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Technically a market correction
is a drop in value of 10% or more.
‘Correction’ sounds neutral or even
benign. The end of February saw
daily drops of 1000 points or more
on the DOW. The whiplash continued into March.
The end result of over a week
of down days met the definition of
a correction. Watching the decline
in portfolio values certainly did not
feel ‘neutral or benign.’

The financial press rushed in to
deliver a handy explanation. The
cause of the correction was the
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It Is Time For A Correction
A correction was long overdue
after almost eleven years of a Bull
market. That run was the longest

Bull market in the history of US. It
would be hard to argue that the
February correction of over ten
percent was proportionate to eleven
years of positive returns.

Been There - Done
That!
We’ve been through a few of
these events: Black Tuesday in
1987, the ‘Dot Com’ meltdown,
9/11 and the financial crises resulting in the Great Recession of 2008.
This most recent event fails to measure up to the severe drops of those
corrections. For example, ‘Black
Tuesday’ saw a drop of 25 or 27%
in just two days in October.
We think there are other important differences. The February/
March drops were ‘orderly’ in nature. The market makers could handle the transactions generated by
multiple 1,000-point drops.
The governing authorities presiding over capital markets have the
power to suspend trading or impose
‘collars’ (another way of restricting
trading) until orderly markets are
restored. None of those interventions were needed.
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Is It Over … Yet?
There is absolutely no way
to know. We are inclined to
think there will be more to the
correction. Here are some of
our reasons.
The proportionality argument made above is one vote in
favor of some more correction.
The longest Bull market run in
US history would seem to merit
a correction of more than the
bare minimum definition of
10%.
Another reason is the dominant role of the news cycle. We
might call this ‘pundit power’
or the ‘talking heads’ theory.
We’ve grown accustomed to the
fact that multiple presentations
of the truth or facts are available for sampling.
Serious issues are viewed
through the lens of the news
cycle in whatever media we
choose. In the current moment
there are four major issues — a
market correction, the coronavirus, the possibility of a global recession brought on by
Covid-19 and a presidential
election cycle. All are fraught
with anxiety and uncertainty.
Collectively these issues
offer a veritable feeding frenzy
of opportunity for infotainment
professionals and conspiracy
theorists. At the other end of the
spectrum are dedicated journalists and information professionals laboring to ‘fact check’ the
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work at hand. These are some
of the heroes of our age.

Conspiracy Theories
We heard recently that all
pandemics had something in
common. They all came with
one or more ready made conspiracy theories that explained
their existence. Every pandemic
was actually created by some
nefarious government or other
secret institution that released a
bio-weapon on the world’s
population.
The level or volume of conspiracy theories in the digital
age is largely unknown. MIT
Te c h n o l o g y R e v i e w, T h e
Download, 03/03/20, provided
some clues in an article titled
“YouTube has nearly halved the
number of conspiracy theory
videos it recommends.”
“Researchers [YouTube]
trained an algorithm to judge
the likelihood that a video on
the site contained conspiracy
theories by looking at the description, transcript and comments. They examined eight
million recommendations over
15 months. YouTube has managed to scrub some conspiracy
theories from its recommendations, including those claiming
that the US government helped
organize 9/11, or that the earth
is flat. However some continue
to flourish, for example climate
change denial videos.”

Hyperbole
We live in an era of hyperbole that permeates print, text,
and video. “Will the Coronavirus blow up your 401(k)
plan?” CNBC Financial. “Covid19 could result in higher default
rates in corporate bonds.” Financial Times, London. “Mortgage
rates hit record low, but coronavirus may deter buyers.” WSJ

Our Opinion(s)
We think there is too much
anxiety and hyperbole driving
short-term thinking. In this situation, individuals, organizations and even nations make
avoidable mistakes.
The President wanted the
head of the Federal Reserve
Bank to cut interest rates and he
eventually did. The cut was intended to prop up a falling
stock market. The market sold
off after the cut was announced.
It is still selling off (03/9/2020).
We wonder if anyone learned
anything?
A few months ago the US
and other nations were attempting to right old wrongs by fanning the flames of trade wars
by increasing tariffs. Today
Covid-19 provides ample evidence of a global economy vulnerable on both the demand and
supply sides. This should provide ample evidence that we are
all in this together, “…in sickness and in health.”
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The markets are headed
back to reasonable valuation
levels. We look forward in the
months ahead to trading cash
for more reasonably valued
stocks.
In sum, we think there is
light at the end of the tunnel. It
is a good time to stay calm and
do something you enjoy.

Last Minute Insert
Before closing the draft of
this newsletter the markets
opened down 1900 points on
the DOW or 7+% on March 9.
We previously sited four areas
of economic uncertainty: a
market correction, Covid-19, a
Presidential election cycle and
the possibility of global recession.
Over the weekend preceding March 9 Saudi Arabia announced that it intended to increase production of crude oil
while lowering the price and
offering further discounts to
new customers. In short, it declared the intent to ‘buy’ business on a massive scale. The
action broke faith with Russia
(a nominal OPEC member)
who wanted to reduce production and increase prices.
This amounts to a trade war
between Saudi Arabia and Russia. The result was a drop of
over 20% in the Brent Crude
futures taking the price down to
levels not seen since the 1990s.
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We now add a fifth area of
economic uncertainty, the price
of oil and related products, to
the list of four concerns discussed above. When you think
of all the economic activity
around the world that is shut
down due to Covid-19, it will
clearly take some time to work
out the impact of the Saudi
strategy.
Again, we think it is an important time to stay calm.

As always, we are grateful for
your business.

Stephen & Susan
Thanks for reading!
You can also access our newsletters on our website www.theroseim.com.

“Past performance is no guarantee
of future returns.” This statement applies
equally to the portfolios we manage as
well as any mutual fund or individual
security discussed in this publication.
Compass Points newsletter is published
for informational purposes as periodic
communication with clients of The Rose
Inc Investment Management. Discussions
of particular investments do not constitute
recommendations to buy, sell or hold such
investments. Some content is drawn from
other sources that are presumed, but not
guaranteed, to be accurate. Nothing in
this publication should be construed as
professional advice recommending any
particular course of action to a reader.

