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12, May, 2020 
 

Comments on Market Uncertainty; re the Covid thing 
 
 With reference to an article by Howard Marks, Oaktree Capital, on the same date.  
 

The field of economics is muddled and imprecise, and there’s good reason it’s called “the 

dismal science.” Unlike a "real" science like physics, in economics there are no rules that 

one can count on to consistently produce a given outcome, as in “if a, then b.” There are 

only patterns that tend to repeat, and while they may be historical, logical and often-

observed, they’re still only tendencies. 

 

Having said that (or quoted it at least), lessons from our history might be assumed to be relevant 

in understanding the current Covid crisis. But there are no facts that compare directly, logical 

inferences from the past are at best unreliable, and so we fall back on what can only be called 

‘best guesses’ to try to understand all of this. A more charitable term might be ‘educated guesses’.  

 

Given the exceptional developments in recent months, there is really no solid comparison 

available for us. The last really great, and possibly somewhat similar event like this was in 1918. 

The economy at the time was vastly different; the ‘scientific’ understanding of pandemics was 

much more primitive than it is now; the ability and willingness of governments to take actions to 

help was much different; and the ability and willingness to use federal banks to provide significant 

levels of assistance was much different.  

 

That all means that we don’t really have examples from our past to fall back on in for this event. 

We do, but they aren’t as relevant as we’d like them to be, and as such we are very much in a new 

ball game this time. There’s very little history that is entirely reliable as an indicator or a predictor 

of actions, and appropriate responses. So knowing what to do this time is much like it was in 1918 

– Ida-no, lets figure it out as we go along and hope we don’t mess this up too often along the way.  

 

Will the massive financial programs from governments and federal banks work as intended? Will 

re-opening the economy be viable without at vaccine in place, or will it cause a re-occurrence of 

the problem and shut-down #2?  

 

So what is the value of forecasting and predictions for the short to medium term? We have to 

remember that forecasting is something of a competitive business. Every forecaster wants to be 

heard and believed, and they want to be right. But they all have their own biases as well. They are 
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educated people after all (with the possible exception of the media pundits), but they were 

educated and have experience in particular ways, and those limitations create bias. It may not be 

intentional, but the bias is there nonetheless. What we end up with are multiple forecasts and 

predictions, from people all over, in different industries, with different educations and 

experiences, and all with their own built-in biases before they even get started. In addition, you 

add in the ‘truth’ that economics is inconsistent, unscientific in many ways, and imprecise. Nobody 

can succeed in predicting the future of the economy when it is so huge, so ever-changing, so full of 

endless variables, and in short, so incredibly random.  

 

We need to remember, all of the ‘forecasting’ is about the future, but it’s based on knowledge of 

the past, and subject to all of the limitations noted above. An old Lao Tzu quote on this topic is 

“Those who have knowledge don’t predict; those who predict don’t have knowledge.” I presume 

that the inference here is that those who do have knowledge, have learned it’s better not to 

predict in order to save face, and to avoid sending others off in the wrong direction.  

 

Most of us have biases, and in economics, and investing as well, those biases are alive and thriving. 

And those biases are highly influential in directing our decision making – or recommendation 

making. We tend to hear what we want, and disregard what we don’t want.  

 

So we get down to how this applies to investing.  

We all want to make money, and most of us want to see some form of “success”. That could mean 

hitting a long-term target for average returns, it could mean out-performing the market, or some 

other method one defines as “success”.  

 

In line with this, it pays to remember that “I’m not sure but …” or “ I could be wrong but …” are 

not liable to get anyone into serious trouble by themselves. If we admit things aren’t entirely 

certain, then it’s ‘ipso facto’ appropriate to proceed with caution. Automatically you’re a bit safer 

when you make your investment plans. We review, we check our assumptions, and we watch 

carefully as we proceed, so we can adjust as need be to improve the eventual outcome. People 

who are certain going in, don’t always come out the other end unscathed. If they happen to be 

advisors, their clients can get hurt along the way too.  

 

An investor, or an advisor, needs to have some sort of a plan to follow when they invest. As well, 

they need to know, or should be aware of where their particular strengths or weakness’ are within 

any given plan. For example, ‘I will tend to underperform at this point, but that should lead to 
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outperforming at the next stage, and we will end up with outperformance overall over a given, 

longer-term time frame.’  

 

As well, outperformance can take different forms. For example, we can outperform in terms of 

Rate of Return, while taking more risk to do so. Or we can outperform in terms of taking less risk 

to achieve a given Rate of Return level.  

 

To outperform, or do better than most, an advisor has to depart from the crowd to some extent, 

and take a different path. That path may be used by others as well, but it is nonetheless a 

particular path that leads to particular performance expectations.  

 

It also needs to be understood that there is, or should be, a normal level of uncertainty involved at 

different times in a cycle. ‘Am I doing the right thing?’  ‘Is it the right time to do this now?’ ‘Will 

this work the same way it did last time, or are things different this time?’ For that last one, they 

are almost always different from the last time, hence the uncertainty.  

 

An Example:  

In 2000-2002, I was very uncertain about when to shift to the next phase of my ‘plan’. We had 

taken profits at the top, underperformed for a while after that due to an overweight of caution, 

and an overweight of bonds. We successfully held on to asset value as equity markets began to 

deteriorate. I watched and studied, and tried to determine when to buy back in. Fortunately, I 

found a new analysis tool about then, that showed me an inconsistency within my planning. I was 

able to make a significant adjustment and avoid much of the trouble going forward. But when to 

buy back in was still a problem. My ‘guiding light’ was a mutual fund manager who managed 

investments in a similar way to my own ideas, and who appeared to have things right. In 

September of the ‘crash’ year, he started to buy back in when the markets had hit a 30% discount 

from previous highs. But I’d read an investment business book – a new one – that suggested the 

troubles this time around were incredibly serious. So I held off, because I was simply too afraid to 

put my foot on the gas. As it happened, markets went from 30% off in September, to 40% off in 

late December. I made a decision then: ‘the worst case is a 1930’s style meltdown (right or wrong, 

that was my decision), and perhaps a 50% fall in equity index values. If I start buying now (first 

week of January by then) I’ll be buying in at 40% discounts, and the potential downside, in theory, 

will be another 10% loss, after a 40% off sale.’ Still a really good deal. So I started buying.  

 

Markets did in fact drop to 48% off the prior highs over the next 3 months, and then started a 

dramatic come-back which ended up with my clients pretty much all in positive territory by 
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September or October of that same year. This compared with many individual investors who were 

desperately afraid and didn’t buy back in for 3 or 4 years. Our out-performance was highly 

significant, but it needed about 6 years to fully realize it. It needed the confidence stay with the 

plan. And it needed an advisor who knew what he/she was doing and why, as well as an ability to 

communicate the idea.  

 

On top of all of that, a plan, any plan, needs the time required to achieve its goals. Shorter term 

investment goals, or clients with less risk tolerance need to be treated individually, so as to create 

a plan any investor can live with. Even the best plan may need to be abandoned if it’s applied 

under the wrong circumstances. And Murphy Says: ‘abandoning a plan always happens at the 

worst possible time’.  

 

For various reasons, what might be termed ‘intellectual humility’ needs to be included with your 

plan, or your plan provider. It needs to be recognized that one’s plan might be flawed this time, 

that circumstances might be different this time, that the details of the problem may have been 

incorrectly diagnosed this time. Another quote from a Howard Marks article about people making 

plans: “They understand that they can almost never know exactly how something will turn out. 

They embrace that uncertainty and, instead of focusing on being sure, they try to figure out how 

unsure they are, making their best guess at the chances that different outcomes will occur.” A 

good investment advisor, one with some years of experience in the industry, will likely see this 

quote as being highly applicable in their particular industry.  

 

In Conclusion:  

In the middle of a pandemic, knowledge is in short supply. We don’t know how many people are 

infected, or how many people will be. We have much to learn about how to treat the people who 

are sick, and how to help prevent infection in those who aren’t. There’s reasonable disagreement 

on the best policies to pursue, whether about health care, economics, or supply distribution. 

Although scientists worldwide are working hard and in concert to address these questions, final 

answers are some ways away. As such, knowledge and understanding are in seriously limited 

supply.  

 

For myself; I’ve studied statistics in university, I’ve been through 2 previous serious recessions, 

including the “Great Recession”, as well as some lesser corrections, I’ve been prepared, and had 

my clients prepared, for most of the past events, and for this one as well. I’ve had a reasonably 

good track record of success for my clients. That doesn’t mean I’ll be right all the time. But it does 

mean I’m doing my best, and my best is producing solid and fairly consistent results for my clients.  
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And in general, it’s never been more important to learn to separate the wheat from the chaff – the 

experts who offer well thought out information from those who offer little but underinformed 

opinions. The latter are sadly common, in part because they are in greater demand on TV and in 

politics. It can be hard to tell who’s who. But paying attention to their confidence offers a clue. A 

true expert, unlike the under-informed ‘opinionaters’, tends to openly acknowledge their 

limitations and account for them as best they can while carrying out his or her plans. If you’re 

wondering whether or not to take someone’s opinions seriously, in any endeavour really, an 

admission of humility is a good initial indication to go by.  

 

Don’t forget, your investments are based entirely on future performance, and as NoBahDeeNose 

about the future with any certainty, it’s good to know your investment advisor recognizes that, 

and can deal with it.   
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