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The S&P 500 peaked on February 19, even as news of the spreading
coronavirus and its potential danger to health and the economy
COLIN MOORE
Global Chief
Investment Officer

continued to unfold. On that day, the VIX (CBOE Volatility index) closed
at 14.4. In the ensuing weeks, volatility increased dramatically as
markets began to react to unfolding global and local events. From the
outset, we have highlighted the need to help companies, individuals and
municipalities with liquidity, and to communicate a coordinated effort,
consisting of public health measures, fiscal stimulus and a monetary
response. Above all, we have emphasized that solving the liquidity issue
is critical to preventing longer term economic damage.
The lack of a coordinated response on this major issue spooked
investors, and the markets were unimpressed using the “old” tool kit of
rate cuts. More recently, the U.S. Federal Reserve has announced help
with commercial paper liquidity, municipal bonds, mortgage-backed
securities and corporate debt to help liquidity in financial markets. We
are grateful that global central banks are focusing on liquidity and not
just interest rates, but the Fed and other central banks alone cannot
solve this crisis.
Today the VIX hovers near 60 and it is very rare that the market can
sustain volatility at this level. We may be entering a new, more
thoughtful phase of market activity, one that is more informed by
rational decision making. It is important to note the VIX is not predictive.
Current high levels do not necessarily mean that volatility will remain
high, particularly if the various liquidity measures we seek are
implemented. One of the things that people sometimes get wrong about
the VIX is that falling levels do not equate to a leveling out of the
market. We may not have seen the market bottom in the current
decline, but we may see the daily swings gradually get smaller.
Like most market turning points, there will be winners and losers. Our
research will focus on identifying them at both the industry and company
levels. Shocks to the economy can result in permanent structural
changes, from the mundane, like the possibility of better hygiene across
the population, to the more economically practical, e.g. “working from
home” arrangements that may result in longer-term changes to the
commercial real estate and video conferencing industries.
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The short-term disruption in cash flows, the basis for stock and bond valuation, has caused
multiples on the S&P 500 to contract 3 to 6 points. It is hard to be precise because of the
uncertainty for earnings in 2020. I am intrigued by where we are now on valuation, as current
valuations appear to be discounting a long-term disruption. For those who believe economic
disruption will be relatively short-lived, as I do, opportunity is being created in financial markets. I
see the possibility of 20% upside, or more, 12 months from now. We are coming to that bottoming
process in my opinion, particularly if the markets get more confidence that coordinated measures
around liquidity will be implemented very soon.
Bottom-up fundamental analysis at the industry and company level will be extremely important as
we move forward. Some industries will suffer a greater impact than others from the fallout (e.g.,
travel and hospitality), but in aggregate, the long-term damage may now be over-estimated.
Our view remains that we will return to the aggregate economic activity level of the 4th quarter
2019 within 6 quarters of the peak infection rate. As discounting mechanisms, financial markets
tend to move ahead of actual economic activity, therefore we should see markets normalize
faster. As we have stated previously, this situation has numerous interdependencies that require
extensive research, and this is where we rely on our research team. We know more than we knew
a month ago, but this is still as dynamic a situation as we have ever faced.
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The Cboe Volatility Index® (VIX® Index) is a calculation designed to produce a measure of constant, 30-day expected
volatility of the U.S. stock market, derived from real-time, mid-quote prices of S&P 500® Index (SPXSM) call and put
options.
S&P 500 Index includes 500 leading companies and covers approximately 80% of available market capitalization.
It is not possible to invest in an index.
Past performance does not guarantee future results.
The illustrations here are not intended to be representative of the performance of any particular investment. Such information has
inherent limitations and may not be indicative of future results. It is important to keep in mind that no formula, model or tool can in
and of itself be used to determine which securities to buy or sell, or when to buy or sell them.
The views expressed are as of the date given, may change as market or other conditions change and may differ from views
expressed by other Columbia Management Investment Advisers, LLC (CMIA) associates or affiliates. Actual investments or
investment decisions made by CMIA and its affiliates, whether for its own account or on behalf of clients, may not necessarily reflect
the views expressed. This information is not intended to provide investment advice and does not take into consideration individual
investor circumstances. Investment decisions should always be made based on an investor's specific financial needs, objectives,
goals, time horizon and risk tolerance. Asset classes described may not be suitable for all investors. Since economic and market
conditions change frequently, there can be no assurance that the trends described here will continue or that any forecasts are
accurate. Information provided by third parties is deemed to be reliable but may be derived using methodologies or techniques that
are proprietary or specific to the third-party source.
This document and the information contained herein is for informational purposes only and should not be considered a solicitation
or offer of any investment product or service to any person in any jurisdiction where such solicitation or offer would be unlawful.
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