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Summary and Major Conclusions:
The economic impact of the
coronavirus will be negative
in the short term but the
economic damage should
be transitory. World equity
and fixed-income markets
have overreacted to the
crisis, but emotion and
momentum are moving the
markets. Further equity
price declines cannot be
ruled out in coming days
and weeks. The longer-term
investment outlook is
more favorable. US and
world equity markets should
generate decent returns
over the next six to nine
months, and massively
outperform bonds.
Economically sensitive
stocks — and value stock
managers — should
outperform the overall
domestic stock index.
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 The world economy is being held hostage by the virus. The epidemic has spread
rapidly beyond China and into Asia and parts of Europe and the Middle East, with no
end in sight.
 Above all else, financial markets detest uncertainty, and there are very few definitive
answers at the moment. Markets prefer conclusive bad news rather than total
uncertainty, which explains why investors have panicked, pursuing a massive flight
from risk assets and stampede into safe-haven assets.
 COVID-19 has already dealt the world economy a severe blow, most notably in China
and nearby Asia. The impact on the US economy has been mild to date.
 The primary economic impact is derived from public health countermeasures to
contain the virus, rather than the sickness itself. Quarantine measures and other
efforts to contain the spread of the virus have negatively affected all forms of
business and economic activity.
 Chinese tourism and business travel are on hold; airlines have significantly curtailed
flights to Asia; the closure of China’s factories has disrupted global supply chains;
and consumer spending has weakened because of quarantines and store closures.
 Financial markets will be at risk until the number of new cases outside of China
reaches a peak, which is impossible to determine at this time. Asset prices tend to
move to extreme levels during periods of panic, along with heightened volatility.
 The number of new cases outside of China is rising rapidly just as the number of
cases inside China appears to be peaking. Chinese authorities are encouraging
businesses to resume production and employees to return to work. Hopefully, these
government directives will not reverse the decline in new cases within China.
 The US economy is more insulated than Asia and Europe but is not immune. I have
revised first quarter US GDP growth from 2% to 1.5%. US exports of goods and
services to China will decline, while local production could be temporarily disrupted.
 First quarter GDP forecasts for China and the world economy have been severely
downgraded. Instead of 6%, I am now expecting less than 3% GDP growth for China.
I have revised my forecast for Q1 world GDP from 3.3% to 2.5%.
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 For the full year, my GDP estimates are only slightly lower than those prior to the
outbreak. My 2020 forecast assumes GDP growth of 5.5%, 2.5%, and 3.3% for
China, the US, and the world economies, respectively.
 Company earnings are vulnerable to negative surprises in Q1 and to a lesser degree
in Q2. Profits of US multinationals are especially at risk. Under my base-case
scenario, earnings should bounce back strongly in the second half of the year.
 Assuming a peak in new cases worldwide in the spring months — which is far from
certain — world GDP will improve somewhat in Q2, with a more noticeable recovery
in Q3 and Q4. The epidemic will be a short-term economic drag but is unlikely to
derail the US expansion.
 World GDP should rebound strongly in the second half of this year and for much of
2021. Conversely, if the COVID-19 epidemic morphs into a pandemic, a world
recession would become increasingly likely.
 Increased government stimulus from the major economies is likely to super-charge
the world economic recovery later this year. In particular, Chinese policymakers have
announced a new round of fiscal and monetary initiatives to support growth. In
principle, policymakers always respond to economic shocks with increased
government stimulus.
 World equity and fixed-income markets have overreacted to the crisis, but emotion
and momentum are moving the market. Further equity price declines cannot be ruled
out in coming days and weeks.
 I had warned in my weekly reports in January and early February that US equity
market valuations were stretched. The recent plunge in the equity market suggests
that US common stocks have returned to approximate fair value.
 World bond markets are extremely overvalued. The 1.28% yield on ten-year US
Treasury bonds is at an all-time low. By way of perspective, the market yield on these
bonds was roughly 2% in 1940, following the Fall of France. At 1.77%, the market
yield on 30-year bonds is at an all-time low.
 Corporate bonds are also significantly overvalued. The current 2.38% market yield
on US investment-grade corporate bonds is the lowest on record. Fixed-income
investors should expect negative rates of return in all bond market sectors over the
next six to nine months.
 US and world equity markets should generate decent returns over the next six to nine
months, and massively outperform bonds. Economically sensitive stocks — and value
stock managers — should outperform the overall domestic stock index.
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savings. By sharing this information, Prudential Retirement® is not acting as your fiduciary as defined by the Department of Labor or otherwise. If you need
investment advice, please consult with a qualified professional.
The opinions and recommendations herein do not take into account individual client circumstances, objectives, or needs and are not intended as
recommendations of particular securities, financial instruments or strategies to particular clients or prospects. No determination has been made regarding
the suitability of any securities, financial instruments or strategies for particular clients or prospects. For any securities or financial instruments mentioned
herein, the recipient(s) of this report must make its own independent decisions.
Certain information contained herein may constitute “forward-looking statements,” (including observations about markets and industry and regulatory
trends as of the original date of this document). Due to various risks and uncertainties, actual events or results may differ materially from those reflected or
contemplated in such forward-looking statements. As a result, you should not rely on such forward-looking statements in making any decisions. No
representation or warranty is made as to future performance or such forward-looking statements.
The financial indices referenced herein are provided for informational purposes only. You cannot invest directly in an index. The statistical data regarding
such indices has been obtained from sources believed to be reliable but has not been independently verified.
Bloomberg Barclays U.S. Treasury Inflation-Protected Securities (TIPS) Index: Measures the performance of rules based, market value-weighted
inflation protected securities issued by the U.S. Treasury. It is a subset of the Global Inflation-Linked Index (Series-L).

CBOE Volatility Index: An index of implied equity market volatility, reflecting the market estimate of future volatility for the S&P 500 Stock
Index over the next 30 days, using options.
MSCI Emerging Market Index: An index of equity market performance for developing markets, primarily in Asia, Latin America, and Eastern
Europe. The index tracks both large-cap and small-cap stocks and is weighted by market capitalization.
MSCI World Ex US Index: Measures the performance of the large and mid-cap segments of world, excluding US equity securities. It is free float-adjusted
market-capitalization weighted.

Russell 2000 Small-Cap Index: Is an index measuring the performance of approximately 2,000 small-cap companies within the United
States.
S&P 500® Index: Measures the performance of 500 widely held stocks in US equity market. Standard and Poor's chooses member companies for the index
based on market size, liquidity and industry group representation. Included are the stocks of industrial, financial, utility, and transportation companies. Since
mid-1989, this composition has been more flexible and the number of issues in each sector has varied. It is market capitalization-weighted.

State Street Investor Confidence Index: measures investor confidence or risk appetite quantitively by compiling actual buying and selling
patterns of institutional investors.
US Trade-Weighted Dollar Index: An index that measures the value of the US dollar in relationship with other currencies, statistically
weighted on the basis of importance to the US as trading partners.
These materials are not intended as an offer or solicitation with respect to the purchase or sale of any security or other financial
instrument or any investment management services and should not be used as the basis for any investment decision. Past performance is
not a guarantee or reliable indicator of future results.
The information provided is not intended to provide investment advice and should not be construed as an investment recommendation by Prudential
Financial or any of its subsidiaries.
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