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The S&P 500 hit brand new highs on
February 12, 2020. And here we are, a
few days later, with the S&P down
11.5% in one week. The market turned
Victoria Bogner, CFP®, CFA, AIF®
on a dime with the possibility of the
coronavirus turning into a pandemic.
Speculation abounds about how much this virus is going to impact corporate earnings growth
and GDP around the world. And it seems the most pessimistic World War Z opinion won the
day. But let’s put emotion aside and look at this entire situation objectively. Let’s start with
the facts.
Looking at price movement and technical indicators, the market is deeply oversold.
Historically speaking, that means we’re overdue for at least a short-term bounce. Below is a 3
year chart of the S&P 500. Each one of those red bars represents one day.

The indicator at the top is called the relative strength index. Generally speaking, when this
index is below 30, the market has overshot the mark to the downside and that’s actually a good
spot to put money to work if you’ve got it on the sidelines. It’s currently at 18, a level seen
during the correction at the end of 2018. That downturn was also swift a severe, with the S&P
tumbling 20% in less than 3 months. But without a recession, the market hit a bottom on
December 24th and quickly rebounded, recovering almost completely by the end of the first
quarter of 2019. It illustrates what we’ve said for years. Without recession conditions, market
pullbacks can be swift and deep, but they are generally short-lived. It isn’t something that can
be timed, and if you try, you usually end up cutting off your nose to spite your face.
Here’s another graph, this one is of the volatility index going all the way back to 2008. It’s
also known as the fear/greed index. When fear is high, so is volatility. When fear is low,
volatility is low. When is the best time to buy? When fear is high. It even rhymes.

Volatility right now is at levels rarely seen, and as the graph illustrates, volatility has not
historically been able to sustain these levels outside of recessionary conditions like 2008.
Again, this shows that these pullbacks are usually short-lived – 3-6 months to be more precise.
Guess what the average pullback is in any given market year? It’s 10%. That means that on
average, the S&P 500 experiences a pullback of around 10% at some point during the calendar
year. From a technical standpoint, what we’re experiencing is unique only in that it happened
so quickly. But the magnitude of this pullback so far isn’t out of line for a normal correction
in the context of a rising market.
Lastly, here’s a monthly graph of the S&P 500 going back to 2007. Every bar is one month:

It really helps to see market movements in this context. This prior week (so far) has not
nullified the overall upward trend of the market.
Ok, so that covers the technicals. What about the fundamentals? That’s a lot harder to gauge,
and that’s the reason the market is having a temper tantrum. Investors hate unknowns, and
instead of being rational, they assume the worst and act accordingly. That’s why the average
investor has experienced an annualized 1.9% over the past 20 years compared to inflation at
2.2% and the S&P 500 at 5.6%. Emotional investing.
Realistically, GDP and earnings growth will probably take a hit in the first quarter of this year
and bleed into the next quarter. But looking back at history when these kinds of outbreaks
have occurred, GDP rebounds in the following two quarters. The consequences are shortlived. And like I said, we don’t have recessionary conditions right now that would turn this
into a full-blown 2008 kind of recession. My opinion based on the evidence and on what has
happened in analogous situations in the past is that this virus will run its course and naturally
subside after a few months. Like other viruses, it may largely go dormant in warm weather
months. And if that’s the case, I think that GDP may suffer for a couple of quarters and
rebound in the back half of the year. But we’ll adapt this view as we get more information
down the road.
If recessionary signs start to crop up, that’s when we’ll make adjustments. As always, we’re
monitoring the market and accounts very closely as events unfold, and we’ll keep you posted
on our thoughts.
-Victoria Bogner, CFP®, CFA, AIF®
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