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EXECUTIVE SUMMARY 
 

 Coronavirus will cause short-term economic dislocations as supply chains have been 
disrupted by quarantine and other efforts to contain the disease 

 Earning power of U.S. businesses is unlikely to be affected over the medium to long-
term 

 Market volatility has reached the highest levels since 2008 
 Historically investors have been rewarded by leaning against market hysteria and 

gradually accumulating stocks when many other are selling indiscriminately 
 
After weeks of complacency, investors began to internalize that the Coronavirus that 
originated in China is spreading to other countries and other continents.  Chinese officials 
have taken extraordinary measures to corral the disease, including quarantining entire cities.  
Despite these efforts, the virus has spread to six of the seven continents.  Quarantines, less 
travel and other measures will have a negative effect on economic growth and corporate 
profits … over the near term.  Over the medium- to long-term the effects of the virus will 
fade, and corporate earning power will be largely unaffected. 
 
Indiscriminate selling of stocks has undoubtably been exacerbated by computer trading 
algorithms.  The investment time horizon of some, perhaps many, computer programs is 
measured in thousands of a second.  This short-termism of the machines creates 
opportunities for human beings with more realistic investment time horizons and attention 
spans. 
 
There is nothing like a waterfall decline in the stock market to trigger the fight-or-flight 
emotions among investors.  The financial entertainment channels have been trumpeting the 
fact that the major market averages experienced the fastest 10% decline in history.  
Unfortunately, they haven’t said much about what happens after this sort of volatility 
subsides. 
 
Our friends at Ned Davis Research have a treasure trove of data and we like to lean on 
analysis, rather than emotion, to guide our investment strategy.  The VIX Index was created 
by the Chicago Board of Options Exchange to provide an explicit measure of expected 
volatility in the stock market.  It is sometimes called the “Fear Index.”  As the chart below 
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shows, that when the VIX Index moves above 28.5, the stock market has historically risen 
at an annualized rate of 45.6% per year! 
 
Past performance is not a guarantee of the future.  However, it has often been a good strategy 
to buy when others are selling … and then be patient!  We think investors who gradually 
add to their stock exposure during this period of market unpleasantness will be rewarded 
over the next few years. 
 
 
The top panel of the chart below shows the S&P 500 Index and the bottom panel shows the 
VIX Volatility Index (aka the Fear Index).  The VIX rarely rises over 28.5 (only about 11% of 
the time).  When it does reach this level of extreme volatility, the stock market has 
historically experienced better-than-average gains. 
 

 
Chart courtesy Ned Davis Research 
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DISCLAIMER 
The data and analysis in this report has been obtained from sources believed to be reliable; 
however, the accuracy or completeness cannot be guaranteed.  Nothing in this report 
should be construed as an investment recommendation.  All opinions expressed are subject 
to change without notice.  Foothills Asset Management, its owners, officers and employees 
may have investments in securities mentioned in our reports.  Foothills Asset Management, 
its owners, officers and employees shall not have any liability for loss sustained by anybody 
who relies on or acts on this information.  You should do your own due diligence or consult 
with your financial advisor to determine the suitability of any opinions with respect to your 
own financial situation.  Information contained in this report is based on historical data and 
past performance is not a guarantee of future results. 
 


