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Hello New World, Update # 5 
4/17/2020 

 

Do you know how when you look at something in a mirror, it appears backwards? For 

example, we read left to right but in the mirror you read right to left. It is the opposite of normal. 

I believe this bear market may turn out to be a bear market in the mirror. Virtually all of the bear 

markets of the past century or so were similar in this way: they began with an erosion phase and 

ended with a capitulation phase. The erosion phase usually lasts around 9-15 months and is 

responsible for maybe two-thirds of the total percentage drop of the entire bear market. It is 

marked by higher volatility than the period of the market that just preceded it. Big zigs and big 

zags, up and down and up and down, but overall with a decidedly downward bias to them. With 

each big down, people get scared. Then when it goes back up some, they have a sigh of relief and 

hope that the worst is behind them (like last week). Then the next even deeper down move has 

them scared again, and then the next up move provides false hope once more. This is 

psychological Chinese water torture. With each zig zag, as the market continues down, the 

higher the emotions of disappointment rise. Similar to the building of the crescendo at the end of 

an orchestra performance, those who have not already freaked out and sold along the way down, 

now come to believe that “we must get out now, before we lose it all.” This is the capitulation or 

the panic selling phase where prices “fall off the cliff.” This usually only lasts for a couple of 

months or so and is responsible for perhaps the final one-third of the percentage decline. By 

definition, maximum selling occurs at the bottom. So this panic selling would normally occur at 

the conclusion of a bear market. 

It has always been true that emotions and rational thought are most separated at market 

tops and bottoms. No different than 1,000 years ago, or 100 years ago, or today, people are 

emotional beings and most people act out of emotion. It is these repeatable and predictable 

emotional behaviors of the masses that “has made history rhyme” as it relates to market cycles. 

Has anyone else noticed that the COVID-19 bear market decided to skip the erosion phase and 

jump right into the panic/capitulation phase? To open this bear market the S&P 500 dropped 

35% in about three and a half weeks. In comparison, the capitulation phase at the end (like it 

normally should be) of the 2008 bear market dropped around 30% in about two months. So our 

COVID-19 bear market was somewhat similar in depth, but was much more compact. In fact, it 

was the quickest 30% + price drop ever. 



 

 So, is that it? Is the worst behind us? I would like to entertain the possibility that the 

erosion phase is now beginning, which if so, would complete my mirror image theory. The 

economy is in freefall. It will take time to reopen and may do so in “fits and starts” as the virus is 

not going anywhere soon and the future flaring up of “hot spots” seems an almost certainty. By 

next week there will be more than 20 million Americans without a job, and the longer this goes 

on, the less jobs there will be to go back to. Stocks may be dismissing these negatives today, but 

I believe that at some point, the focus will shift to the realization of the economic damage that 

has taken place and that continues to compound daily. All this overwhelmingly bad economic 

news to come is what may eventually lead to the buying opportunity. A bear market in the 

mirror? An interesting possibility to contemplate. 
 

For last week, the following chart tells the story: 
 

Index Weekly Gain/Loss One Year Trailing Gain/Loss 

S &P 500/Large U.S. Stocks +3% -1% 

Global Dow/U.S. and Non-U.S. Stocks +1% -16% 

Russell 2000/ U.S. Smaller Stocks -1% -21% 

(OSX) Oil Service Stocks -8% -74% 

(XAU) Gold/Silver Mining Stocks +6% +43% 
 

As for the virus, it is very much still with us and growing, but at perhaps a slower rate. As 

of today, in the Greater Houston Area, we have had 6,808 total cases, 113 deaths, 1,619 

recoveries, which leaves 5,076 active cases. This is three times as many as two weeks ago, but 

only about 25% more than one week ago. So still growing, but maybe finally slowing, and this 

seems to more or less match what the majority of the rest of the world is experiencing. 

 Progress, very slow progress, but progress none the less. It reminds me of a couple of old 

sayings, “Every journey around the world begins with a first step” and “You eat an elephant one 

bite at a time.” Realize we have only been at this now for about six weeks. This journey will 

undoubtedly have its ebbs and flows, but measured by time, we may only be 10% or so along the 

way.  

I look forward to the day when this whole thing is in the rear view mirror. 

Stay boring to stay safe. 
 

Sincerely, 
 

Michael W. Hesse, CFP, CLU, ChFC, CPFA 

Texas Wealth Management LLC, Managing Member 
 

Disclosure: The views expressed herein are not necessarily the opinion of FSC Securities Corporation. 


