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The novel coronavirus, Covid-19, has now been declared a global pandemic and global capital markets are 
experiencing historic turmoil. As we all try to come to grips with the reality of the situation and attempt to 
preserve the health and safety of ourselves and our loved ones, we must also acknowledge that the situation 
surrounding Covid-19 remains volatile and highly uncertain – as does the current state and future 
performance of the U.S. stock market, respectively.  
 
While we don’t make a habit of commenting on the direction of the economy and certainly lack the 
expertise to opine on matters of public health, there are certain facts we know, strong beliefs we hold, and 
actions we can take to protect our investors capital based on the situation as it stands today. 
 
As for the facts we know: 

• The full economic, political, and health implications of Covid-19 are unknowable and dependent on actions 

and inactions that have yet to fully play out. 

• The S&P 500 Index has dropped to trade from roughly 19x forward earnings to 14x forward earnings in less 

than 30 days’ time (the index traded at a low of roughly 13.5x in Dec. 2018) making valuations more 

palatable. 

• A not-so-distant day will come when Covid-19 is under control and (most) people will have recovered from 

the stress and anxiety they are feeling today. 

• There is more pain ahead between now and then. 

As for the strong beliefs we hold: 

• Financial markets hate uncertainty, are quick to price in said uncertainty, and the ensuing volatility can lead 

to a greater sense of uncertainty. 

• The U.S. economy remains durable but is threatened by three economic shocks. 

1. Demand – caused by social distancing and ensuing economic slowdown 

2. Supply – caused by lost global output (particularly in Asia)  

3. Oil/Commodity – caused by the first two factors and the de-facto dissolution of OPEC  

• An increasing amount of pain is being priced into the U.S. stock market. A recession in the next 12 months 

is possible but would likely be short, sharp, and followed by a robust recovery as pent up demand is satiated.  

• Exiting the market during periods of heightened volatility, however tempting, results in unfavorable 

investment outcomes in the long run. 

As for actions we can take to protect our investors’ capital: 

• We can be more aggressive with the sale of covered calls in an effort to generate more premium. The CBOE 

volatility Index (VIX) began the year at 13.5 and now stands at 75. We are seeing very attractive option 

terms. We plan to stagger both percentage distances to strike prices and expirations when re-writing 

covered calls to diversify our risk of missing out on a recovery while also attempting to balance the risk to 

the downside. 

• We can systematically position the portfolio away from more cyclical positions and towards businesses less 

leveraged to the business cycle (those better able to weather a recession). 



 

 

 

• Maintain and expand our ‘wish list’ of highly depreciated stocks that continue to be marked for clearance. 

We believe this sell off is creating opportunities that can provide meaningful and lasting benefit to the 

patient and prudent investor.  

We have decided to implement the aforementioned actions we can take and have begun doing so. The sale 
of options in our covered-call strategies give us the flexibility to benefit from heightened market volatility. 
As long as the market remains volatile, we intend to use this tool to make covered-call premiums a greater 
contributor of our investors’ total return. Once the Covid-19 overhang subsides, we will continue our 
efforts to provide consistent income and meaningful growth of principal potential. 
 
As always, we appreciate your trust and wish you and yours good health and prosperity.  
 
 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

This material is for informational purposes only, and is not intended to serve as a substitute for personalized 

investment advice or as a recommendation or solicitation of any particular security, strategy, or investment 

product.  Opinions expressed are based on economic or market conditions at the time this material was written.  

Actual economic or market events may turn out differently than as presented. Facts presented have been obtained 

from sources believed to be reliable.  Past performance is no guarantee of future results. 


