
Fundamentals:
The global stock markets have been in a tailspin since the end of February, precipitated in part by the
Coronavirus pandemic and exacerbated by the breakdown of the negotiations of OPEC. Indeed, there have
been disruptions in nearly all financial markets: the bond market has been in turmoil, the gold market has
been volatile, even money markets have been disrupted. These are scary times in the financial markets,
not to mention everyone's personal lives.

While the markets are in turmoil, it is worth remembering that, fundamentally, financial assets do have an
inherent value. This is not to say that value is always easily discernable or that current asset prices are at,
above or below that inherent value, but that value does provide a gravitational pull to which prices are
ultimately attracted.

Bonds represents multiple claims against a company or entity. A bond is a guarantee by a company or
government to pay a stated rate of interest over a fixed period of time, and should it fail, bondholders have
a claim against the assets of that entity. The variability of the value of those claims is affected by the
perceived ability of the underlying entity to support them and by the change in the rate at which that income
stream is discounted. So, as the viability of an entity become more uncertain, the net present value of the
stream of income represented by the bond gets discounted. As the value of the underlying assets that
secure that bond come into question, so does the value of the bond.   And as interest rates fluctuate, it
changes the 'discounted value' of the stream of income from the bond. Generally, the longer the term of the
bond, the greater the volatility because of the greater uncertainty represented by the above factors. Over
the past few weeks we have seen uncertain impact all of those elements and, as a result, bond prices have
been gyrating.

A stock is simply a share of ownership in a company, and to that share of ownership inures a (usually)
proportionate share of the revenues, earnings, cashflow, etc. of that company. As an example, if a
company 'earns' $100, and you own 1% of that company, then $1 infers to you. That may be through
capital expenditures - a reinvestment in plant and equipment to grow the future earnings of the company,
or it may be through dividends, share buy-backs, retirement of debt or the retention of cash for resilience or
future investment.

In the context of today's markets, it is worth highlighting that a share of ownership does not represent a
share of only this year's or next year's earnings, but of ALL the future earnings of a company. Hence, the
price of a stock should fundamentally represent the stream of earnings (or cash flow, or dividends, etc.)
indefinitely into the future, discounted by a reasonable rate of interest and by the uncertainty of that stream
of earnings. It is worth reiterating that it is a long-range stream of earnings - far into the future - that one is
purchasing when one buys a stock, not just this year's or next year's earnings. Short-term economic
disruptions should impact the price of stocks, but if one expects the economy to recover, the impact of that
disruption should be limited, not infinite.

The question then becomes, "what is a fair price to pay today for that future stream of income, recognizing
potential short-run disruptions, and discounted by a reasonable interest rate and a reasonable assumption
of uncertainty (risk)."

It is not our intent to suggest here that the markets are 'oversold,' that the current markets are 'overreacting'
or that we know where a 'fair value' lies; only that, at its core, the financial markets are not a lottery but
instead provide a pricing mechanism around a fundamental 'fair value' for assets, and that that 'fair value' is

http://www.aspect-partners.com/?utm_source=Fundamentals+-+Bard&utm_campaign=November+2018+Newsletter+&utm_medium=email


obviously not zero. The stock and bond markets may not have reached that 'fair value' yet, we may be at it,
or we may be below it. We don't proport to know. What we do know is that there is some bottom - even if
we don't yet know where - and at some point the markets will recalibrate and reach a near-term equilibrium.
In the meantime, we should be careful not to let rationality cede to panic.

Our 2020 Market Perspective is posted on our website. You can access it by clicking here. It took us longer
than hoped to have it graphically formatted. It hasn't been superseded by events; perhaps, instead,
reinforced.

As you might imagine, we have been fielding quite a few phone calls and emails lately. Clients are
concerned; yet we have yet to speak with someone who is panicked. What has been unfailing is the calm,
graciousness and caring that every single person has exhibited.  This sort of market generates an
unyielding sense of responsibility and guilt for us. It would be hard to overstate our gratitude for your
kindness.

 
The Real Fundamentals:
Most important is the health and safety of all of you, your family and loved ones. Again, PLEASE stay
vigilant and PLEASE keep yourselves sequestered. We have started making more out-bound calls to
clients, particularly those at greater risk from the Coronavirus, to check in more than to discuss investment
dynamics. To reiterate from our last newsletter: if there is anything you need - or anything anyone you care
about needs - and we can possibly help, please let us know, whether it be delivering groceries, a ride to the
doctor, or even just a phone call to a relative quarantined in a continuing care facility, just to say "hello".

And please do not hesitate to call or write if you'd like to discuss your portfolio, or just as a diversion from
your isolation and boredom.
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If you have a colleague or friend who has complex investment or financial needs and might benefit from
a more capable advisory team, send a brief email introduction to us, or call 703.916.8400 with contact
information. We'll politely contact them to offer a free consultation to provide our observations and
recommendations.

Footnotes and Disclosures:
 
Bard Malovany and Ben Seamans are registered representatives of Lincoln Financial Advisors. Securities and advisory
services offered exclusively through registered representatives of Lincoln Financial Advisors Corp., a broker/dealer
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