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Quarterly Commentary & Five Charts
Covid 19: What Investors Should Learn

The impact of the coronavirus on financial markets will be the type of event that allows the world to mark time.
Although unsettling, we will get through this. If you read enough history you know mankind’s ingenuity is at its
best when it is under the most pressure. Game on coronavirus!

The coronavirus is what the investment community refers to as a “black swan.” Until a black swan was seen, the
world assumed it did not exist. The black swan came out of nowhere and took people by surprise. The same is true
for the coronavirus.

As such, build your investment portfolio and structure your household finances to withstand completely
unexpected things. This will not be the last black swan event.

Once the world returns to “normal” find an occupation that makes you in demand in good markets and bad. If you
can’t do this with one job, consider working two jobs. Get up early, stay late and work a little harder.

This is Aesop’s fable “The Ant and the Grasshopper.” Be the ant who diligently works and saves for winter.

Focus first on emergency cash. If you have enough cash and liquidity, you are better able to withstand exogenous
shocks. Make sure you have six to twelve months of living expenses set aside in emergency funds.

Use debt as sparingly as possible. Yes, | realize someone will lend you money to buy an expensive new car or a
giant house. It doesn’t mean you must succumb to their offers. There are cheaper options that won’t be a millstone
around your neck in a downturn.

Invest in businesses with the “capacity to suffer.” Be an owner of businesses that are built and managed to
withstand black swans. These businesses will change over time due to competitive pressures. Exxon is a fraction of
its once greatness. Sears is in bankruptcy.

We have suffered through several record setting trading days going back to the Great Depression. Volatility has
been enormous.

Call me a conspiracy theorist, but Wall Street loves this. Wall Street firms will book record earnings. They have a
perverse incentive to increase volatility as they are the direct beneficiaries.

Making matters worse, many investment funds used significant amounts of leverage in running their portfolios.
Using leverage does not make you right or wrong, but it magnifies the amount by which you are right or wrong.

Many hedge funds were operating at ten- or twenty-times leverage. When the market sold off, many firms received
“margin” calls in which they were forced to sell out of their portfolios immediately. This made volatility increase
geometrically.

Greed is a powerful motivator. It causes people to do very foolish things. It has a ripple effect that can impact your
household. Put yourself in a position to be the last one standing.
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This is not a time to be emotional. It is a time for logic and discipline. This will allow you to invest in a manner
that insulates you from the bad behavior of others.

One middle-aged investor told us he was going to sell out of stocks and move to fixed income. We understand the
frustration but would encourage doing the math first.

A 10-Year US Treasury pays 0.66% interest today. If you have $10,000 invested in Treasury notes, you’ll earn
$680 over the next decade.

Conversely, if you stay invested in stocks you will most likely earn 7.2%, or more, over the next ten years. This
will double your money over this time frame.
Despite frustration with the decline, the statistical odds are that you will make more money by hanging in there.

What if you are beating yourself up saying “I knew the market was going to drop, I should have sold out. I will
never see the market return to its all-time high.”

The Dow is at 22,000 today, down 25% from its peak. If the Dow grows at 7.2% per year over the next decade, we
should expect the Dow to sit at 44,000. A Dow of 44,000 would be a new record and it would be 50% above the
current record.

The stock market is now trading below is 25 year average.
Ten years is a relatively short time frame. Be patient. Let math and logic dictate your decisions.

Be cautious chasing yield. With interest rates so low many are tempted to invest in assets offering “returns” that
are five or ten times the yield on the 10 Year Treasury. If an asset is paying cash flow that is five or ten times the
baseline treasury return, then know there is a significant amount of risk. The “yield” is being juiced by massive
debt or the money you are receiving is really a return of principal.

As we come out the other side of the corona calamity, you can only worry about things that are important and
within your control. Despite the bumps, capitalism still works. Lastly, live life on your terms. No one else can walk
in your shoes.
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6-MONTH 12-MONTH
EPIDEMIC m % CHANGE OF S&P | % CHANGE OF S&P

Pneumonic plague September 1994 26.3

SARS April 2003 14.59 20.76
Avian flu June 2006 11.66 18.36
Dengue Fever September 2006 6.36 14.29
Swine flu April 2009 18.72 35.96
Cholera November 2010 13.95 5.63
MERS May 2013 10.74 17.96

Ebola March 2014 5.34 10.44
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U.S. recessions and S&P 500 composite declines from all-time highs
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Characteristics of bull and bear markets

Bear Market M acro environment Bull markets

Market Bear Duration Commodity A ssive Extreme Bull begin Bull Duration

Market correction peak retum®  (months)® ocossion Spike i ""od Valuation dclo' return  (months)
1 Crashof 829 - Excessive leverage, srational exuberance Sep B2 -86% kv > <o Jul B28 2% 7
2 D37 Fed Tightening - Premature policy tightening Mar D37 0% &1 > > Mar B35 oM 23
3 Post WWilCrash - Post L rec fears May D48 -30% 36 > * Apr D42 B8% 49
4 E R -W Aug 856 2% " * > L Jun 849 267% 85
5 Flash Crash of 962 - Flash crash, Cuban Missde Crisls Dec D61 -28% 6 > Oct D60 3% o
6 B6SFinancial Crisls - Credtt crunch Feb BO8 “22% 7 > L Oct B&2 76% 39
7  TechCrash of B70 - Economic overhaating, Civil unrest Nov D68 36% v * <« < Oct D66 a8% 25
s o -OPEC ot Jan B73 48% 20 * e Masy 870 74% 31
®  Voicker Tightening - Whip m.uon Now Nov D80 27T% 20 * & > Mar B78 2% 32
10  BE7 Crash - Program trading. overneating markets Aug B87 ~34% 3 <3 Aug B82 229% 60
11 Teoch Bubble - Extreme valuations, com boomibust M ar 2000 49% 0 * = Oct 990 aT% 1
12 Global Fnancial Crisis - Leverage/housing, Lehman collapse  Oct 2007 ST% v > * < Oct 2002 o% 60
13 Global Siowdown « COVID- B, oll price v Feb 2020 “22% 1 ° M ar 2000 40 w2
Averages - ~42% 22 - %6% 54
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Real GDP, annualized growth rate
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Economists’ median forecasts:
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Contraction Calculation

Some economists are now predicting a pullback in gross domestic product that would rival the severity of
the 2008-2009 slump

Real gross domestic product, change from previous period

During longest recessions since 1929..
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Note: Quarterly figures are seasonally adjusted annual rates

Sources: Bureau of Economic Analysis (past recessions), Wall Street Journal survey of 34 economists March 18-19
(projections), National Bureau of Economic Research (recession durations)
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Looking for Work
It's not yet clear if unemployment will surpass the jobless rates reached during the longest recessions since
the Great Depression

U.S. unemployment rate during longest Key: Rate during recession
recessions since 1929
Projections through 4Q
Great Depression ended March 1933 February (from pessimistc to optimistic)
43 months 2020 .l , o
y Baseline projection
June1938 -

13months

March1975 November 1982 June 2009

16 months 16 months 18 months
Omonths 12 24 3 Omonths 12 Omonths 12 Omonths 12 Omonths 12

«— TIME SINCE START OF RECESSION —

Note: Seasonally adjusted annual rate

Sources: National Bureau of Economic Research (recessions ended 1933 and 1938, recession durations); Labor Department
(recessions ended 1975,1982, 2009), Wall Street Journal survey of 34 economists March 18-19 (projections)
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