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A Pair of Black Swans

In the financial world the term ‘black swan’ means
an unforeseeable and unexpected event (negative), a
rarity out of the blue - like seeing a black swan.

Well not only is the market dealing with one black
swan in the form of the Corona Virus; it now has
another as late Sunday night an oil price war between
Saudi Arabia and Russia triggered another—a plunge
in oil prices of as much as 30% and a crisis for
energy producing companies.

The combined Corona/Oil crisis was enough to trigger
early circuit breakers when the market declines 7%,
and even after a pause the market is struggling to
digest the news. When huge energy companies like
Exxon Mobil lose 20% in one day it’s a jittery

market.

Economic Outlook

Before late January and the Corona virus, the US
economy was doing fine; GDP growth was around
2%, and job growth was robust. Completely ignored
last Friday was the latest jobs report that showed
275K new jobs created in February, and 65K in
upward revisions to prior figures. Now this may
mean little given what we know about the virus and
the fears of further slowing, but it does tell us we were
on pretty good footing before Corona. We’ll be on
good footing once we are beyond Corona, whenever
that is. Now we are not epidemiologists, and how
much and for how long Corona spreads is a true
unknown, but in our opinion this is not 2008 where
the core of the financial system was seized and
broken. The Fed has cut rates and they will likely cut
further. Fiscal policy responses are also likely. The
next few weeks are likely to see the announcement or
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rollout of such plans. Tax-cuts, Tax rebates, and
payroll tax holidays are all potential options. Low
rates will stimulate refi’s to help homeowner balance
sheets, and low energy prices help consumers at the
gas pumps. There some green shoots that will
eventually bloom.

Market Outlook—Portfolio Strategy

Managed accounts headed into late January with fairly
large bond and cash positions given the market’s
frothiness after last year’s run. Bonds act like ballast
to a portfolio, a stabilizer for when conditions get
rough, and dry powder to redeploy back to stocks
when conditions improve. Bonds have rallied this year
as stocks have dropped, helping to offset things. We
can’t know the timing of a market low, especially
with the unknown of the Corona Virus, but given
what we do know and the decline we have seen, a
good deal of pretty bad news is likely now priced into
stocks. We would expect major market support
around DJIA 23000 and S&P 500 2650 to stall this
decline, especially since we are likely to begin to hear
about further Central Bank and Federal Fiscal plans to
help the economy.

If you’re an investor with a balanced portfolio sit
tight, nibble at lower prices around the levels noted
above. If you find yourself too heavy in stocks wait
for the next rally which should take the S&P back
to 3000. We have been doing selective buying of
key index funds and blue-chip stocks over the past
week —even today. There is no need to rush
however, there are still many unknowns. But the
US economy was on good footing ahead of this
turbulence, and will be again coming out of it.
With a plan and a process, we’ll come out the other
side maybe a bit bruised but never broken.
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S&P Nearing Long-Term Support
and Getting Oversold

The 40-Month average is the ultra long-
term trend for the market (red line).
That level is now 2630-2650 on the
S&P 500. We are reaching that level
with overbought/oversold indictors now
showing deep oversold conditions. The
bottom two panels in the top chart show
the % of stocks above their 50-day and
200-day averages. When these % get
very low the market is deeply over-
sold—enough for a significant bottom.
The bottom two panels don’t reflect
today’s decline so they will be even
more oversold after today. A bottom is
forming but it could be weeks in the
making after the type of decline we
have seen.

S&P 500 (Bottom Chart) Now as
Overstretched BELOW its trend as it
was ABOVE it prior to the DROP!
In late Jan and Feb the S&P 500 was
over 10% above its 200-day average
(the solid red line). This over-extension
left it vulnerable to shocks and that is
what we got. Now after a 20% drop the
S&P 500 is now 10% BELOW is
200-day average, a very oversold con-
dition and one that suggest a rally is
due. The rubber band is now stretched
to far the other way and the bulls
should get relief soon.
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