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Sectors that surprised in the 
coronavirus market drawdown 
 

 

 

• Retailing and Autos as well as Software & Services 
generated unexpectedly elevated returns.  
 

• Sector-level assumptions about potential resilience or 
weakness during a market drawdown are not always 
borne out. 

 

 
 
 
 
 
 
 
 

 
 

 
Between January 17 and January 31 2020, world markets fell 
2.98% as news reports about the coronavirus saturated the 
media.2  In this commentary, we’ll compare actual sector 
performance during the January market drawdown with typical 
expectations for sector performance under these types of market 
conditions. For a few sectors that were particularly surprising, 
we’ll explore reasons why expectations and performance 
diverged.  
 

 
Performance across sectors during the drawdown 
 

A review of GICS3 segment performance as news of the coronavirus 
broke reveals a few surprises. Figure 1 on the next page plots sector 
returns during the January 17-31 period against beta.4 The blue dots 
represent sectors in which the market reaction was in line with 
conventional expectations for a broad market selloff. The orange 
dots highlight sectors in which the market reaction ran contrary to 
expectations.  
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 

                                                           
1 CFA® is a trademark of the CFA Institute 
2 MSCI World Index. 
3 Global Industry Classification Standard. 
4 “Beta” measures the risk that arises from overall movement in markets. A portfolio of all investable assets has a beta of exactly 1. A beta value larger than 1 generally indicates 
higher volatility compared to the market. 
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Figure 1. Sector-level returns versus beta from 17 January through 31 January 
 

 
• Blue dots = In line with typical expectations  

• Orange dots = Contrary to typical expectations 
Source: Axioma, Bloomberg Finance L.P., as of 31 January 2020. GICS Sectors and Industry Groups in MSCI World Universe represented. Axis crosses at -
2.98%, the aggregate return of MSCI World Index from January 17 through January 31. Past performance is not a reliable indicator of future performance. 

 

In general, Figure 1 shows that performance of different segments turned out as expected. Traditionally defensive 
sectors such as Utilities and Real Estate did very well; cyclical sectors such as Energy, Consumer Durables, 
Consumer Services, Materials and Transportation did poorly. But a few sectors – Retailing, Automobiles, 
Software & Services, and Health Care Equipment & Services – defied expectations. 
 
Retailing and Autos (cyclical sectors) as well as Software & Services (generally a high-beta sector) each 
generated unexpectedly high returns over the period. Digging deeper by sector illuminates the underlying reasons 
for these positive sector-level surprises. 
 
In Retailing and Autos, megacap outliers lifted aggregate returns, while the rest of the segment suffered a large 
decline. Most Retailing companies, for example, showed returns worse than -5%, but one particular megacap 
internet retailer’s stock surprised on earnings and lifted the overall average for the sector. Autos delivered 
relatively strong returns in aggregate, but the distribution of returns in Autos was skewed by one electric car 
manufacturer with off-the-charts returns (up 27%). The median return across the Autos segment was close to -6% 
(see Figure 2). 
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Figure 2. Spread of security returns within each GICS Industry Group (box plot) and 
aggregate return for the group (blue dot) 
 

 
 
Source: MSCI, Bloomberg Finance LP, as of 31 January 2020. MSCI World stocks; axis crosses at -2.98%, the aggregate return of MSCI World over that 
period. Box plot crosses at the median return for all stocks in the segment. Past performance is not a reliable indicator of future performance. 

 

Drilling deeper into the underlying GICS segments is necessary to understand performance in the Software & 
Services and Healthcare Equipment & Services sectors. In the Software sector, many stocks in the cloud 
computing segment delivered very strong earnings that surprised the market, driving returns upward. Software 
stocks and their intangible assets also seemed to be unaffected by concerns tied to the very tangible effects of 
the coronavirus. The weakness in Healthcare was driven by substantial declines for Healthcare Providers, 
including Health Insurance companies, which suffered amid expectations of increasing costs related to treating 
patients with the virus. Healthcare Providers, including Insurers, returned -7.6% over the period, while Healthcare 
Equipment & Supplies firms slightly outperformed the market on average, but still experienced negative absolute 
returns of -2.5%. 
 
 

Figure 3. Spread of returns within each GICS Industry Group (box plot) and aggregate 
return for the group (blue dot) 
 

 
 
Source: MSCI, Bloomberg Finance LP, as of 31 January 2020. MSCI World stocks; axis crosses at -2.98%, the aggregate return of MSCI World over that 
period. Box plot crosses at the median return for all stocks in the segment. Past performance is not a reliable indicator of future performance. 
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Our current views of these segments 
 
Retailing 
Some Retailing stocks are attractive, but in general this is not a key sector for us right now. The megacap stock 
dominating the sector is too expensive on all valuation angles. 
 
Software & Services 
In aggregate, both the Software and IT Services segments are much more expensive than other segments of the 
market. Investors have been rewarding these companies, and earnings forecasts are being revised upward, so 
sentiment is very positive. We find better quality characteristics in some of the more mature companies in the IT 
Services segment and have found select names there to invest.  
 
Autos 
As a whole, autos are relatively cheap, but sentiment on this segment has not improved much beyond the small 
turnaround caused by last year’s relaxation of trade tensions. Therefore we hold positions in only select names in 
this sector. 
 
Health Care Equipment and Services 
We prefer Pharma over Providers and Services, but we also like some Health Care Equipment companies. We’ve 
been reducing our position in Healthcare Providers due to elevated risk connected to upcoming elections, so our 
portfolios have relatively little exposure there. 
 

The bottom line 
When seeking defensive equity positions, it’s wise to avoid relying solely on sector-level assumptions about 
potential resilience or weakness during a market drawdown. We believe careful stock selection which takes value, 
quality, and sentiment into account is much more likely to be effective over the long term. 
 

Portfolio positioning and performance5 

Global Markets   initially   rallied   hard   through   most   of   January   on   positive   trade   deal   momentum,  
before  selling  off  sharply  on  coronavirus  fears to end in slightly negative territory (local currency terms). With 
China’s market closed due to Chinese New Year and the closure extended due to the coronavirus, the Hang Seng 
(-6.7% local) was the worst performer due to its high China exposure. Riskier markets lagged, with MSCI 
Emerging Markets index down 3.3% (local).  Among  Global  Developed Market sectors,  Utilities,  IT  and  REITs  
outperformed,  while  Energy, Materials and Financials underperformed the most. 
 
The State Street Global Equity Fund underperformed its benchmark during the month. January was characterised 
by strong returns of growth and momentum stocks, and corresponding underperformance of value stocks. Having 
a lower exposure to Energy and Materials added value, but was more than offset by our lower than benchmark 
weight in IT (not holding Microsoft and Apple) and negative stock selection within Discretionary (not holding 
Amazon). The fund underperformed over the past 12 months; having a lower exposure to IT was the single 
biggest detractor, taking away 3.3% from benchmark relative performance (again, not holding Apple and 
Microsoft). On the other hand, having a lower than benchmark exposure to Energy and good stock picking within 
Materials contributed positively. 
 
 
 
 
 
 
 

                                                           
5 Bloomberg Finance, L.P. SSGA as at 31 January 2020. Past performance is not a reliable indicator of future performance. This information should not be 
considered a recommendation to buy or sell any security or sector shown. It is not known whether the securities or sectors shown will be profitable in the 
future. Characteristics are as of the date indicated, subject to change, and should not be relied upon as current thereafter. 
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Disclosure 

 

ssga.com 
 

Issued by State Street Global Advisors, Australia Services Limited (AFSL Number 274900, ABN 16 108 671 441) (“SSGA, ASL”). Registered office: Level 
17, 420 George Street, Sydney, NSW 2000, Australia · Telephone: +612 9240-7600 · Web: www.ssga.com. State Street Global Advisors, Australia, Limited 
(AFSL Number 238276, ABN 42 003 914 225) (“SSGA Australia”) is the Investment Manager. 

References to the State Street Global Equity Fund ("the Fund") in this communication are references to the managed investment schemes domiciled in 
Australia, promoted by SSGA Australia, in respect of which SSGA, ASL is the Responsible Entity. This general information has been prepared without taking 
into account your individual objectives, financial situation or needs and you should consider whether it is appropriate for you. You should seek professional 
advice and consider the product disclosure document, available at www.ssga.com, before deciding whether to acquire or continue to hold units in the Funds. 

Investors should read and consider the relevant Product Disclosure Statement (PDS) for a Fund carefully before making an investment decision. A copy of 
SSGA’s Managed Fund PDS’s are available at www.ssga.com.au 

This material should not be considered a solicitation to apply for interests in the Funds and investors should obtain independent financial and other 
professional advice before making investment decisions. There is no representation or warranty as to the currency or accuracy of, nor liability for, decisions 
based on such information. 

The information provided does not constitute investment advice and it should not be relied on as such.  It should not be considered a solicitation to buy or an 
offer to sell a security.  It does not take into account any investor’s particular investment objectives, strategies, tax status or investment horizon.  You should 
consult your tax and financial advisor. 

All information has been obtained from sources believed to be reliable, but its accuracy is not guaranteed. There is no representation or warranty as to the 
current accuracy, reliability or completeness of, nor liability for, decisions based on such information.  

The views expressed are the views of Olivia Engel through the period ended 14 February 2020 and are subject to change based on market and other 
conditions. This document contains certain statements that may be deemed forward-looking statements. Please note that any such statements are not 
guarantees of any future performance and actual results or developments may differ materially from those projected.  

Investing involves risk including the risk of loss of principal. Actively managed funds do not seek to replicate the performance of a specified index.  Equity 
securities may fluctuate in value in response to the activities of individual companies and general market and economic conditions.  

Investing in foreign domiciled securities may involve risk of capital loss from unfavorable fluctuation in currency values, withholding taxes, from differences in 
generally accepted accounting principles or from economic or political instability in other nations.  

Investments in emerging or developing markets may be more volatile and less liquid than investing in developed markets and may involve exposure to 
economic structures that are generally less diverse and mature and to political systems which have less stability than those of more developed countries.  

Currency Risk is a form of risk that arises from the change in price of one currency against another. Whenever investors or companies have assets or 
business operations across national borders, they face currency risk if their positions are not hedged.  

Currency Hedging involves taking offsetting positions intended to substantially offset currency losses on the hedged instrument. If the hedging position 
behaves differently than expected, the volatility of the strategy as a whole may increase and even exceed the volatility of the asset being hedged. There can 
be no assurance that the Fund's hedging strategies will be effective. 

Actively managed funds do not seek to replicate the performance of a specified index. 

The fund is actively managed and may underperform its benchmarks. An investment in the Fund is not appropriate for all investors and is not intended to be 
a complete investment program. Investing in the Fund involves risks, including the risk that investors may receive little or no return on the investment or that 
investors may lose part or even all of the investment. 

The MSCI World Index is a trademark of MSCI Inc.  

MSCI indices are the exclusive property of MSCI Inc. ("MSCI"). MSCI and the MSCI index names are service mark(s) of MSCI or its affiliates and have been 
licensed for use for certain purposes by State Street Global Advisors ("SSGA"). The financial securities referred to herein are not sponsored, endorsed, or 
promoted by MSCI, and MSCI bears no liability with respect to any such financial securities. No purchaser, seller or holder of this product, or any other 
person or entity, should use or refer to any MSCI trade name, trademark or service mark to sponsor, endorse, market or promote this product without first 
contacting MSCI to determine whether MSCI's permission is required. Under no circumstances may any person or entity claim any affiliation with MSCI 
without the prior written permission of MSCI. 

All the index performance results referred to are provided exclusively for comparison purposes only. It should not be assumed that they represent the 
performance of any particular investment. 

The trademarks and service marks referenced herein are the property of their respective owners. Third party data providers make no warranties or 
representations of any kind relating to the accuracy, completeness or timeliness of the data and have no liability for damages of any kind relating to the use 
of such data.  

The whole or any part of this work may not be reproduced, copied or transmitted or any of its contents disclosed to third parties without SSGA Australia’s 
express written consent. 

www.ssga.com 

©2020 State Street Corporation. All Rights Reserved.  

Tracking: 2912960.1.2.ANZ.RTL 

Exp. Date: 28/02/2021 

 

 


