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MAINTAINING PERSPECTIVE DURING TURBULENT TIMES
By Robert Zuccaro, CFA

As stated many times before, serious investors should
never consider newspaper headlines. Last month, we wrote
that “the evidence is overwhelming that it is better to remain
fully invested at all times”, as “the best days often follow the
worst days”. These past days have been a prime example
of such a market, and why investors should maintain
perspective and not allow emotions to direct their
investment strategy.
The decline in the stock market last week which developed
into a correction in the short span of five days is the fastest
on record. Despite this, it is unlikely to end the longest bull
market in history. Here’s why:
In 1998, the S&P 500 returned a healthy 28.6% on the full
year. However, the path to this return did not unfold on a
bed of roses. There were far more severe threats to the
economy and the continuing economic expansion than
COVID-19 concerns today.
For starters, Long Term Capital Management, run by a
group of Harvard quants, invested in Treasury securities
using around 40x leverage and almost sunk the Federal
Reserve System. Alan Greenspan, then chairman of the
Fed, hurried up to Greenwich, CT with his horde of

colleagues to save the banking system – a deal was quickly
brokered by the Fed for Merrill Lynch to take over the
defunct money manager.
Serious Y2K concerns were also weighing on the market,
and at that time over $100 billion was diverted into tactical
projects by the government and private sector. Some
people believed that computers would come to a halt on the
first day of the new century, and uncertainty rattled the
markets.
In August of that year, Russia endured a currency crisis
(coincidentally referred to as the Russian Flu). The
government devalued its currency and defaulted on much
of its debt, sending ripples through global financial markets.
Given all of these problems, the S&P 500 lost 18% of its
value in less than two months between July and
September, but finished the year with a strong rally and up
28.6%.
Our take is that the virus panic may take the market lower
for a while, but the downdraft will be followed by a strong
market recovery, keeping in mind the lessons of 1998.
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