
Market activity this week has caused a heightened level of investor angst. With the S&P 500 Index and the Dow down 8.30% and 
10.23% respectively, many stocks are moving in and out of correction territory (10% decline). While market drops are an inevitable 
factor of investing, when volatility spikes it is nonetheless alarming. Below, please find insight and commentary reflecting our view of 
the markets and this fast-moving event.

HEADLINE THEMES
•	 The human element of this unfolding epidemic is indeed a tragedy and too many lives have been lost. We believe that 

containment of the virus globally will be key to establishing a sense of outlook and resumption of “normal” market activity 
reflecting fundamentals versus macro themes.

•	 While news sources are focusing headlines on the growing count of 
new confirmed cases of the virus, according to 
www.worldometer.com, active cases versus confirmed cases (total 
confirmed cases, minus deaths and recoveries) has declined.

•	 The U.S. has indicated that it will deploy considerable resources and 
money to contain the spread of the virus in the US.

•	 We have been here before: At the height of the SARS virus back in 
2003, the S&P 500 index fell by 12.8%. During the Zika virus outbreak, 
the market fell by 12.9%. Historically, there are other similar epidemic/
pandemic episodes that have caused the market to react negatively to 
uncertainty and fear. As with those historical market movers, we think 
this too shall pass. 

•	 Though we have seen increased market volatility in recent days, these 
daily levels of market movement are not unusual in historical market 
context. In the S&P 500 index data to the right from 1950-2019, the 
years with the largest daily percentage market movements are shown. 
The largest recent daily change in the S&P 500 was less than 4.5%, 
which would rank 15th out of the 69 years of data. This is in the top 
half of most volatile days in a given market year, but far from the top. 
If you look closely at the data you will notice that often a large positive 
day may happen around a large sell-off. For example, the second highest 
percentage gain was two days after the largest percentage loss.  
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THE CORONAVIRUS AND THE MARKET
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LFCM PORTFOLIO STRATEGY
From a valuation standpoint, the market was fairly valued to slightly overvalued when this crisis began, as opposed to other similar 
outbreaks. Currently, the LFCM equity models hold more cash than we have historically held due to recent sells in names that were 
overvalued. We are looking to take advantage of any oversold condition, especially in names that we have been monitoring and would 
like to include but for which we could not justify the high valuation. We see this as an opportunity to spend cash in the models when 
the time is right to add positions, and perhaps more importantly, an opportunity to upgrade some names we currently own. 
 
In the LFCM asset allocation models, we continue to maintain an overweight exposure to U.S. equities relative to our benchmark, and 
maintain a factor overweight to low volatility. These allocations have generated alpha during this time of market volatility. We will 
continue to carefully monitor the evolution/resolution of the Coronavirus situation and will make appropriate adjustments as market 
events dictate.

WHAT SHOULD INVESTORS DO?
In our view, this is a transitory event that will eventually pass. And when it does, we believe that inventories and demand will eventually 
catch up and mitigate concerns of a global economic recession. Of course, we do not know the length or depth of this event, but it 
will end and we are focused on being well positioned to take advantage of the market’s resumption once we have moved through this 
crisis. 
 
The current market pullback on its own should not necessarily cause investors to change their long-term investment plans, unless their 
own individual plans have in fact changed. Looking ahead, we will continue to focus on fundamentals when evaluating securities for 
inclusion in the portfolios. Certainly, if our research indicates a change is needed, we will make the necessary adjustments. We believe 
when stock prices correct for macro reasons, it creates an opportunity to buy companies with solid fundamentals that generate excess-
free cash flow at a further discount to the intrinsic value of the business. Remember, just because the headlines change, it does not 
necessarily mean the bottom up fundamentals of the business owned in a portfolio will also change. 

 
Investors should:

•	 First and foremost, continue to review and consider if your current allocation continues to align with your individual risk-
tolerance and long-term investment plan.

•	 Do not try and time the market or sell out of fear. Market data supports that market fluctuations in the short-term, are 
historically followed by periods of significant market recovery. 

•	 Most importantly, we urge and encourage you to consult with your advisor in case you have questions about your portfolio’s 
strategy.
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IMPORTANT DISCLOSURES

The information provided, including any tools, services, strategies, methodologies and opinions, is expressed as of the date hereof and is subject 
to change. Level Four Capital Management (“LFCM”) assumes no obligation to update or otherwise revise these materials. The information 
presented in this document has been obtained from or based upon sources believed by the trader or sales personnel or product specialist to be 
reliable, but LFCM does not represent or warrant its accuracy or completeness and is not responsible for losses or damages arising out of errors, 
omissions or changes or from the use of information presented in this document. This material does not purport to contain all of the information 
that an interested party may desire and, in fact, provides only a limited view. Any headings are for convenience of reference only and shall not be 
deemed to modify or influence the interpretation of the information contained.

This material has been prepared by personnel of LFCM and is not investment research or a research recommendation, as it does not constitute 
substantive research or analysis. This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen 
or resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be 
contrary to law or regulation or which would subject LFCM to any registration or licensing requirement within such jurisdiction. It is provided 
for informational purposes, is intended for your use only, and does not constitute an invitation or offer to subscribe for or purchase any of the 
products or services mentioned, and must not be forwarded or shared with retail customers or the public. The information provided is not intended 
to provide a sufficient basis on which to make an investment decision. It is intended only to provide observations and views of certain LFCM 
personnel.  Observations and views expressed herein may be changed by the personnel at any time without notice. 

Nothing in this document constitutes investment, legal, accounting or tax advice or a representation that any investment strategy or service is 
suitable or appropriate to your individual circumstances. This document is not to be relied upon in substitution for the exercise of independent 
judgment. This document is not to be reproduced, in whole or part, without the written consent of LFCM.  

Investment advisory services offered through Level Four Advisory Services, LLC, an SEC-registered investment advisor. Asset management 
services offered through Level Four Capital Management, LLC an SEC-registered investment advisor. Level Four Advisory Services, LLC and 

Level Four Capital Management, LLC are related entities and subsidiaries of Level Four Group, LLC.
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