholly
owned subsidiary of UMB Financial Corp and an affiliate of UMB Bank, n.a. UMB Bank is a subsidiary of
UMB Financial Corp.

This report is provided for informational purposes only and contains no investment advice or recommendations to buy
or sell any specific securities. Statements in this report are based on the opinions of UMB Investment Management and
the information available at the time this report was published.

All opinions represent our judgments as of the date of this report and are subject to change at any time without
notice. You should not use this report as a substitute for your own judgment, and you should consult professional
aadvisors before making any tax, legal, financial planning or investment decisions. This report contains no investment
recommendations and you should not interpret the statements in this report as investment, tax, legal, or financial
planning advice. UMB Investment Management obtained information used in this report from third-party sources it
believes to be reliable, but this information is not necessarily comprehensive and UMB Investment Management does
not guarantee that it is accurate.

All investments involve risk, including the possible loss of principal. Past performance is no guarantee of future results.
Neither UMB Investment Management nor its affiliates, directors, officers, employees or agents accepts any liability for
any loss or damage arising out of your use of all or any part of this report.
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* Securities offered through UMB Financial Services, Inc. Member FINRA, SIPC or the Investment Banking Division
of UMB Bank, n.a.

Insurance products offered through UMB Insurance Inc.
You may not have an account with all of these entities. Contact your UMB representative if you have any questions.

SECURITIES AND INSURANCE PRODUCTS ARE:

NOT FDIC INSURED « NO BANK GUARANTEE
NOT A DEPOSIT « NOT INSURED BY ANY
GOVERNMENT AGENCY « MAY LOSE VALUE
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