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The roughly 14% decline in the S&P 500 Index since February 19th represents the fastest
technical correction in stock market history1 (a “correction” is defined as a drop of 10% or
more).
The catalyst was the sharp rise in Covid-19 cases in Europe, South Korea, and Iran, which
crystalized visions of a possible global pandemic with unknowable costs in terms of human
life and economic output.
One place to look for a preview of the future is China – the epicenter of the Covid-19 breakout.
With the caveat that data from China should be viewed with healthy skepticism, we note the
following:
a) Multiple health officials inside and outside of China seem to agree that the epidemic
peaked in China a few weeks ago, with the number of new cases now on the decline. 2
b) China first reported the virus to the World Health Organization (WHO) on Dec. 31,
2019.3
c) Even assuming a period of foot-dragging from Chinese health authorities, the time
between the outbreak of the virus and the peak of its spread does not appear to be very
long.
d) So far, the peak-to-trough decline in the Chinese stock market since December 31, 2019
has been approximately 16%, with the bottom (so far) occurring on February 4 th.4
e) Even after a 3.7% decline today, the Chinese stock market remains 4.9% above its
February 4th low, despite news about Covid-19 being increasingly negative outside of
China since that date.5
We suspect the counter-intuitive performance of the Chinese stock market may be driven by
the shift in sentiment that frequently occurs when conditions in a crisis simply stop getting
worse.
Investors may be feeling this way about China because the country is making progress
returning to work.
According to Bloomberg News, capacity utilization has picked up from about 50% to 60-70%;
many companies, especially state-owned industrial firms and manufacturers of medical
equipment, have ramped up output; passenger and truck traffic rose by 96% and 136%,
respectively, in the week through February 22; companies are organizing busses to return
migrant workers to factories; and perhaps most telling of all, Starbucks recently reported that
85% of its stores in China have re-opened for business.6
Unless new developments prove us wrong, we suspect the patterns of the Chinese stock market
and society might serve as an approximate preview for the rest of the world.
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We note as well that the behavior of the Chinese stock market, thus far, fits well with the
patterns of global equity markets surrounding the SARS outbreak in 2003, and the Ebola virus
in 2014.
The implication of this mindset for investment strategy is twofold:
a) The probability of much deeper losses for global stocks is not zero, so measures should
be taken to identify and adjust portfolio risk exposures.
b) The potential for equity markets throughout the rest of the world to follow a similar
script to China suggests it is also time to pursue opportunities in these stock markets
sooner, rather than later.
We have been doing both in our investment strategies, and expect to continue down this path
going forward.
The last point we wish to make is that our thinking on this critically important uncertainty
evolves every day with the emergence of new information.
We intend to update you on our viewpoint regularly so that you may remain armed with the
information you need to disagree with us.
If our perspective is dramatically out of sync with yours, let’s work together to adjust your
portfolio toward your comfort zone.
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