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Unprecedented is a popular word lately.  A common refrain these days is we’ve never seen a market like this one.  Actually, we have
seen selloffs of this magnitude, but the difference is not the size of the drop.  The difference is the cause of the drop: COVID-19.  Given the
root cause of the decline, it’s tempting to analyze this selloff differently, but in the end, I feel it’s important to look past the media hysteria
and apply traditional economic data to gain a sense of what may happen over the next three years.  Compared with past selloffs, the 2020
drop reminds me of two: the summer of 2011 and October 19, 1987.

            History doesn’t typically repeat, but those two selloffs may provide a roadmap out of our present scenario.  In 2011, the S&P plunged

18% from July 21 to August 9th.  The market then rallied hard the second week of August before dropping again to retest the lows.  For me,
the retest always feels the worst.  Just when you think it’s over - it’s not over.  I believe our current 2020 market is as “oversold” as I’ve seen it
in recent memory.  Only October 1987 comes close.  Another similarity between 2011 and today is the breathtaking size of the moves. 
During August 2011, the Dow endured more than 10,000 points of intraday swings. (Source Dow Jones)

            As we have experienced, 2020 isn’t far behind.  For the week ending March 15th, the S&P 500 closed down 10% for the week for only
the fifth time in history.  As of March 23rd, the market hadn’t closed higher two days in a row for 26 days. (the record is 28 days) Additionally,
this was the S&P’s quickest move from an all-time high to a 30% drop.  The damage all occurred in a little more than 3 weeks. Investors are
heading to the exit.  During March, investors shifted almost $50 billion from equities.  We’ve not seen an exodus like this since Christmas
2018.  That selloff ended well, how about 2020?

            Black Monday, 1987 is one that resonates with me.  I was only a few months into my career, and watched wide eyed as the Dow
plunged 22% in one day.  As I write this, the Dow is down 32% year to date.  The 1987 version was almost easier to handle as the damage
was done in one trading day.  What’s our recovery timeline?  Much as I would wish otherwise, any potential healing will likely take time. 

In 1987, the market rallied for ten days after the drop before plunging again to retest the lows.  It spent November grinding sideways

before making one final retest on December 4th.  It was a Friday and I spent the day executing buy orders.  I didn’t know it at the time, but
that low was the launch pad for a bull market ran for another 2.5 years.  In 1987, it took roughly six weeks for the market to find its footing.  I
wouldn’t be surprised to see a similar timeline now. 

For 2020, we see potential cause for optimism.  Ultra-low interest rates are favorable for higher stock valuations.  In 1987, a Triple A
rated corporate bond paid you 10%.  Now, a Ten-year US Treasury only pays .76%. *  The economy was in solid shape going into the COVID-
19 crisis, and after such a large selloff, the market’s reasonable valuation helps us see potential upside. 

 I’m encouraged (finally) by the support offered by the US Treasury.  It reminds me of how quickly they moved in the past to minimize
damage.  Earnings season begins in two weeks and should provide more detail on where things are headed.  We’ve targeted many
companies and sectors.  The selloff is giving us a chance to buy the “ones that got away” at the 2018 lows.  Given the extreme volatility, we
are proceeding with caution, but I feel the odds could favor a positive outcome.

It’s interesting that the China, where COVID-19, began, has fared relatively better than other stock markets in 2020.  I’m writing this on
March 23, and the CSI China A shares Index are down only 14% for the month and 17% year to date versus the S&P’s performance of -23%
and -28% respectively.  While COVID-19 garners the headlines, China is quietly making up ground.  The trade war took a huge toll on China’s
economy, but last year’s trade agreement has improved China’s prospects.  It’s been a long ten years for Chinese stocks but that may be
coming to an end.

Currently, we’re all working from home, but don’t let that limit you.  In 1665, Isaac Newton was forced to work from home.  The
pandemic du jour was the Bubonic plague.  Over the next year, Newton let his mind soar.  His math work led to the origin of Calculus, but his
finest hour was the discovery what we call gravity.  If you have any comments, feel free to contact me at heddins@capital-invest.com or call
me at 919-656-0836.
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