Participant Update & Strategy Outlook

The Black Swan Paradigm: Painful but Temporary
There is no sugar-coa ng it: the ﬁrst quarter of 2020 ushered in the most challenging societal test many Americans have ever faced. Largely unforeseen, fastmoving, and lethal, the Coronavirus pandemic has upstaged economic and poli cal concerns. At this unprecedented me, our ﬁrst priority is maintaining our
health, protec ng our loved ones, and dealing with challenges no one could have an cipated just a few weeks ago. With many Americans addressing loss on so
many fronts, our focus on ﬁnancial topics is best put into proper perspec ve. The situa on evolves by the hour and the impact on world ﬁnancial markets is
nothing if not extreme, and some mes it’s hard to know where to look for the next sign of progress or set-back. Whiplash, anyone?
With markets clinging to the 24-hour news cycle and valua ons in ﬂux, we thought it best to focus on the lessons of history…something mely, no ma er what
the market condi ons are when you may be reading this. By leaning on history, we see parallels and pa erns which can help us maintain a steady cons tu on
in the midst of turmoil.
History Lesson #1: Bear markets are a bull market in the making (a bear market is deﬁned as a decline of 20% or more in the stock market). The U.S.
entered a bear market in March, ending an eleven year steady climb in equi es. There have now been 26 bear markets since the Great Depression, las ng an
average of 10 months. The causes have been varied and the impact painful, but a consistent theme should give us heart: o en, the year following a bear
market has been outstanding for investors. A survey of bear markets over the past 30 years shows that in most cases, serious downdra s in the market were
followed by even larger up cks in the market within one year. If history is any indicator, we might expect signiﬁcant returns in the coming year or so, assuming
that social distancing and stay-at-home recommenda ons succeed so that economic ac vity can resume at a normal pace.
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History Lesson #2: Successful inves ng is not so much about market ming. It’s about me in the market. To use a gambling analogy, trying to me your
way to outperforming the market is a bit like be ng against the house. You may win from me to me and some mes you will win big, but if you gamble long
enough, the house always wins. An en re ﬁnancial media industry has been built around convincing people that moving in and out of stocks, bonds, and
commodi es during mes of panic (or euphoria) can be a winning strategy. The reality is that very few investors have managed to win consistently with that
strategy. Need some convincing that ming is a tough game? This should do it: over the past 20 years, 24 of the 25 worst trading days in the stock market
were within one month of the 25 best trading days in the market. If you sell and don’t manage to get back into the market at just the right me, you miss those
25 best days. “The market climbs a wall of worry,” as the saying goes, but worry might very well get you nowhere. As the graph below demonstrates, ignoring
the noise of vola lity and staying the course, long-term investors bet with the house, and win.
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History Lesson #3: In a panic, nothing makes much sense, but panic doesn’t last. Diversiﬁca on is the safest path to long-term ﬁnancial reward. When
normal market condi ons prevail, the beneﬁts of diversiﬁca on are clear: stock and bond returns are inversely correlated, while commodity and alterna ve
investment strategies are minimally correlated with the return of tradi onal investments. But when broad market panic sets in, diversiﬁca on provides li le
shelter. It’s a bit like a boat when everyone moves to one side: even the strong and nimble will go overboard. In a market panic, investors race to liquidate
whatever they can, at the same me, without regard to asset class. In recent weeks, there were days when almost all asset classes were in the red: stocks,
high yield bonds, investment grade corporate bonds, gold, industrial metals and agricultural commodi es. But history teaches us that correla ons eventually
return to a more normal pa ern. So while we saw nega ve returns in stocks, corporate bonds, and commodi es during Q1 2020, we should not expect this
unusual correla on breakdown to persist. In the long-run, diversiﬁca on is vitally important.

Source: Ycharts (OfDollarsandData.com)
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The take-away: having perspec ve ma ers a lot when making decisions and history is a great teacher. Bear markets come and go, as do bull markets, but in the
end, markets don’t se le down. Markets se le up. If you stay invested and maintain a diversiﬁed por olio, you will be well-posi oned when the market starts
its me-tested eventual march upward.
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Disclosures

Hooker & Holcombe Investment Advisors, Inc. (HHIA), a fully-owned subsidiary of Hooker & Holcombe, Inc. (H&H), was established to bring the
skills and experience of investment professionals along with the technology, data and analy cal processes used by large ins tu onal investors to
the ﬁduciary related market place. Since 1996, HHIA has oﬀered independent advisory services to private sector, municipal, and non-proﬁt
clients.
Together, HHIA’s investment professionals have more than 100 years of experience in the ﬁnancial services area. Their collec ve backgrounds
include prior experience as por olio managers, ﬁduciary consultants and ﬁnance professionals. Our core team of investment professionals is
highly-creden aled. Designa ons held by team members include: Chartered Financial Analyst (CFA®), Chartered Alterna ve Investment Analyst
(CAIA), Cer ﬁed Financial Planner (CFP) and Accredited Investment Fiduciary (AIF®).
CFA is a trademark owned by the CFA Ins tute.
HHIA is part of the Pensionmark Financial Group, LLC (“Pensionmark”) network of advisors. HHIA and Pensionmark are unrelated en

es.

The content contained in this presenta on is (1) informa onal only and should not be construed as investment advice; (2) obtained from sources
deemed to be reliable but is not warranted by HHIA to be accurate, complete, or mely. HHIA does not accept liability for any losses, direct or
indirect, sustained in connec on with the use of this content.
Investment advice should be based on an organiza on’s or individual’s speciﬁc factors and circumstances. HHIA recommends that you
consult with a qualiﬁed investment advisor or contact your plan’s par cipant call center for guidance regarding your par cular situa on on
appropriate investment strategies for your por olio.
Fixed income and equity investments are subject to a variety of risk factors and investors should be aware of such factors prior to inves ng.
Diversiﬁca on does not guarantee posi ve investment returns and does not eliminate the risk of loss. Past performance is not indica ve of
comparable future results.

