
Domestic Equities

To begin the year, the stock market marched higher with the S&P 1500 hitting an all-time high January 17, 2020.  The move of slightly more than 
3% was a continuation of the advance seen in the fourth quarter of 2019.  The theme was the same with Information Technology, Industrial and 
Financials among the leading sectors.  In a complete theme reversal the market retreated and gave up those gains over concerns about the economic 
impact of the coronavirus.  The index finished the month down slightly  

In early March, it will be eleven years from the beginning of the bull market.  Along the way there have been many setbacks when the market 
retreated over concerns about a specific situation or event, for examples: the European debt crisis, the vote for Brexit, and worries about the strong 
dollar and falling oil prices in late 2015 and early 2016. Some investors have tried short-term market timing, that is, selling out and then buying back 
in later.  We have rejected that strategy.  Instead, as long as we see stocks, on average, priced below our estimate of fair value we favor remaining 
invested, or “riding through” the situation.  We believe our strategy has proven productive over this time period and that is how we are handling the 
current coronavirus situation. 

Following the drop to end the month, we see many conditions that have preceded market advances.  First is value.  The ICON market value-to-price 
(V/P) ratio begins February at 1.18, indicating stocks, on average, are priced below our estimate of fair value.  Second, the yield on the S&P 500 Index 
is greater than the yield on the 10-year Treasury note. This indicates to us that bonds are expensive and stocks are cheap.  This yield relationship 
has only happened a few times since 1960 and has always been followed by stock market indexes moving higher over the subsequent year.  Third, 
investor sentiment, which is often referred to as a contrarian indicator quickly turned negative, or bearish, the last week of January.  This recent 
reading has been more associated with buying opportunities than market peaks.  Fourth, 450 of the companies in the S&P 1500 Index have reported 
earnings for the last quarter of 2019.  On average, they are beating estimates by 5.54%, meaning they are more profitable than analysts expected.  
Value, yields, sentiment and earnings lead us to remain invested. 

International Equities

As often happens when there is an event or situation that captures the focus of investors, international and domestic markets have become very 
synchronized. In other words, stocks globally are “dancing to the same drummer.”  From January 17 through January 31, the MSCI ACWI ex US Index 
dropped -4.25%.  The MSCI Emerging Markets Index, which includes China as its largest weighted country, and many other countries in Southeast 
Asia, dropped more, -7.36%.  It is too early to tell if this jostling will provide an opportunity to rotate into better values than we already own.  For the 
time being we are not trading much.

Bonds

Following a pattern we have seen over the last eleven years, when investors sold stocks over the last two weeks of January they flocked to the 
perceived safety of U.S. Treasury securities.  This drove the yield on the 10-year Treasury note down to 1.508%, after it ended 2019 at 1.919%.  Such 
a low yield appears to be fear-driven to us, rather than logical, as a survey of economists on Bloomberg is calling for CPI inflation of 2.1% in 2020 and 
2021. Historically, the 10-year Treasury has provided a positive real return, a return that exceeded inflation.  We expect the yield to move back up 
toward inflation over the long run.

Summary
There have been situations that have jolted the stock market which we at ICON have labeled volatility events;  the invasion of Kuwait( 1990), what the 
media called the Asian Contagion (1998), the European Debt Crisis rounds one and two (2010 & 2011), and fear the Federal Reserve would continue 
unnecessary tightening (2018). There have been less severe jolts such as the vote for Brexit in 2016.   

In all cases, the market rebounded and continued its long-term advance before the situation was resolved.  Here are two examples.  With the 
invasion of Kuwait, the market hit bottom October 10, 1990, right at the height of uncertainty.  The U.S. began attacking January 17, 1991, and 
President George Bush declared Kuwait liberated February 27, 1991, four months after the stock market bottom.   In 2018, the market hit bottom 
December 24, and then began a rally for six months before the Federal Reserve lowered the Federal Funds rate target on July 31, 2019.  We expect 
similar results in these current conditions,  as it would be normal for the stock market to turn around and recover ahead of any resolution to the 
coronavirus.  The stock market is an anticipatory vehicle
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The data quoted represents past performance, which is no guarantee of future results. Opinions and forecasts regarding sectors, industries, companies, countries and/or themes, and 
portfolio composition and holdings, are all subject to change at any time, based on market and other conditions, and should not be construed as a recommendation of any specific security, 
industry, or sector.

Investing in securities involves inherent risks, including the risk that you can lose the value of your investment. An investment concentrated in sectors and industries may involve greater risk 
and volatility than a more diversified investment. Investments in international securities may entail unique risks, including political, market, regulatory and currency risks. In general, there is 
less governmental supervision of foreign stock exchanges and securities brokers and issuers. The risks of investing in international securities are greater for investments in emerging markets. 
Emerging market countries may experience greater social, economic, regulatory, and potential volatility and uncertainty than more developed countries. Investing in fixed income securities 
such as bonds involves interest rate risk. When interest rates rise, the value of fixed income securities generally decreases.

ICON’s value-based investing model is an analytical, quantitative approach to investing that employs various factors, including projected earnings growth estimates and bond yields, in an effort 
to determine whether securities are over- or underpriced relative to ICON’s estimates of their intrinsic value. ICON’s value approach involves forward-looking statements and assumptions 
based on judgments and projections that are neither predictive nor guarantees of future results. Value readings are contingent on several variables including, without limitation, earnings, 
growth estimates, interest rates and overall market conditions. Although valuation readings serve as guidelines for our investment decisions, we retain the discretion to buy and sell securities 
that fall beyond these guidelines as needed. Value investing involves risks and uncertainties and does not guarantee better performance or lower costs than other investment methodologies.

ICON’s value-to-price ratio is a ratio of the intrinsic value, as calculated using ICON’s proprietary valuation methodology, of a broad range of domestic and international securities within ICON’s 
system as compared to the current market price of those securities. According to our methodology, a V/P reading of 1.00 indicates stocks are priced at intrinsic value. We believe stocks with 
a V/P reading below 1.00 are overvalued while stocks with a V/P reading above 1.00 are undervalued. For example, we interpret a V/P reading of 1.15 to mean that for every $1.00 of market 
value, there is $1.15 of intrinsic value which has not yet been realized in the market price.

The unmanaged Standard & Poor’s Composite 1500 (S&P 1500) Index is a broad-based capitalization-weighted index comprising 1,500 stocks of Large-cap, Mid-cap, and Small-cap U.S. 
companies.  The unmanaged Standard & Poor’s (S&P) 500 Index is a market value-weighted index of large-cap common stocks considered representative of the broad market. The Morgan 
Stanley Capital International (MSCI) All Country World Index (MSCI ACWI) is a leading unmanaged benchmark of world equity market performance. The capitalization-weighted index is 
representative of the performance of securities of companies located in developed and emerging markets including those of the United States. The Morgan Stanley Capital International 
(MSCI) Emerging Markets Index is a free float‐adjusted market capitalization index that is designed to measure equity market performance of emerging markets. As of June 2, 2014, the MSCI 
Emerging Markets Index consisted of the following 23 emerging market country indexes: Brazil, Chile, China, Colombia, Czech Republic, Egypt, Greece, Hungary, India, Indonesia, Korea, 
Malaysia, Mexico, Peru, Philippines, Poland, Qatar, Russia, South Africa, Taiwan, Thailand, Turkey and United Arab Emirates. Total return figures for the unmanaged sector indexes do include 
the reinvestment of dividends and capital gain distributions but do not reflect deductions for commissions, management fees, and expenses. 

The Consumer Price Index (CPI) is a measure of the average change in prices over time of goods and services purchased by households.  The CPIs are based on prices of food, clothing, 
shelter, fuels, transportation fares, charges for doctors’ and dentists’ services, drugs, and other goods and services that people buy for day-to-day living..

The 10-year yield is the benchmark 10-year yield to maturity reflected by the current issue 10-year U.S. Treasury note.
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