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STRATEGIES DURING PERIODS OF MARKET STRESS 
 

While most investors intuitively know that a market sell-off brings opportunity, many end up 
paralyzed when these inevitable events occur and default to simply waiting it out.  However, we 
find that this leads to missed opportunities and as such, will offer some strategies to consider 
during periods of market stress. 
 
Before discussing courses of action for buying, selling or hedging during market turmoil, let us 
offer our observations of the typical characteristics of market corrections.  First, market 
corrections generally follow strong run-ups in stock prices with some industry, sector or group of 
companies leading the way. Tech in 2000, Financials in 2008 and FANG (Facebook, Apple, 
Amazon, Netflix, Google) in 2018. 
 
Generally, these companies attract capital because of a story that has captured the minds and 
hearts of investors. Industry disrupter, a new paradigm, etc., all or some of which might be true 
often leading investors to ignore fundamental valuations as with Snap, Tesla, Bitcoin and 
Alibaba, to name a few. 
 
As money flows drive prices higher, fundamentals slip further away while investors who could 
not bring themselves to buy market leaders at all-time highs, wait for pullbacks to get in. 
 
At some point, the algorithms and institutional traders pounce on negative news, (earnings miss, 
lower guidance, lower than expected daily active users or new subscriptions, geopolitical stress), 
any of which seem potentially disastrous at the time, selling these highly valued momentum 
stocks.   
 
As with momentum on the way up, volume selling creates downward momentum which has a 
gravitational effect on the entire market and pulls everything lower, including stocks that have 
excellent fundamentals and reasonable valuations.   
 
At some point institutional analytics signal that the decline has gone too far and they begin 
buying anew and in turn push prices back up.  However, in many cases these overvalued 
momentum stocks do not regain their lofty prices for a long time until the fundamentals begin to 
catch-up.  This is usually after several iterations of price declines and rebounds.  Ultimately, 
these stocks sell-off due to real long-term fundamental weaknesses with no corresponding 
bounce.  They begin to trade based on their fundamentals and less so on the story. 
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Strategies 
Page Two: 
 
Microsoft did not regain its peak value after the 2000 tech bubble until years later.  Microsoft 
was still a great company during that period, just not a great stock to own.  
 
Obviously, if you hold cash going into the sell-off, buying companies that have been unfairly 
penalized is a plausible strategy.  However, the investor must apply an analytical valuation 
process or they are simply taking a shot in the dark. 
 
Next, for investors fully invested in equities, we recommend identifying lateral shifts for loss 
positions.  For example, leading into the recent correction, many big banks were negative for the 
year.  Typically, an actively managed portfolio will have loss positions even at market tops. 
Thus, if an investor owned J.P. Morgan at a loss and felt that Goldman Sachs offered similar 
upside potential, the investor might sell JPM, booking a tax loss, and buy GS.   
 
And while the better executing companies will prevail in the long-run, Large Caps in mature 
industries are often correlated for the short-term.  This strategy could be applied across each 
sector: identifying loss positions that could be replaced by a comparable company with a similar 
risk and return potential. 
 
While this might seem contradictory to individual stock selection, which we strongly advocate 
for, we believe investors can book tax losses and participate in the rebound.  They then may 
ultimately swap back to their stock of preference after the 30-day wash-sale period.  
 
Where this strategy does not work is if you hold a stock that is unique and without industry peer 
or equivalent.  In this case, harvesting the stalwarts that survived the correction, such as utilities, 
gold, and consumer staples, and adding to high growth positions should be considered. In all 
cases, we recommend the following: 
 

a. own stocks not baskets 
b. be diversified across industries and sectors 
c. remain alert to overvaluation from momentum and cult exuberance not supported by 

fundamentals 
d. maintain a bullpen of equivalents and replacements for core large cap holdings 
e. formulate a strategy for the inevitable correction after a prolonged bull market 
f. follow indicators to distinguish between short-term corrections and more severe long-

term bear markets  
 

Please do not hesitate to contact us if you would like to discuss possible strategies in real time 
with our portfolio managers. 
 


