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Month in Review
The S&P 500 ended January -0.2% giving up all of its gains in a month-end selloff over concerns 
that the deadly coronavirus would dampen global growth. Meanwhile, global liquidity has gone 
through the roof and business activity can be expected to follow. It’s time to check our indicators 
to see how these conflicting forces have affected them. I have also provided a brief summary of my 

thoughts on the market going forward.

I.  CREDIT CYCLE
PHASE II:  EXPANSION

US STOCKS: GUARDED

LOW GUARDED ELEVATED HIGH SEVERE

The Risk Level for US Stocks is GUARDED. The combination of overbought markets and a potential 
“demand shock” emanating from China is a toxic brew. The OECD Leading Indicators for China, Europe 
and the US are all moving up which is positive for the stock market. However, the data does not reflect 
the impact from the Wuhan virus so it is less dependable. The short-term Swing Indicators are negative 

as well so we remain cautious.

INTERNATIONAL STOCKS: GUARDED

US HIGH QUALITY FIXED INCOME: LOW

What a difference a month makes! As the New Year began, the world appeared to be entering a new 
cycle of synchronized global growth, and assets that traditionally benefit at this stage such as emerging 
markets and commodities had begun to outperform. Then the viral outbreak hit, forcing China to take 
measures that will have a severe effect on its economy. In response, the Risk Level for International 

Stocks has risen to GUARDED reflecting the high level uncertainty surrounding the situation.

As noted earlier, high-quality bonds have benefited from a flight to quality and the Risk Level for 
US Fixed income Quality has dropped to LOW. Investors have rotated back to bonds as inflation 
expectations have fallen with oil prices and recession fears have resurfaced with the shuttering of 
the world’s second-largest economy. Once again, events abroad have conspired to keep inflation and 

interest rates low and money flowing freely from the Fed, all of which supports the bond market.

Don’t Worry, Be Happy! 

The fundamentals around the globe are turning up after a slowdown in 2019. Economic surprise indices 
are rising not only in the US but also in the Eurozone and even in the emerging markets. Global leading 
indicators and manufacturing purchasing managers’ indices are pointing to improving global growth. 
The earnings growth rate for companies in the MSCI World Index has started to rebound. Before the 
coronavirus scare, the stock, bond and commodity markets were all in sync and their message was 
“Don’t worry, be happy”. Since the scare, however, the markets are giving mixed messages with bonds 
and commodities warning of a potentially serious shock to the system while stocks go merrily on their 
way. Stocks have the wind at their back, but with oil prices and inflation expectations taking a hit it 

makes sense to hedge with bonds.

III.  LOOKING AHEAD

Find information on the latest market-moving events at 
BaldiniInvestmentStrategies.com/Resources

Call today to get my Month in Review straight to your inbox.
480-284-8203

Any opinions are those of Deborah Baldini and not necessarily those of RJFS or Raymond James. Expressions of opinion are as of this date and are subject to change 
without notice. Investing involves risk and investors may incur a profit or a loss. International investing involves special risks, including currency fluctuations, 
differing financial accounting standards, and possible political and economic volatility.  Investing in emerging markets can be riskier than investing in well-estab-
lished foreign markets. Bond prices and yields are subject to change based upon market conditions and availability.  If bonds are sold prior to maturity, you may 
receive more or less than your initial investment.  Holding bonds to term allows redemption at par value.  There is an inverse relationship between interest rate 
movement and bond prices.  Although this data is derived from information which we believe to be accurate (including, in some cases information provided to us 
by you) we cannot guarantee its accuracy.  The Dow Jones Industrial Average (DJIA) is a price-weighted average of 30 significant stocks traded on the New York 
Stock Exchange (NYSE) and the NASDAQ. The S&P 500 is an unmanaged index of 500 widely held stocks that is generally considered representative of the U.S. 
stock market. Inclusion of these indexes is for illustrative purposes only. Keep in mind that individuals cannot invest directly in any index, and index performance 
does not include transaction costs or other fees, which will affect actual investment performance. Individual investor’s results will vary. Past performance does 

not guarantee future results. 

II. RISK LEVEL INDICATORS

Credit conditions remain favorable but credit spreads have 
widened as the threat of a shutdown in China has spurred a 
flight to quality out of riskier bonds and into the safe haven of 
US Treasuries. The credit markets have been pricing in a strong 
rebound in global manufacturing but the epidemic has called that 
into question. The weight of the evidence still points to improving 
global growth, but it is more difficult to make that call until the 
full extent of the public health crisis is known.


