
POSTCARDS FROM THE EDGE: COVID 
LESSONS FOR INVESTING/BUSINESS

Glimmers of light?



2

Lesson 1: Listen to markets, not experts

¨ During a crisis, you are often told by experts and 
market gurus that markets are irrational, and behave 
in crazy and chaotic ways.

¨ To back this up, the evidence that is offered is that 
markets have wild swings on a day-to-day basis, and 
that these swings are incompatible with rational 
investing.

¨ They very conveniently ignore the fact that their 
advice is even more volatile, veering from day to 
day…
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Macro Review: Equity Indices
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Macro Review: US Treasuries
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Macro Review: Corporate Bonds
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Macro Review: Oil & Copper
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Macro Review: Gold & Bitcoin
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Global Equities: By Region
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Global Equities: By Sector
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Global Equities: Industry Winners & Losers
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Lesson 2: Listen, but verify..

¨ Every crisis brings forth explanations for why it is 
happening, and what we should do about it, with 
half-baked rationales and anecdotal evidence. Listen, 
with respect, but verify for yourself.

¨ Here are two stories that are making the rounds
¤ Just punishment: The market drop is well-deserved 

punishment for those who invested in high flying 
companies and on momentum.

¤ Buybacks are the problem: The surge in buybacks are 
caused companies to become weak and exposed, and the 
market is punishing those companies.
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PE and Market Damage
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Momentum and Damage
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A Test: Buybacks vs No Buybacks
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A follow up with dividends
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Lesson 3: There is no smart money…

¨ In investing mythology, there are smart investors and 
stupid investors. 
¤ Smart investors sense when markets are going to turn, and get 

in sooner than others, and get out sooner than others. After 
every crisis, there are a few who are anointed as gurus. They are 
also much better at picking the right stocks to buy and sell

¤ Stupid investors are uninformed, act on emotion, and panic 
quickly.

¨ Professional money managers and talking heads on 
financial TV land are smart investors. Retail investors are 
stupid investors.
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One test: Active vs Passive

¨ In passive investing, as an investor, you allocate your wealth 
across asset classes (equities, bonds, real assets) based upon 
your risk aversion, liquidity needs and time horizon, and 
within each class, rather than pick individual stocks, bonds or 
real assets, you invest in index funds or exchange traded 
funds (ETFs) to cover the spectrum of choices. 

¨ In active investing, you try to time markets (by allocating 
more money to asset classes that you believe are under 
valued and less to those that you think are over valued) or 
pick individual assets that you believe offer the potential for 
higher returns. 

¨ Active investing covers a whole range of different 
philosophies from day trading to buying entire companies 
and holding them for the long term.
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The Lead In
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The Crisis Test
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Humble or Arrogant Money?

¨ I think that investors are better grouped into humble and 
arrogant, with humble investors recognizing that 
success, when it comes, is as much a function of luck as 
it is of skill, and failure, when it too arrives, is part of 
investing and an occasion for learning. 

¨ Arrogant investors claim every investing win as a sign of 
their skill and view every loss as an affront, doubling 
down on their mistakes. 

¨ If I had to pick someone to manage my money, the 
quality that I would value the most in making that choice 
is humility, since humble investors are less likely to 
overpromise and overcommit.
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Lesson 4: The fundamentals matter, more than 
ever…  in a crisis



22

A Framework for assessing value effects: Index
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What now? Valuing the Index on March 13, 
2020
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Lesson 5: Stories + Numbers

The Numbers People

Favored Tools
- Accounting statements

- Excel spreadsheets
- Statistical Measures

- Pricing Data

Illusions/Delusions
1. Precision: Data is precise

2. Objectivity: Data has no bias
3. Control: Data can control reality

The Narrative People

Favored Tools
- Anecdotes

- Experience (own or others)
- Behavioral evidence

Illusions/Delusions
1. Creativity cannot be quantified

2. If the story is good, the 
investment will be.

3. Experience is the best teacher

A Good Valuation
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From story to numbers and beyond..

Aswath Damodaran25

Step 1: Develop a narrative for the business that you are valuing
In the narrative, you tell your story about how you see the business evolving over 

time. Keep it simple & focused.

Step 3: Convert the narrative into drivers of value
Take the narrative apart and look at how you will bring it into valuaton inputs starting 

with potential market size down to cash flows and risk. By the time you are done, 
each part of the narrative should have a place in your numbers and each number 

should be backed up a portion of your story.

Step 4: Connect the drivers of value to a valuation
Create an intrinsic valuation model that connects the inputs to an end-value the 

business.

Step 5: Keep the feedback loop open
Listen to people who know the business better than you do and use their 

suggestions to fine tune your narrative and perhaps even alter it. Work out the 
effects on value of alternative narratives for the company.

Step 2: Test the narrative to see if it is possible, plausible and probable
There are lots of possible narratives, not all of them are plausible and only a few of 

them are probable. No fairy tales or runaway stories.
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The Basics of Value
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The Virus Effect: A Picture
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And the dark side beckons…

¨ if your concept of valuation is downloading last year's 
financials for a company into a spread sheet and then using 
historical growth rates, with some mean reversion thrown in, 
to forecast future numbers, you are probably feeling lost right 
now, and with good reason.

¨ It is also not a time to wring our hands, complain that there is 
too much uncertainty and argue that the fundamentals don't 
matter. 
¤ If you do so, you will be drawn to the dark side of investing, where 

fundamentals don't matter (paradigm shifts, anyone?), new pricing 
metrics get invented and you are at the mercy of mood and 
momentum. 

¨ Ironically, it is precisely at times like these that you need to go 
back to basics.
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A Post-Corona Version






