
die; save the many from dying and 
condemn millions to suffer financial-
ly. The effects are tearing through 
the economy.

Let’s examine where we are and then 
look at a potential action plan.

Coming into this crisis, the ability for 
the world economy to withstand ex-
ogenous shocks was fragile to what it  
could have been. This is because the 
world’s financial system is burdened 
with extreme levels of debt at the 
household, corporate and govern-
ment levels. 

Central banks are now desperately 
trying to alleviate the mess they are 
largely responsible for creating. This 
century, the American Federal Re-
serve has blown three economic bub-
bles in succession. The Fed is at-
tempting, yet again, to rescue the 
credit markets, which it may be suc-

cessful in doing. 

In effect, the Fed is gradually taking 
over the bond market which means 
that any signaling function bonds 
have historically conveyed, will be 
greatly diminished, perhaps for good.

"Investors shouldn’t expect to see 
much more than moderately steep 
yield curves, since the Fed and its 
peers don’t want higher benchmark 
borrowing costs to undermine their 
stimulus. That would be detrimental 
to financial conditions and to the 
ability for the stimulus to feed 
through to the economy. So the short 
answer is, it’s yield-curve control."1

In other words, soon the entire yield 
curve will be completely meaning-
less for evaluating such critical eco-
nomic indicators such as the price of 
money or projected inflation. Those 
indicators will be whatever the Fed 
decides. 

And with the yield curve no longer 
revealing any inflationary risk, it is 
precisely the inflationary imbalances 
that will build up at an unprecedent-
ed pace.2 

What are the long term consequences 
of $4 - $5 trillion in Fed intervention 
and perhaps of $4 trillion (more 
debt) in fiscal stimulus? There is a 
strong possibility the crisis evolves 
from a deflationary shock to a refla-
tionary shock.

America is not a creditor nation; it is 
the world’s largest debtor nation. 
More interest and dividends leave the 
country each year than enter it. The 

“But investing isn’t about beating others at 
their game. It’s about controlling yourself 
at your own game.”

Benjamin Graham
The Intelligent Investor

The first casualty in any crisis is per-
spective. Nevertheless, there are legiti-
mate fears that the SARS-COV-2 coro-
navirus crisis will create an extended 
and deep recession. 

This has been the most extraordinary 
market selloff in decades. The frighten-
ing mutation of the coronavirus from a 
Chinese crisis into a global pandemic, 
coupled with an oil price collapse, has 
taken a terrible toll on markets. 

The toll on people, especially on those 
who have tragically lost family mem-
bers or their livelihoods, will be stag-
gering. In this evolving pandemic, we 
are faced with a devil’s choice: save 
the economy and condemn many to 
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derful businesses are indeed ap-
proaching attractive valuations.4

Because the future is unknown, build 
positions over time. Employ an incre-
mental strategy, accumulating whole 
positions in small bites.

Sophisticated investors might consid-
er using derivatives. Buy insurance 
(options) when it is cheap again (it’s 
not currently).

You may want to have an allocation 
to precious metals.  As economies 
become more indebted, real interest 
rates must grind lower which will re-
sult in gold prices rising over time, 
just as it has throughout history. 

Retired investors might want to hus-
band their cash and not panic sell. If 
you are holding high-quality, dividend
-paying securities, try to hold on for 
the income. Sell as a last resort.

Risk is not volatility but the perma-
nent loss of capital. Use volatility to 
your advantage. If you are a long term 
investor, lower prices really are in 
your favour. 

Lastly, according to value investor 
Vitaliy Katsenelson: accept imperfec-
tion. Aim not for perfection but for 
rational, thoughtful, analytical deci-
sions based on the information you 
have on hand – and accept that in 
hindsight your decisions will probably 
be seen as imperfect.5

This may be a good time to invest but 
it may prove to not be the best time to 
invest. You will only know that in 
hindsight. We wish you well.
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US is reliant on borrowing from for-
eign nations, more so than it lends to 
foreign nations. Foreigners own more 
of its assets than Americans own of 
foreign assets. Creditor nations can 
more easily handle a deflationary 
shock; debtor nations cannot, and are 
also more susceptible to inflation.

In the coming years, the United States 
will be effectively printing money to 
fund large budget deficits, while also 
having a large current account deficit 
and a negative net international invest-
ment position. Because of growing 
indebtedness, America’s future will be 
one of a less dynamic capitalism.

The immediate concern is that the 
global economy is in serious trouble.

With most employment driven by 
small to medium sized businesses, the 
shutdown of any economy for an ex-
tended period of time could eliminate a 
substantial number of businesses en-
tirely. Worldwide, corporations are 
going to retrench on employment, cut 
back on capital expenditures and halt 
share buyback programmes.

While governments roll out tax and 
fiscal support packages, most relief 
will fall short of what is needed by 
their citizens. A couple of months 
of government cheques will do little to 
revive an over-leveraged, under-saved 
consumer. Most of this emergency in-
come will simply go for essentials. 
Consumer confidence will take a drub-
bing. 

Until the immediate danger of the virus 
subsides, we have no idea how effec-
tive the relief efforts will actually be. 
Unfortunately, things are probably go-
ing to get worse before they get better. 

Yet stock markets worldwide have ral-
lied off the March lows. The MSCI 
World Index (which tracks over 1600 
large companies from 23 advanced 
economies) was up almost 20% just in 
the last week of March. 

With yields declining slightly during 

the same period, the bond market re-
mains sceptical of the surge. Why? 
Because bear market rallies are com-
mon.

History indicates that bear markets are 
also a process. In the dot-com crash of 
2000, the S&P fell 49% over two 
years. In the 2007-09 Financial Crisis, 
the market also took two years to fall 
57%. Stock market bulls are arguing 
that the bottom is in after a 35% drop 
that took 31 days and that this is the 
shortest bear market in history.3

For contrarian investors who are cash 
heavy, it is tempting, after such a se-
vere decline from the market peak, to 
become close to fully invested. But it’s 
essential for investors to retain buying 
power in case the markets fall another 
20% or 30%. And despite the selloff, 
the average stock is still not inexpen-
sive. 

So what can prudent investors do now? 
The following action plan may help.

For a start, try to keep perspective. 
Taking a long-term investment horizon 
is essential. Decisions should be made 
from the perspective not of six months 
from now but of five to seven years 
from now. 

If you are sitting on capital losses in a 
taxable account, you might harvest 
them for tax purposes. Capital losses 
can be carried back three years and 
carried forward indefinitely to offset 
capital gains. If you like the underlying 
businesses, consider repurchasing them 
after the stipulated time frame.

Every company purchased should be 
either robust (resilient to the crisis) or 
anti-fragile (benefit from the crisis). 
This doesn’t mean that these business-
es won’t be affected by the pandemic 
crisis. In fact, you should count on the 
fact that some of these companies will 
be impacted. That is what will create 
the opportunity to buy them, because 
most investors will be focussing on the 
next six months while you are focus-
sing on the next six years. Some won-
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