
ICON began 2020 expecting the broad market to move higher.  That position was rewarded as the S&P 1500 Index advanced to an all-time high 
February 19, 2020, up 4.7% for the year at the time.  Then the Coronavirus spread in China and the market retreated slightly.  Over the weekend of 
February 22 & 23, it became clear that the virus was spreading to other countries, which set the stage for a panic selloff Monday through Friday, the 
final five trading days of February.  We believe investor and stock market behaviors are similar to what occurred following the terrorist attacks of 
September 11, 2001, so much so that we can look to that time for guidance and even a roadmap for the recent Coronavirus situation.   

As for similarities, both panic selloffs were driven by the same concerns.  Will people quit flying?  Will they stop going to restaurants and theaters?  
Will they stop going on cruise ships or even perhaps quit gathering in public places? Will the consumer shut down? Will supply chain disruptions bring 
commerce to a halt?  Extended further, both times there were predictions of a potential global recession. In 2001 and in 2020, the situations were 
so unprecedented that analysts were just guessing.  Just as the Coronavirus is new and never seen before, the terrorist attacks of 2001 were unique 
and created tremendous uncertainty.  So what do investors do when analysts can only guess what negative economic consequences might happen?  
It appears the answer is about a 12% selloff in the subsequent five days.  The stock market did not open the day of the attacks, September 11, 2001, 
but opened the following Monday September 17 and the S&P 1500 Index dropped 11.76% that week.  This time, the week after it became clear that 
the Coronavirus could spread to other countries, the S& P 1500 Index dropped 11.56% very similar to the five day drop in September 2001.

Friday September 21, 2001, proved to be the short term low and the market moved higher.  It took about two months to get back to pre-attack levels.  
Notice that the 2001 recovery took place before there were any answers to the post-attack economic questions posed in the previous paragraph.   
We contend the market recovered simply because investors gradually realized the economic setting was not as bad as had been priced in during the 
panic selloff.    

We expect the same this time and believe the market can recover before there is a vaccine or remedy or answers to the question posed above.  The 
recovery can happen if investors realize the world is not as bad and the worst case scenario was priced in by February 28th. 

There are many supportive conditions that suggest the selloff the last week of February went to an extreme.  The ICON market Value-to-Price (V/P) 
ratio ended February at 1.22 suggesting stocks are attractively priced.  Historically, the yield on the 10-year Treasury note has usually been greater 
than the dividend yield on the S&P 500 Index, but after the selloff we see a total reverse of that normal relationship.  Stocks are cheap and bonds 
are expensive with the Treasury yield at 1.15 and the yield on the S&P 500 at 2.04%. Also regarding relative yields, Barron’s reports their “Stock/
Bond Yield Gap”, which is the difference between the yield on the highest grade corporate bonds and the yield on stocks in the Dow Jones Industrial 
Average.  This week the reading was positive for the first time since the late 1970s, meaning stocks had a higher yield than bonds, a situation we 
consider irrational.  Volatility and sector correlation are showing extremes often seen at the end of market declines.  Maybe some additional jolt 
could hit the market and take it lower, but there are some readings that suggest this selloff has run its course.

Summary
If investors expect a “horrible” economic setting and price it into stocks and then realize that the setting is just “bad”, the market can advance.  It’s 
not horrible, just bad.  Then, if investors price in a bad economic setting and it turns out to be just mediocre, stocks can continue advancing.  For 
the market to recover, we do not need a cure for Coronavirus or a perfect economic setting, just an economic setting not as horrible as was priced 
in February 28.  
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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 Dow Jones 
Industrial Average is a price-weighted average of 30 actively traded blue-chip stocks, primarily industrials.

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

Sources: Bloomberg, FactSet, Barron’s
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