
Starting on the 24th of February 2020, the last 2 weeks and 1 day have seen a massive selloff in global equities 
culminating into the bloodbath we have seen on world markets yesterday.  There are many potential reasons 
for what we are seeing and it is possible that we might not even know all the reasons just yet, but most of the 
blame seems to fall on the Corona or Covid 19 Virus and the oil price war between Saudi Arabia and Russia. 

The biggest concern worldwide is that the virus will not be contained resulting in widescale shutdowns in 
businesses and industries and ultimately a global recession.  Initially most economists were predicting a 
V-shaped recovery with infection rates in China continuing to drop but a rapid increase in cases in the rest of 
the world, particularly in Italy, Iran, South Korea and Japan has put global markets into freefall.  The gold price,
a safe haven asset, is reaching new highs.  The Rand is trading much weaker against currencies like the US $, 
Euro and British Pound.  The oil price fell as much as 31% at one stage on Monday morning and panic levels 
seems to be extraordinarily high.

This bloodbath follows a massive rally in equities in 2019 with the US leading the way.  The S&P 500 was up 31%, 
the Nasdaq up 39%.  The MSCI World index was up 28% and Emerging markets were up 19%. SA enjoyed some 
of this momentum, but still lagged the rest of the world significantly with a gain of 12%.  When markets run hard 
like this, investors begin to think about when they will take some profit so the inevitable pull-back was always 
going to happen – the question was when and what would be the excuse or reason.  This time the scapegoat 
is a virus.  

In times like these we are eager to assign blame, especially sitting in a country like South Africa where we did 
not really benefit from the exceptionally long bull run that most of the world has been on.  At the moment, 
unfortunately, if you were invested in equities, both local and global, you are subject to the old investment 
maxim: “A rising tide lifts all boats while a sinking tide drops them”.  There is nowhere to hide.  Selling at a time 
of panic is definitely the worst mistake you can make.  Markets will recover again over time, they always do. 
At some point this freefall will end and there will be huge discounts on many equities, what some asset 
managers call “once in a decade prices”.  The only question is when.  This is one of those “unknown 
unknowns” – you cannot predict them or plan for them.

What we do know:
• Emotion drives markets – People do not account for events like these and tend to panic.
• The uncertainty and duration of the virus will have a negative cyclical effect on global growth.
• Selling now locks in potential losses.
• Given sharp declines we anticipate that we are close to or not far from the bottom of this cycle.
• It might endure a few more months.

What to do now?  
• We agree, the current decline in markets feels very uncomfortable, sit tight and ride out the tide. 
• When looking at the same type of decline in markets in 2008, the most patient investors got 
             rewarded the most afterwards. 
• Remember that most of us are long-term investors and this kind of overreaction should not distract
              us from our objectives.  
• In times like these it might be good to remember “Far more money has been lost by investors 
             preparing for corrections or trying to anticipate corrections than has been lost in corrections
             themselves.” 
• Courage and patience will be rewarded; fear and panic won’t.
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