
Keeping Cool: Investment Strategy vs. Reaction
After losing ground in 2018, U.S. stocks had a banner
year in 2019, with the S&P 500 gaining almost 29% —
the highest annual increase since 2013.1 It's too early
to know how 2020 will turn out, but it's been rocky so
far, and you can count on market swings to challenge
your patience as an investor.

The trend was steadily upward last year, but there
were downturns along the way, including a single-day
drop of almost 3% on August 14. That plunge began
with bad economic news from Germany and China
that triggered a flight to the relative safety of U.S.
Treasury securities, driving the yield on the 10-year
Treasury note below the 2-year note for the first time
since 2007. A yield curve inversion has been a reliable
predictor of past recessions and spooked the stock
market.2 By the following day, however, the market
was back on the rise.3

It's possible that a yield curve inversion may no longer
be a precursor to a recession. Still, larger concerns
about the economy are ongoing, and this incident
illustrates the pitfalls of overreacting to economic
news. If you were also spooked on August 14, 2019,
and sold some or all of your stock positions, you might
have missed out on more than 13% equity market
growth over the rest of the year.4

Tune Out the Noise
The media generates news 24 hours a day, seven
days a week. You can check the market and access
the news anywhere you carry a mobile device. This
barrage of information might make you feel that you
should buy or sell investments in response to the latest
news, whether it's a market drop or an unexpected
geopolitical event. This is a natural response, but it's
not wise to react emotionally to market swings or to
news that you think might affect the market.

Long-Term Commitment
"Time in the market" is generally more effective than trying to time the market. An investor who remained fully invested in
the U.S. stock market over the past 30 years would have received almost triple the return of an investor who missed the
best 12 months of market performance.

Source: Refinitiv, 2020, S&P 500 Composite Total Return Index for the period 12/31/1989 to 12/31/2019. The S&P 500 is an unmanaged group of
securities that is considered to be representative of the U.S. stock market in general. The performance of an unmanaged index is not indicative of the
performance of any specific investment. Individuals cannot invest directly in an index. This hypothetical example is used for illustrative purposes only and
does not consider the impact of taxes, investment fees, or expenses. Rates of return will vary over time, particularly for long-term investments. Actual
results will vary. Past performance does not guarantee future results.

Stay the Course
Consider this advice from John Bogle, famed investor
and mutual fund industry pioneer: "Stay the course.
Regardless of what happens to the markets, stick to
your investment program. Changing your strategy at
the wrong time can be the single most devastating
mistake you can make as an investor."5

This doesn't mean you should never buy or sell
investments. However, the investments you buy and
sell should be based on a sound strategy appropriate
for your risk tolerance, financial goals, and time frame.
And a sound investment strategy should carry you
through market ups and downs.

It can be tough to keep cool when you see the market
dropping or to control your exuberance when you see
it shooting upward. But overreacting to market
movements or trying to "time the market" by guessing
at future direction may create additional risk that could
negatively affect your long-term portfolio performance.

All investments are subject to market fluctuation, risk,
and loss of principal. When sold, investments may be
worth more or less than their original cost. U.S.
Treasury securities are guaranteed by the federal
government as to the timely payment of principal and
interest. If not held to maturity, they could be worth
more or less than the original amount paid.
1) S&P Dow Jones Indices, 2020

2) The Wall Street Journal, August 14, 2019

3-4) Yahoo! Finance (S&P 500 index for the period 8/14/2019 to
12/31/2019)

5) MarketWatch, June 6, 2017



The effect of COVID-19 on the markets.
As we learned during the Great Recession and, before 
that, the Tech Bubble, the worst thing to do in times of 
crisis and heightened market volatility is to panic and 
cash out. Investors should stay focused on
time-horizons and make sure near-term cash needs 
are covered. It will be a process, but we’ll get through 
this.

Bad News
• As widespread testing for COVID-19 becomes

more available, the number of cases in the US will
surge. That’s ahead of us. The market will likely
bottom before new cases peak, but we have some
time before we get there. High profile news such as
sports leagues shutting down and celebrities
testing positive add to the feeling of dread.

• The travel industry is coming to a full stop while the
energy industry is struggling with decreased
demand and increased supply. The consumer is
hanging in there, but a combination of social
distancing and likely layoffs could put consumers at
risk near term.

• Earnings projected to take a substantial hit in the
first and second quarters of 2020.

• Partisan politics delay much needed Federal
response.

Good News
• Stock markets are forward-looking. The price action

we’ve seen is trying to price in the expected impact
of the bad news mentioned, but additional,
unexpected bad news can drive markets lower from
here.

• South Korea has been aggressive in testing, and
after 4 weeks appear to be on the other side of the
outbreak. In Hubei, where the outbreak originated,
Chinese authorities reported eight new cases
yesterday, the first below 10 since the outbreak
began.

• Estimates for the duration of the outbreak are 4 to 8
weeks. If we find a way to bridge the gap through
fiscal stimulus, along with monetary policy support
from the Fed, we should be able to weather this
with earnings and growth recovering in the second
half of the year. This is a much different problem
than in 2008 when the housing market was
underwater nationwide.

• Economic data was strong coming into this.
Unemployment claims were the lowest number
since 1969.

Housing: the US housing market is in very good 
shape; values are at an all-time high, affordability isn’t 
an issue, the cost to own/refinance continues to come 
in as rates decrease dramatically and unlike the
mid-2000s there is no sign of a bubble. If housing can 
hang in there, the consumer can too, and they will 
weather this current storm. We should see a 
meaningful spike in refinancing activity over the 
coming months, which should put more cash into the 
average person's pocket and thus support consumer 
sentiment and spending.

Equities are attractively priced relative to fixed income. 
The dividend yield on the S&P 500 Index is markedly 
higher than the yield on the US 10-Year note (about 
2.40% vs 0.80%, for a record spread of about 1.6%). 
This is rare and has only happened a few other times 
over the past 20 years and only anywhere near to the 
current extent during the worst of the Great Recession 
when stocks sold off precipitously and bonds rallied 
sharply. If history is any guide, stocks are not only a 
much better bet than bonds going forward, but the 
stock market is near a bottom.

Liquidity isn’t an issue for the markets today. Yes, risk 
assets are selling off sharply, but equity and fixed 
income markets aren’t seizing. More importantly, while 
spreads have been widening within the high-yield 
market as investors sell the bonds of more levered 
companies, most of the pain seems contained within 
the energy sector; for now, it doesn’t seem the bond 
market is signaling a more systemic economic event is 
in the cards, what we are living through is a very 
significant repricing of risk assets, but not the beginning 
of a credit or economic shock.

Policy help should continue to come. The Fed cut 
interest rates last week intra-meeting and the Federal 
Government approved an $8 billion+ COVID-19 rescue 
package. We expect more activity, and more 
meaningful activity, on the monetary policy and fiscal 
policy fronts.




