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Worried Sick About Investing and Coronavirus? Time for Another
Lifeboat Drill...

On Friday, January 17, 2020—after a spectacular 40% runup that started the day after Christmas 2018—
the Standard & Poor’s 500-Stock Index closed at 3,329.62.

Two weeks later, to the day—Friday, January 31, 2020—the Index closed a little over three percent
lower, at 3,225.52. (Indeed, more than half that damage was done on Friday.)

All of us have been invited by the financial media to suspect the blended value of 500 of the largest, best-
financed, most profitable businesses in America and the world have “lost” three percent (“with more
losses to come!”)—due to the outbreak of coronavirus in China.

Permit me to doubt this, and to suggest that you, my fellow goal-focused, long-term investors, join me in
doubting it. As [ write this white paper, there have been 12 confirmed cases of coronavirus in the United
States. You wouldn’t know it based on how laid back everyone is acting. (sarcasm)

The United States has declared the coronavirus a “public health emergency” and ordered a mandatory,
two-week quarantine for all U.S. citizens returning from the center of the outbreak in China. People
exiting planes from Wuhan around the world are being sprayed by foreign officials wearing hazmat suits
on the tarmacs.

According to CNN, about 28,000 people have been infected in China. There have been an additional 170
confirmed cases reported worldwide—the same world that has a grand total of 7.8 billion people in it.
For comparison, the CDC estimates that influenza has killed between 12,000 and 61,000 people in the U.S.
each year since 2010.

[ do not claim to have any idea how far this outbreak will spread, nor how many lives it will claim before
it is brought under control. 'm reasonably certain that many (or perhaps most) of the world’s leading
virologists and epidemiologists are working on it. I choose to believe their efforts will ultimately succeed.
Clearly, this is nothing more than my personal opinion.

But if the extensive history of similar outbreaks in this century is any guide, this would seem to be a
reasonable hypothesis. | draw your attention to:

2003-2004: SARS, also originating in China
2005-2006: The bird flu

2009: A new strain of swine flu

2014: The Ebola outbreak

2016-2017: The Zika virus

The coronavirus outbreak is not ideal, but we need to keep this in perspective before everyone starts
panicking, forfeiting tickets to Broadway shows, canceling plans to visit family—and selling investments.
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Will coronavirus worries lead to a recession?

On that first day of the litany of epidemics cited above, the S&P 500 closed at 855.70. Seventeen years and
six epidemics later (including the current one), on Feb. 6, 2020, the Index closed nearly four times higher.
I'm confident that you see where I'm going with this.

In the face of tragedy, geopolitical turbulence, disease outbreaks, you name it, the stock market always
goes up—it just doesn’t go up every day. When the U.S. stock market dips on any given day, it simply
means there were more sellers than buyers that day. But rest assured, the state of the U.S. economy is
strong. Unemployment is down, wages are rising, and consumer comfort is at a 34-year high.

The coronavirus—and the fear surrounding it—will not cause a recession. But we ARE due for a market
correction. Why? Because we typically see a 20-30 percent stock market correction every 5-6 years on
average. Sell-offs are a normal part of market cycles, and we are due.

But then again, what do [ know? [ have been saying we could see a sizeable market correction for a couple
of years now. And the stock market doesn’t own a calendar.

Date % Decline Duration of Correction in Days If a market correction is coming, what
oo e [SERS N should I do?

1971 11% 103

1971 11% 76 Stay cool-headed and focus on your long-term
1973-1974 48% . e0 goals. Corrections may look scary (think about

1o74 14% 2 it: 10% of $1 million is $100,000!) but

1975 14% 63 . .

, recoveries are often right around the corner.

1978 14% = This table is a snapshot of every single market

1979 10:;6 33 correction over the past 50 years, with the

1980 7% - exception of last year. There have been about 29
19831084 1a% oz total, varying in duration.

1987 3% 101 Twenty-one of the 29 corrections—more than

1390 10% 28 72 percent—lasted fewer than 105 days.

1990 20% 87

1997 10% 52 Seasoned Bodnar Financial clients already

1997 11% L know, there is no way to predict the size or

1;32 izﬁ :? duration of the next market correction.
2000-2002 49% N However, history demonstrates that most of
2002-2003 15% 104 these drops only last a few weeks or months—
2007-2000 57% 3 rarely will they last a year or more. And they are

2010 16% 70 almost always followed by a spectacular bull

2011 19% 157 market.

2011 10% 28

2012 10% 60 In fact, some of the best recovery days can

2015 12% 96 happen in close proximity to the worst days. For
2015-2016 13% 100 example, we remember 2008 as the height of

2018 10% L the Financial Crisis. But for investors who had

Source 1: Table constructed by The Motley Fool, data by Yardeni Research

Registered Principal, Securities offered through Cambridge Investment Research, Inc., a Broker/Dealer. Member FINRA/SIPC, Investment Advisor Representative Cambridge Investment research Advisors, Inc. a
Registered Investment Advisor. Financial Planning Services offered through Bodnar Financial Advisors, Inc., a Registered Investment Advisor. Cambridge and Bodnar Financial Advisors, Inc. are not affiliated.



the courage to hold on, it had seven of the best 20 price return days for the Dow Jones Industrial Average
Index since 1945. As my wife Karen often says, “don’t quit before the miracle happens.”

In my 30+ years in the financial advice industry, [ have found the biggest threat to an investment
portfolio is human emotion. The more often investors change their portfolios in response to market fears
or fads, the worse their long-term results. Every successful investor I've ever known was acting
continuously on a plan. Failed investors, in my experience, react to current events.

The famous DALBAR study supports my humble opinion on this topic each year:

What Has the Greatest Impact on Investment Results?
20-Year Annualized Returns % (1998-2018)

Investment Returns

7.2%
4.6%

US Stocks Government- Inflation Average Investor
Related Bonds

Investor Behavior

Source: Bloomberg, L P, 12/31/18. Average asset allocation investor return is based on an analysis by DALBAR, Inc., the net of fund sales, , and as a measure of investor behavior. Indices shown
are as follows: US Stocks are represented by the S&P 500 Index, Government-Related Bonds are represented by the Bloomberg Barclays US Aggregate Bond Index, Inflation is represented by the Consumer Price Index. Incices are unmanaged and cannot be purchased
directly by investors. Index performance is shown for llustrative purposes only and does not predict or depict the performance of any investment. Inder definitions can be found on page 11. Past performance does not guarantee future results.

Markets don’t lose money. People lose money. As I've said in many missives’ past: the most responsible
action investors can take is often no action at all, especially in the face of market volatility. To refresh
your memory, this is what normal stock market volatility looks like:

Dow Jones Industrial Average Index Drawdowns and Market Cycles Since 1945
Average Time

Drawdown Frequency to Recovery

’aﬁ’!ﬂ =5% to =10% 40 times 3 months

“ =10% to =20% 14 times 7 months
pa

@ -20% to =30% 5 times 25 months

-30% to -60% 5 times 49 months

Source 2: Invesco
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Longtime clients may remember the lifeboat drill often referenced in past white papers. Perhaps it is time
for another one. So, without further ado..... we interrupt this broadcast to provide a MANDATORY
LIFEBOAT DRILL!

Sharpen your Ticonderoga and prepare for some very simple math. Lifeboat drills require that you
actually do the math, so here we go:

2/6/20 closing price of the DJIA: 29,379
Possible sell-off in equity prices: x .15
15% of 29,379 = 4,406
Which results in a Dow index of: 24,973

The Dow drops 4,400 points to 25,000. Say that two times out loud.... The Dow drops 4,400 points to
25,000... the Dow drops 4,400 points to 25,000. The financial pundits would have a field day predicting
Armageddon. The market correction would eventually disappear, as mysteriously as it arrived. And it is
my greatest hope that during that time—if this white paper has provided you with any value at all, my
dear reader—you would have done absolutely nothing.

If we see a sell-off in 2020, here are some things to consider:

e Have we met in the past year? If not, schedule an appointment to make sure your asset
allocation is still appropriate for your age, cash flow, and liquidity needs.

¢ Are youretiring soon? Let’'s meet to discuss your retirement strategy, and make sure you
have enough cash available to meet your immediate needs.

e Are you sitting on cash? Down markets present incredible buying opportunities. Scared
investors call low stock prices a disaster. Successful long-term investors call them a SALE!

[ think the most helpful—and certainly most heartfelt—investment advice I can offer would be that you
turn off the television set. Stay the course, so long as your long-term goals have not changed. And wash
your hands! The regular, boring, old flu is no joke.

Sincerely,

John Bodnar, CFP®, CIMA®

* These are the opinions of Bodnar Financial and not necessarily those of Cambridge, are for informational purposes only, and
should not be construed or acted upon as individualized investment advice.
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https://bodnar.net/wp-content/uploads/2017/07/Life-Boat-Drills.pdf

