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This too shall pass 
 

A. PICKMAN  

 
The markets are collapsing, the performance of our fund is also declining, and one is tired of 

hearing that it is a good time to invest, that we must be calm and that we must not pay too 
much attention to the market in the short term, but be able to see beyond it and think about 

the long term. Common places that matter little to investors in the current market 
environment, when all they want to know is when they will cease to lose money. 

 
Unfortunately, we do not have the answer to that question either, but we do believe that it is 

important to explain and try to understand the current market situation, the state of affairs we 
are in and, based on previous episodes, what lies ahead. 

 
 
We live in uncertain times 
These are days when you don't need financial 
advice, you need a psychologist. That's why, 
when you work in the financial sector, 
managing people is always more important 
than managing investments. 
 
Days like these are a demonstration that even 
a high IQ has its limitations in the markets. It 
doesn't matter how smart you are if you 
don't have the right attitude to stay rational 
when everything seems to be going crazy. No 
one learns what kind of investor they are 
when the markets go up. We all learn what 
kind of investor we really are when the 
markets are falling. 
 

Context does not always make investors feel 
better. Some people feel better about selling, 
even if it's done in panic. Others simply look 
the other way and try not to pay attention. 
Others decide to change their strategy 

halfway through to find something else that 
works.  

Make sure you have a plan, even if it's a less 
than optimal plan. No one survives this kind 
of volatility without a plan in place. Even a 
sub-optimal plan is better than nothing 
because at least it gives you some rules and 
guidelines to follow. Anyone can build a 
portfolio. Not everyone can follow a plan. 

Now, the only thing that matters to most 
investors is how much worse things could get 
from this point forward. It is an impossible 
question to answer because not only do we 
have no idea how the next few months will 
unfold, but no one can guess how investors 
and the general public will react to the 
pandemic as we learn more about it.. 

Even if you have a lot of cash at the moment, 
it may not seem prudent to invest in the 
market, even if the expected gains from 
current levels are much more attractive than 
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they were recently. As we all know, in the 
short term buying soon is identical to being 
wrong. 

Market downturns can paralyze us on several 
fronts. Price declines can cause people to 
make the wrong decisions in the face of 
market volatility and their emotions. 
Sometimes even prudent investment 
decisions can seem wrong from a financial 
perspective 
 
In the world of investing, the rear-view 
mirror is more transparent than the 
windshield. Without a doubt, the events of 
the last few weeks are worrying and are 
testing the temper of even the most 
dispassionate of investors. Certainly, we too 
are not immune to the elevator ride of 
emotions since the end of last week, and we 
have not slept well in recent days. 
 
Market volatility has turned into a financial 
panic that has generated a huge flight from 
many asset classes, causing drastic price 
movements rarely seen in the last 100 years.  
 
Traditionally, fundamentals tend to 
determine market bottoms, but as these have 
not yet seriously deteriorated, improvement 
seems far away.. 
 
While the global economy has clearly slowed, 
we have yet to experience the extent of the 
second- and third-order effects of the 
coronavirus on the economy, which are the 
subsequent worsening of job losses, 
investments, defaults and confidence. 
 
People are pricing in a bad scenario. Of 
course, we cannot say worse than the reality 
because no one knows what the reality will 
be in terms of the disease, its effects on the 
economy, or the ultimate impact on the stock 
market. 
 
But don't panic. One of the worst damages to 
long-term wealth generation is panic selling. 
Investors often rush to buy at market peaks 
for fear of missing out, and sell in panic at 
market troughs because they fear losing their 
entire investment. Neither is a prudent 
strategy. 
 
As value investors we have a long-term view. 
Our investment horizon is more than 5 years. 
Despite the increasing number of people 
infected and the worrying number of deaths, 
we believe that the impact of the coronavirus 

will diminish over time and that the virus will 
eventually be contained. An enormous 
amount of resources is currently being 
devoted to preventing the spread of the virus 
and to the development of a vaccine. 
 
The keys to future success can be 
summarized in two: 1) not to panic and 2) to 
be patient. History suggests that 
fundamentals will turn positive more slowly 
than investors expect, and this delay 
historically leads investors to panic. The 
patient and dispassionate investor will be 
presented with an excellent investment 
opportunity, but the key is not to panic and to 
be very patient. 
 
As value investors, regardless of the stomach 
knot and that feeling of wanting to run rather 
than fight, we live for moments like this. 
These are the days that test an investor's 
ability to live by the value-based creed: buy 
cheap, sell expensive, seek quality and value 
at a discount from their estimated intrinsic 
value, be patient and keep their emotions in 
check. 
 
How many investors would like to be able to 
keep their emotions at bay, follow a few 
charts and buy on the market at low prices? 
Even if you had a magical indicator, it is very 
unlikely that you would be able to keep your 
emotions at bay to pull the trigger. Humans 
are social pack primates, a species that 
evolved over time with group cooperation as 
a survival strategy. We're programmed not to 
fight the crowd, and it's incredibly 
uncomfortable to do so. When it is time to 
buy, you don't want to. 
 
By staying calm and looking for investment 
opportunities, we believe we can offer our 
investment partners the best chance of a 
return above the market in the long term. 
When we invest, we don't worry too much 
about the price of the shares; we focus on the 
health of the business. 
 
These are uncertain and uncomfortable times 
for all investors. We find it comforting to 
focus on the value of the companies we own 
as opposed to the current price. The great 
distortions in the financial markets bring 
extraordinary investment opportunities, 
which means that, instead of fearing, we 
should perhaps be celebrating the painful 
process of boom and bust. We are doing our 
best to take advantage of the excellent 



 KEY CAPITAL OCHO  
MARCH    2 0 2 0 

investment opportunities on offer and hope 
to provide excellent returns from this crisis. 
 
Don't lose sight of the fact that, in the years to 
come, someone will be sitting in the shade 
because they planted an investment tree 
today. 
 
The economic impact of the coronavirus 
The coronavirus threatens to become a deep 
economic crisis if it is not controlled on time. 
This is the fear that is being reflected in the 
stock markets: that there will be persistent 
effects on the growth of our economies. 
 
We have already had a significant negative 
impact on economic activity, damage that is 
sure to continue. The question that arises is 
how negative this impact will be, how long it 
will last and, finally, how the economy will 
behave after the virus is contained. 
 
The Organization for Economic Cooperation 
and Development (OECD) has already 
reduced its global growth projection for 2020 
to 2.4 percent, just below the threshold it 
uses to measure the global recession. This 
projection assumes that the peak of the 
coronavirus epidemic in China is reached this 
quarter and that outbreaks in other countries 
are mild and contained. The OECD forecasts 
that global growth could fall to 1.5% by 2020 
if the outbreak is not contained. 
 
The coronavirus has caused an extraordinary 
supply shock in our economies as 
quarantines have been decreed around the 
world to try to break its transmission chain, 
as economist Juan Ramon Rallo explains: 
 
"The economy doesn't produce anything 
because there's hardly anyone producing. 
Factories and shops are kept closed except 
for the most basic products, so supply 
collapses. 
 
This brutal shock of supply can, in turn, 
reverberate in the form of a shock of demand. 
The very high uncertainty generated by the 
supply shock tends to trigger the demand for 
liquidity among families and businesses to 
deal with the unknown. 
 
The paralysis of business activity resulting 
from the supply and demand shocks 
threatens to culminate in a financial crisis. If 
companies do not produce, they do not 
generate income, and if they do not generate 
income, they cannot meet their payments 

except for the liquidity they have 
accumulated. In other words, companies will 
face serious difficulties in paying salaries to 
their workers (let alone dividends to their 
shareholders) or debt maturities to their 
creditors (usually banks). In sum, the supply 
and demand shock would degenerate into a 
liquidity crisis that would also take on an 
international dimension: if supply chains are 
global, payment chains also become global 
and, therefore, the supply shock between 
companies in one country may end up 
generating liquidity problems in companies 
in other countries. 
 
This third scenario would be by far the most 
worrying: if supply and demand shocks 
passed quickly, business activity could 
resume rapidly once the pandemic is over. 
But if they are prolonged over time, then a 
liquidity crisis will be inevitable. In such a 
case, we could face business insolvencies 
(with their corresponding liquidations and 
restructuring) as well as a decapitalisation of 
the financial system. A partial replica of the 
events that devastated the world economy in 
2008". 
 
While the media has focused on the 
downturn in the stock markets, the corporate 
bond market is key because it is the main 
source of financing for many companies. A 
major concern is that liquidity in the 
corporate bond market has dried up. And 
interest rates on corporate bonds have risen 
sharply, especially for lower quality issuers. 
Looking ahead, their access to credit is likely 
to be limited. 
 
The panic in the markets has been due to 
investors being faced with the scale of the 
coronavirus threat. But the panic we all feel is 
not really a reaction to new information 
about the virus, but to the social panic 
triggered by containment orders imposed in 
some cities and the closing of borders around 
the world. However, these panic-inducing 
actions are what it takes to get us to the point 
where the number of new cases begins to 
decline as quickly as possible. 
 
There is no doubt that there will be great 
economic damage as a result of this isolation. 
However, there would be even more if the 
virus were allowed to spread. The key for 
investors will be to try to work out whether 
the rate of new cases can be reduced quickly 
enough so that closures and other social 
distancing orders can be lifted in time for the 
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economic damage to be extraordinary, but 
short-lived. 
 
The extent of the impact over the next six 
months will almost certainly be large enough 
to be defined as a recession. We're not talking 
about avoiding a recession, just the 
possibility that the recession will be very, 
very sharp, but short-lived, and followed by a 
very rapid rebound. 
 
But, of course, we investors must also always 
accept that the worst results can happen. It 
could be that the US and Europe cannot 
control the coronavirus soon enough to 
prevent the economy from entering a bigger 
and longer recession. This is not only a risk 
related to the coronavirus, severe and 
prolonged recessions are something that has 
happened multiple times over the last 
century. These are terrible experiences, but 
when we talk about the long-term rate of 
return on equities of around 10%, this 
includes the deep recessions that have 
occurred during that time. 
 
We know we can't predict what's going to 
happen to the economy. Medical experts can't 
predict what's gonna happen with the 
coronavirus. We cannot know whether the 
measures being taken around the world will 
cause a painful but temporary economic 
contraction or a prolonged and severe 
recession similar to the financial crisis of 
2008. But we do know that, at this very point 
in the downturn during the last prolonged 
recession, investors who were able to hold 
their securities for one, two, five or more 
years were generously rewarded with 
significant returns. Doing so required 
investors to endure even more headaches 
from where we are today, but the risk of a 
sudden drop in the stock market is an ever-
present risk, not one that is exclusive to 
today. 
 
The news can certainly get worse. But their 
ability to impact us will diminish. The data on 
the US economy did not improve at the end of 
the financial crisis. But stocks stopped falling 
every time that bad news came. It took a lot 
of pain to get to that point, but eventually, the 
fatigue about the bad news had settled. This 
happened with respect to the potential 
terrorist threats in the wake of the 2001 
attacks, it happened during the 1998 Asian 
currency crisis, it happened during the Latin 
American defaults of the same time, it 

happened during the fear of Ebola in 2014, 
and it will happen now. 
 
It is important to note that, from a business 
perspective, weak companies may not be able 
to overcome this unprecedented disruption 
of economic activity that is affecting the 
world at the moment. At the same time, the 
competitive playing field in which our 
companies operate will be upside down with 
many competitors wounded or even out of 
business. It is in these periods of economic 
upheaval that the best companies are at the 
forefront. Their management teams seize the 
opportunity to get back into action, serving 
the needs of their customers while other 
competitors simply cannot. That's when big 
companies shine. 
 
The markets' reaction 
To date, the S&P500 has fallen 29.2% from its 
peak, exceeding the -20% threshold usually 
associated with a bear market. Stock market 
indices around the world show a similar 
picture.  
 
What is amazing, however, is the speed at 
which this has happened. An outcome of such 
proportions only occurred during Black 
Monday in 1987 and during the early stages 
of the Great Depression of 1929. In none of 
these previous cases had the market 
corrected so much in such a short time frame 
from an all-time high as it has this year.  
 
Market corrections can occur for a number of 
reasons, but periods of economic recession 
often produce some of the worst market 
declines in history. 
 
In recent weeks, we have seen significant 
volatility in all the major stock markets as the 
impact of the coronavirus pandemic began to 
be felt. Businesses have been temporarily 
closed, investments are being crippled, 
employees are working from home, 
supermarkets are being emptied by panicked 
shoppers and the business climate has 
deteriorated considerably. It is 
understandable that there is a sense of panic. 
These are unprecedented times. 
 
Moreover, since the virus first appeared in 
China, it has hit this country particularly 
hard. This is critical for the global economy, 
as China is now the world's largest 
manufacturing centre and an important 
source of raw materials. We believe there will 
definitely be an impact on global growth. 
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While it is difficult to speculate on an exact 
figure at this time, as the crisis continues to 
unfold in Europe and North America, it could 
be even greater. 
 
The conflict over oil production between 
Saudi Arabia and Russia has caused oil prices 
to plummet, adding to growing concerns 
about the spread of the coronavirus. 
 
This is the first time that the global economy 
has been hit by simultaneous supply shocks. 
The two are related. The conflict between oil 
producers was triggered by a drop in oil 
demand caused by the spread of the 
coronavirus worldwide and its impact on the 
global economy.    
 
Markets are now discounting that we have 
reached a tipping point, with the global 
economy on the verge of a recession, and that 
valuations need to be reassessed to include a 
reduction in economic growth and corporate 
profits. 
 
But the consequences of the coronavirus and 
the fall in oil prices will be temporary, not 
permanent. In this respect, it is clearly easier 
for oil producers to reach a price-stabilizing 
compromise that will be to halt the spread of 
the coronavirus. But the virus will be 
contained at some point, hopefully in late 
spring or summer. 
 
While the media provides useful information, 
it can also fuel two emotions in decision 
making: fear and greed. During market 
turbulence, investors may have the 
misperception that more information makes 
them better investors. This is not always true. 
Overexposure to news can exacerbate 
emotions and trigger irrational actions. 
Checking the news a couple of times a day 
can provide all the information investors 
need. Watching the news for hours each day 
probably only exacerbates emotions, and that 
tends to impair decision-making.  
 
News about the coronavirus tends to have 
two characteristics: 1) it presents a 
potentially frightening scenario, and 2) it has 
become the focus of media attention.  
 
This combination is a key ingredient in 
creating one of the wealth-destroying biases. 
Availability bias is the tendency to 
overestimate the probability/impact of 
events that are easier to remember, i.e. that 
are psychologically "available" to us. 

 
It is likely that investors have not been 
exposed to the virus, but have been exposed 
to media coverage. Consider these elements: 
has coverage of the pandemic been 1) recent, 
2) frequent, 3) identifiable, and 4) emotional? 
In this scenario, we believe that investors are 
well served by reviewing how the emotional 
effects of short-term market movements can 
cause otherwise sound, rational, long-term 
plans to be questioned. When investors 
understand the potential wealth-destroying 
effects of this bias, that understanding can 
help guide them to stay focused on the long 
term. 
 
In summary, Warren Buffett's advice, "Our 
goal is more modest: we simply try to be 
fearful when others are greedy and to be 
greedy only when others are fearful," has 
proven its merit throughout his successful 
career. 
 
Nothing that happens today, tomorrow or for 
the rest of this year will matter five years 
from now. Watching the markets every day 
will drive you crazy and deprive you of sleep. 
And it won't make anything better. 
 
The coronavirus as a symptom of the real 
disease 
We cannot and must not forget that the 
coronavirus is only the breeze that is causing 
the huge house of cards that we have been 
building for years to fall apart. What is 
punishing the financial markets is the 
structural weakness of the world's major 
economies, not the virus, no matter how 
much economic impact it may have. 
 
Central banks around the world have laid the 
seeds of this economic crisis with their 
policies, for over a decade, of ultra-low 
interest rates and quantitative easing, which 
injected massive amounts of liquidity into 
financial markets. This unprecedented 
monetary policy led companies to further 
leverage and embark on massive buyback 
programmes. This made an economic crisis 
inevitable. The coronavirus is simply the 
match that lit the fuse. It is only a trigger for 
the crisis. 
 
Money supply inflation and ultra-low interest 
rates have also helped fuel trillion dollar 
deficits and skyrocket government debts. It 
has encouraged companies to issue more 
bonds, and individual investors not to save or 
invest in safe assets and to put their money 
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into riskier stocks because they cannot earn 
interest on bank deposits or dividends from 
safer companies. Any economist should 
recognize that all of these effects are bad for 
the economy. This is like saying that we need 
to spread the coronavirus to more people to 
stop the pandemic. 
 
Let's hope that a new crisis is not wasted this 
time. If it serves to stop the central banks 
from intervening in the economy and to make 
the adjustments that should have been made 
in 2008, perhaps this suffering in the short 
term will lead us to a better future. 
 
Why do some black swans, like the two 
current ones (coronavirus and oil crisis), 
have an overwhelming influence on the 
markets while others have no significant 
effect? The answer is that fundamentals 
matter more than black swans. When 
fundamentals are improving, a black swan 
becomes a short-term distraction. The 
strength of the improving fundamentals 
outweighs the negative impact of the black 
swan. However, a black swan is the center of 
attention when fundamentals are 
deteriorating.  
 
Bear markets go through several stages. First, 
investors believe that the market fall is 
temporary ("everything will be fine", "the 
market will look beyond the bad news", "the 
market has already discounted the bad 
news"). Second, investors are surprised by 
the reality of the recession ("it's worse than 
anyone could have thought"). Finally, 
investors are resigned to the situation. ("it 
will never end"). It seems that we are in the 
first stage, perhaps even in the second. 
 
Concluding remarks 
The questions we receive fall broadly into 
two categories: "When should I buy?" and "Is 
it too late to sell?" These questions show that 
investors are making the same common 
mistakes that they have always made once 
again. 
 
If you sell now, you are crystallizing a large 
loss on your stocks and other risky assets. No 
one can know if the markets will rise or fall 
from today, but you will definitely realize the 
losses and you will not be in the market for a 
while. And this will inevitably mean that you 
will lose the market trough and return to the 
market at a stage where much of the recovery 
will have already occurred. 

 

The question on everyone's mind now is 
what will happen next. Will the market 
recover relatively quickly once the 
coronavirus cases stop increasing and the 
extent of the outbreak becomes clearer? It's 
hard to believe that that could happen right 
now, but it's remarkable that that's exactly 
what happened in China once the new cases 
stopped rising and before investors 
understood that the viral outbreak would 
affect the rest of the world's economies. 
 
The fact is that today we don't know when 
the U.S. and Europe will have similar 
inflection points and the new cases will begin 
to decline. The good news is that the 
dramatic actions taken this week in the U.S. 
and Europe are the beginning of what is 
needed to get the new cases under control as 
quickly as possible. 
 
Doing the right thing isn't usually easy. This 
is as true of investment as it is of many other 
aspects of life. If you were to seek investment 
advice from some of the great personalities of 
the past, one of the common themes would 
surely be to take a stand against the market. 
 
Sir John Templeton stated: "It is impossible to 
generate a superior performance unless you do 
something different from the majority. If you 
buy the same values that everyone else buys, 
you will have the same results as everyone 
else". And John Maynard Keynes observed: 
"The central principle of investing is to go 
against the general view on the basis that, if 
everyone agrees on its merits, investing is 
inevitably too expensive and therefore 
unattractive”. The investment legends of the 
past urge us to dare to be different. However, 
such advice, however simple, is not easy to 
apply. Both human nature and the 
institutional imperative force us to want to 
behave like others. Human beings are 
(usually at least) a social species. Like many 
social species we implicitly recognize that 
one is more sheltered and secure in the midst 
of the herd. 
 
The human brain has both push factors (the 
pain of doing something different) and pull 
factors (the desire to belong) that move it 
toward conformity. Taking the opposite path 
is potentially similar to having a broken arm 
on a regular basis. 
 
Both human nature and our institutional 
framework lead us to look and behave like 
everyone else. However, the key to a great 
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return on long-term investment lies in 
overcoming these obstacles and daring to be 
different.  
 
Not only is it likely that doing something 
different will lead you to feel something close 
to physical pain, but it is also very likely that 
you will be fired. No wonder so few dare to 
be different. 
 
As Seth Klarman said, "While it is always 
tempting to try to time the market and wait 
for the bottom to be reached (as if it would be 
obvious when it arrived), such a strategy has 
proven over the years to be deeply flawed. 
Historically, little volume transacts at the 
bottom or on the way back up and 
competition from other buyers will be much 
greater when the markets settle down and 
the economy begins to recover. Moreover, 
the price recovery from a bottom can be very 
swift. Therefore, an investor should put 
money to work amidst the throes of a bear 
market, appreciating that things will likely 
get worse before they get better".  

 
 
 
 
 


