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“History doesn’t repeat, but it often rhymes”

An 1898 portrait of Twain painted by Italian artist Ignace Spiridon,

which now hangs in the Mark Twain Library in Redding. (

)
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We live in scary times, with lots of uncertainty

Britain a fter Brexit n crisis The best way to do bail-outs
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A grim calculus

The stark choices between life, death and the economy

How bad will it get?

Source: The Economist
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The power of exponential growth

S&P 500 Index, 1927-2020

vs Exponential Trendline
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A closer look: 1995 to 2020
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Not a one-way ride
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Nothing to fear but the fear index itself

S&P 500 Index (log) and Volatility, 1928-2020

Pre-1986: 1-month lagged S&P 500 standard deviation, adjusted to post-1986 VIX, annualized
Post-1986: CBOE VIX (back-test and actual data)
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Apparently, easy money...

S&P 500 Index: Out of Market if VIX(t)>34

Cumulative Returns, 1986-2020

Invest in S&P 500 index only if VIX today is <34

Buy-and-hold S&P 500 index

Data sources: Yahoo!Finance and CBOE
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...But actually, no easy money

S&P 500 Index: Out of Market if VIX(t-1)>34

Cumulative Returns, 1986-2020
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All business cycles must end sometimes

U.S. Recessisons, 1927-2019

Data source: NBER
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The stock market as a predictor: “9 of the past 5"

S&P 500 Index and Recessions, 1927-2020

Data sources: Yahoo!Finance and NBER
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The stock market returns and recessions
S&P 500 Returns During Recessions, 1927-2019
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Recession duration
Length of Recessions (Months), 1927-2019

Relative to Recession Start and End, and Low Point of S&P 500
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The 1918-19 influenza pandemic (that didn’t originate
in Spain)
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Figure 1. Three pandemic waves: weekly combined influenza and

pneumonia mortality, United Kingdom, 1918-1919 (21).

Source: Jeffrey Tauenberger and David Morens, 2006, “1918 Influenza: the Mother of All Pandemics,”
Emerging Infectious Diseases 12:1, pp 15-22. $
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The 1918-19 influenza pandemic and the stock market
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The 2002-2004 SARS pandemic and the stock market
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S&P 500 During SARS
November 2002 - May 2004

WHO reports no new cases in China
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| SARS outbreak in China

Data source: Yahoo!Finance
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World War Il and the stock market

S&P 500 During World War Il
September 1939 - September 1945

/ Germany attacks Western Europe
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1929-32 Great Depressmn
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Source: NPR.org

1980-82 The Inflation Recession

'S.oéu‘r‘ce: NPR.org

1987 Black Monday

STOCKS PLUNGE 508 POINTS, A DROP OF 22.6%;
604 MILLION VOLUME NEARLYDOUBIES RECORD

Source: New York Times

Crashes and (eventual) recoveries
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Crashes and Recoveries

From Peak to Decline to Recovery

rA

ALK,

A

M~ = m =] m L
N Wo oo - N I W
o A NN NN NN

—0il Shock (1973-74)
——Dotcom Bubble (2000-02)

2
3
4
6
7
8
9
0
2
3
445
5
469
481

Inflation Recession (1980-82)
Global Financial Crisis (2007-2009)

Data source: Yahoo!Finance

Stephen Foerster © 2020 not for distribution

2000-02 Dotcom Bubble
MARKET MELTDOWN
» 2000

ETSE:

NASDAQ

DOW:

5 12% ~ T 6% T T39% T

Source: CBC archives

2007-09 Global Financial Crisis
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2020 Covid-19 Pandemic

Source: The Canadian Press and CDC
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Crashes and (eventual) recoveries

Crashes and Recoveries

Peak-to-Trough Losses %; Years to Full Recovery
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But even now stocks aren’t cheap

Price-Earnings Ratio (CAPE, P/E10)
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Key take-aways

 Stocks for the long-run have paid off
Markets have been and always will be volatile

Stock declines are naturally associated with economic declines—and
recoveries

Pandemics and wars take a tragic human toll; not necessarily a long-term
economic toll

Each bear and bull run is unique
Pay attention to history, keep calm, and carry on!
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