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Dear Partner, 
 
I’ve been investing for almost 40 years now, so I’ve lived through many booms and busts, however, I’ve 
never seen anything quite like the COVID Crash. It took just 20 days for the S&P 500 to fall the 20% 
required to put us in a bear market. For the first time since 1997, stock market circuit breakers, designed 
to slow selloffs, were triggered three times in six days. We’ve experienced unprecedented day-to-day 
volatility: in March, the S&P 500 moved up or down by at least 4% in eight consecutive sessions, 
eclipsing the old record of six days in 1929. The pace of change is unprecedented. 
 
This is the fourth bear market I’ve faced in my investing career. Along the way, there have also been 
several near bear market declines of 19.3-19.9%. While each selloff had a seemingly scary cause, in every 
case the market found its way to new highs. Markets are impacted by economic fundamentals, but those 
fundamentals are often magnified by emotion. While every cycle is different, I believe the graphic below 
does a very good job of describing investor attitudes.  
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Understanding where market sentiment lies on this emotional continuum is very helpful in managing 
portfolios. In the last eight weeks, we’ve gone from fear to panic to capitulation to, as I write this, signs of 
hope. The period of despondency and depression, usually a time of maximum financial opportunity, 
lasted just a few days as opposed to the weeks or months of past cycles. It is hard to believe that the 
worst could be over so soon, but this cycle has certainly been unique. 
 
I’ve learned first-hand that managing through a bear market requires experience, the self-knowledge 
that comes with it, and the consistent application of a philosophically sound investment process. The first 
bear market of my career came in 1987, a few months after I had started work as a financial analyst at 
Morgan Stanley. There had been a boom in merger and acquisition (M&A) activity in those days. Then, 
seemingly out of the blue, a big deal couldn’t get financing. The M&A bubble started deflating and the 
market headed lower. Extensive use of “portfolio insurance,” a quantitative risk management tool, 
magnified the selling. The market plunged 22% in a day. Stories comparing the 1987 experience to the 
Crash of 1929 were rampant. Many thought we were headed for another depression. I distinctly 
remember one banker worrying out loud that he was going to get laid off and that his fancy new car was 
going to be repossessed.  
 
Perhaps I was naive, but I never feared for my job. I’m inherently a “glass-half-full” person, and I saw the 
selloff as an opportunity to buy. As a newly minted college graduate, I didn’t have ready savings, so I 
borrowed $10,000 from the savings & loan back home and invested it. The S&P gained 23% in the 12 
months after the market bottomed in December 1987. And the gains continued. By December 1989, the 
market had gained 56% from the low. While I’m not suggesting that anyone lever up for investment 
purposes today, even after paying an 8% interest rate on my loan, my decision to borrow money to buy 
stocks in the ’87 Crash paid off handsomely in the recovery. 
 
It’s Different This Time 
 
In my experience, every major market selloff has its own unique cause. Moreover, the magnitude and 
duration of the decline depends largely on where market attitudes were when the selloff began, and by 
the authorities’ response to the decline. In the case of the COVID Crash, I’m hopeful that we’ve seen the 
low for this cycle (down 34%). The starting point was, on the Investor Attitudes Spectrum, more a time of 
Optimism, than dangerous Euphoria. Furthermore, the lessons of 2000 and 2007 have pushed 
government authorities to act quickly and expansively this time around. While money can’t cure illness, it 
can lessen the impact of illness on the economy. 
 
From an analytical point of view, the COVID Crash is challenging in that we are dealing with a pandemic 
that seems straight out of the pages of a Stephen King novel. “Social distancing” is now part of the 
collective vernacular as we try to slow the spread of the disease by closing schools, working remotely, 
eating at home, and canceling concerts and sporting events. The closest corollary to the current crisis is 
the Spanish Flu pandemic in 1918-19, but no one active in markets today was alive then. Interestingly, the 
stock market shrugged off the Spanish Flu pandemic, though afterwards, once the virus had run its 
course, the market rallied 50% between February and November 1919. 
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Even though COVID-19 is technically a beta coronavirus like SARS (2003) or MERS (2012), its impact has 
been far greater since asymptomatic carriers can spread the virus unknowingly. Experts believe that 
eventually, social distancing will beat back the virus, but none of us know whether that will take two 
weeks or six months. Warm weather may help, or it may not. As always, uncertainty adds risk to the 
investment decision making process, but the feeling of “not knowing” this time around has felt 
particularly acute. 
 
Here’s how that played out in the market: In late February, investors started selling stocks because they 
were worried about how the virus would spread. Apprehension was further magnified by an oil price war 
between Saudi Arabia and Russia, the likes of which we haven’t seen since 1986. As the number of 
anxious sellers increased, the number of willing buyers decreased. The only way to settle the books is 
price and, as we’ve seen, it took big markdowns to entice wary buyers to step into the breach created by 
the virus. This re-pricing was further aggravated by the current structure of our investment markets, 
particularly the size of passive investment products like index funds and ETFs. These passive products 
buy a little of everything when new money comes in and they sell a little of everything when clients want 
their money back. This valuation-insensitive selling and buying has been clearly evident in daily trading. 
And like portfolio insurance in 1987, today’s algorithmic risk management systems equate increasing 
volatility with risk. The models are designed to sell stocks when volatility increases and to buy when 
volatility is low. This can have the unintended consequence of creating a feedback loop that amplifies 
the market’s decline and recovery.  
 

Dow Jones Industrial Average, January 1918 – December 1919 
Source: https://www.globaltrademag.com/the-spanish-flu-and-the-stock-market-the-pandemic-of-1919/ 
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History Doesn’t Repeat, but it Often Rhymes 
 
By the end of February, it became clear that COVID-19 was following a different path than either SARS or 
MERS. In response, our investment team started meeting every morning to review the latest news on the 
disease and its impact on the economy and on the companies in which we’re invested. We’ve paid extra 
attention to the financial liquidity of our companies; investing is a marathon and we want to ensure they 
all finish the race. Financial strength has always been a component of our investment process and we 
entered this crisis with just three investments that had a less than investment grade debt rating. Our 
exposure to these companies totalled about 7% of our assets – well below our 15% internal guideline.  
 
Based on our research, we believe the illness will likely be with us in some form for months, and we 
expect the impact of social distancing to create a nasty 2020 recession. That said, recent dramatic price 
declines offered us opportunities to buy good businesses that we’d be happy to own through a 
recession and for years to come. While we are working longer hours each day as we sort through the 
flood of coronavirus information and review dramatically changing stock prices, we are excited to be on 
what feels like a massive treasure hunt. As other investors sell due to short-term fear, we are buying at 
prices that we believe will look exceedingly attractive with the benefit of hindsight.   
 
The stock market is a discounting mechanism that looks to the future. In the past, the typical S&P 500 
low has preceded economic recovery by about four months. This leads me to believe that the stock 
market is likely to bottom and then turn higher before the economy reaches its nadir. Those who wait to 
buy until they’ve gotten an “all clear” message from economists or medical professionals could end up 
paying a hefty certainty tax in the form of much higher stock prices.  
 
Given all the volatility, we have been a bit more active in the portfolio lately and we are currently 
invested in a slightly longer list of investments than is typical for us. Tactically, we have been placing 
smaller orders than normal and we are being very price sensitive. At the individual stock level, we are 
paying more attention to relative price action than we have historically. Generally, we’ve let our winners 
run, though we cut back a couple positions that breached the 6.5% of assets threshold. We have done 
and will continue to do some tax loss harvesting. Given this approach, portfolio turnover is running a bit 
higher than usual. Cash and equivalents are currently around 3% of our portfolios – down from 5-6% at 
the start of the year. 
 
At the macro level, we are watching interest rates, credit spreads, oil prices and stock price volatility 
closely as we look for confirmation signs of a market bottom. We are also watching stock price trends 
and looking for patterns that are reminiscent of past investment cycles. As you can see below, since 
1952 there have been 14 declines of at least 19.3%. While I recognize that most market observers use 
20% as the threshold for a bear market, I think it’s instructive to include the five near bear market 
declines of 19-20% (1976, 1990, 1998, 2011 and 2018) in an examination of market selloffs. 
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S&P 500 Index High S&P 500 Index Low % Decline 
Gain in subsequent: 

12 months 24 months 
8/2/56 49.47 10/22/57 38.98 -21% 31% 44% 

12/12/61 72.64 6/26/62 52.32 -28% 33% 56% 
2/9/66 94.06 10/7/66 73.20 -22% 31% 42% 

11/29/68 108.37 5/26/70 69.29 -36% 44% 60% 
1/11/73 120.24 10/3/74 62.28 -48% 38% 67% 
9/21/76 107.83 3/6/78 86.90 -19% 13% 25% 

11/28/80 140.52 3/12/82 102.42 -27% 58% 62% 
8/25/87 336.77 12/4/87 223.92 -34% 23% 56% 
7/16/90 368.95 10/11/90 295.46 -20% 29% 38% 
7/17/98 1186.75 8/31/98 957.28 -19% 38% 57% 
9/1/00 1527.46 8/22/02 776.76 -49% 34% 45% 

10/9/07 1565.15 1/6/09 676.53 -57% 69% 95% 
4/29/11 1363.61 10/3/11 1099.23 -19% 32% 53% 
9/20/18 2930.75 12/24/18 2351.10 -20% 37%  

       

Average    -28% 36% 56% 

Median    -32% 34% 54% 

       
2/19/20 3386.15 3/23/20 2237.40 -34%   

 
 
As you can see above, the current decline is in the middle of the pack relative to the biggest market 
selloffs since 1952. You might also notice that the gains following a low in the market are substantial: 
roughly 35% after a year and over 50% over two years. Potential buying opportunities like this don’t 
come around that often. And with the cheapest (“deep value”) stocks in the market having been 
particularly punished in the COVID Crash, it may come as no surprise that our portfolio is currently 
valued at roughly 8x consensus earnings estimates for 2020. While the full impact of the virus-induced 
recession isn’t reflected in those estimates, even a 20% revision in earnings would put the portfolio at 
roughly 10x earnings – comparable to the lowest valuation of our portfolio during the financial crisis in 
2008-09. 
 
When you look more closely at the details of past bear and near bear markets, what you find is a pattern 
of a large initial decline, a rally that typically recaptures 30-35% of the loss, followed by a second decline 
(a “test” of the low). Said another way, the market almost never makes a “V” bottom; the pattern looks 
more like a “W.” Importantly, this means we don’t have to rush to deploy all of our cash today because 
the market is likely to give us a second chance to buy. We have used the first phase of the current selloff 
to establish several small new positions while liquidating one investment (Devon Energy). Assuming past 
patterns hold, we will likely look to add to these new investments when the market “tests the low” – 
provided that we continue to have confidence in each company’s outlook and that their respective stock 
prices are at levels that we find attractive. That said, given all the volatility, we may find even better 
bargains to add to in coming weeks/months.  

Source: Stifel, US Equity Research 
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Looking Forward 
 
As we look ahead, we are closely watching the rate of growth in new coronavirus cases. We believe we 
will see a peak in the next four to eight weeks. In addition, the emergence of effective treatment 
protocols in the coming weeks and months will be key to improving investor sentiment and to hastening 
the stock market’s recovery.  Multiple therapies are currently being studied and, as reporting of trial data 
continues, we are confident that research teams will soon report good news.   
 
Central banks around the world are providing massive amounts of monetary stimulus. Governments have 
joined in the rescue mission through aggressive new fiscal spending programs. Together, these actions 
should help minimize the economic impact of the pandemic and prime the pump for what could be a 
robust recovery once life returns to something resembling “normal” in the fourth quarter and beyond, 
provided we don’t get a second wave of the virus in the fall/winter. It is important to remember that the 
U.S. economy was on an improving trend in advance of the virus. We’d gotten a partial truce in the trade 
war and the Fed’s July 2019 rate cut appeared to be having its desired effect. The Manufacturing PMI 
had turned higher. Unemployment was historically low. Furthermore, our banking system was well 
capitalized and will likely be a help in this crisis (in sharp contrast to the last crisis, in 2008-09, when it 
was at the epicenter).  
 
I can’t say for certain that we’ve seen the worst of the COVID Crash, but the March selloff has all the 
signs of Capitulation that I’ve seen near other major market lows. My experience and familiarity with 
market history provide a framework for managing through this bear market. While others panic and fret 
over uncertain short-term news flow, the Poplar Forest team will stick to its discipline of focusing on 
normalized, long-term earnings and free cash flow. I believe brighter days are coming and that there will 
be handsome rewards for those who can remain calm in the midst of panic. 
 
Stay safe and healthy, and please reach out if you have any questions that we might answer, 

 
J. Dale Harvey  
April 1, 2020 
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Disclosures 
 
Click here for prospectus:  https://poplarforestfunds.com/wp-content/uploads/Poplar-Forest-
Prospectus-1.20.pdf. 
 
Mutual fund investing involves risk. Principal loss is possible. The funds may invest in debt securities which 
typically decrease in value when interest rates rise. This risk is usually greater for longer-term debt securities. 
The funds may invest in foreign securities which involve greater volatility and political, economic and currency 
risks and differences in accounting methods. These risks are greater in emerging markets.  Investing in small 
and medium sized companies may involve greater risk than investing in larger, more established companies 
because small and medium capitalization companies can be subject to greater share price volatility.  The funds 
may invest in options, which may be subject to greater fluctuations in value than an investment in the 
underlying securities. When the Cornerstone Fund invests in other funds and ETFs an investor will indirectly 
bear the principal risks and its share of the fees and expenses of the underlying funds. Investments in asset-
backed and mortgage-backed securities involve additional risks such as credit risk, prepayment risk, possible 
illiquidity and default, and increased susceptibility to adverse economic developments. Diversification does not 
assure a profit, nor does it protect against a loss in a declining market. 
 
Value stocks typically are less volatile than growth stocks; however, value stocks have a lower expected growth 
rate in earnings and sales. 
 
Opinions expressed are subject to change at any time, are not guaranteed and should not be considered 
investment advice.  Fund holdings and sector allocations are subject to change and should not be considered 
recommendations to buy or sell any security 
 
Poplar Forest funds are distributed by Quasar Distributors, LLC.  
The Partners Fund top ten holdings and weightings are as follows: 
 

AmerisourceBergen 6.43% 
CVS Health 5.45% 
Eli Lilly 5.38% 
Merck 5.34% 
Conagra Brands 5.26% 
Kroger 4.93% 
International Business Machines 4.72% 
AT&T 4.31% 
Advance Auto Parts 4.18% 
Equitable Holdings 3.82% 

 
The Cornerstone Fund top ten equity holdings and weightings are as follows: 
 

AmerisourceBergen 4.14% 
Conagra Brands 3.46% 
Kroger 3.45% 
CVS Health 3.43% 
Merck 3.41% 
Eli Lilly 3.14% 
International Business Machines 3.10% 
AT&T 2.79% 
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Equitable Holdings 2.65% 
Advance Auto Parts 2.29% 

 
Fund performance can be found here: https://poplarforestfunds.com/poplar-forest-partners-fund/. 
 
Performance data quoted represents past performance; past performance does not guarantee future results. The 
investment return and principal value of an investment will fluctuate so that an investor’s shares, when redeemed, 
may be worth more or less than their original cost. Current performance of the fund may be lower or higher than 
the performance quoted. Performance data current to the most recent month end may be obtained by calling 877-
522-8860. Investment performance reflects fee waivers. In the absence of such waivers, total returns would be 
reduced. Performance data shown for A Shares With Load reflects the Class A maximum sales charge of 5%. 
Performance data shown for A Shares No Load does not reflect the deduction of the sales load. If reflected, the 
load would reduce the performance. The Adviser has contractually agreed to waive a portion or all of its 
management fees and/or pay Fund expenses in order to limit the Net Annual Fund Operating Expenses to 1.25% 
and 1.00% of average daily net assets of the Fund’s Class A shares and Institutional Class shares, respectively until 
January 27, 2020. *Inception date is 12/31/09 for Poplar Forest Partners Fund IPFPX/PFPFX. **I Shares net expense 
ratio is 1.00% and is applicable to investors. Minimum account size is $100,000. ***A Shares net expense ratio is 
1.25% and is applicable to investors. 
 
A consensus earnings estimate is a figure based on the combined estimates of analysts covering a public company. 
Generally, analysts give a consensus for a company's earnings per share (EPS) and revenue; these figures are most 
often made for the quarter, fiscal year, and next fiscal year. 
 

The Dow Jones Industrial Average (DJIA) is an index that tracks 30 large, publicly-owned blue chip companies 

trading on the New York Stock Exchange (NYSE) and the NASDAQ. The Dow Jones is named after Charles Dow, 
who created the index back in 1896, along with his business partner Edward Jones. 
 
Earnings growth is the annual rate of growth of earnings typically measured as Earnings Per Share Growth. 
Earnings growth is not a measure of the Fund’s future performance. 
 
Earnings Per Share (EPS) is the net income of a company divided by the total number of shares it has outstanding. 
 
Free cash flow (cash flow) is equal to the after-tax net income of a company plus depreciation and amortization less 
capital expenditures. 
 
Normalized earnings are adjusted to remove the effects of seasonality, revenue and expenses that are unusual or 
one-time influences. Normalized earnings help business owners, financial analysts and other stakeholders 
understand a company's true earnings from its normal operations. 
 
Tax loss harvesting is the practice of selling a security that has experienced a loss. By realizing, or "harvesting" a loss, 
investors are able to offset taxes on both gains and income. The sold security is replaced by a similar one, maintaining 
an optimal asset allocation and expected returns. 
 
The S&P 500® Index is a market-value weighted index consisting of 500 stocks chosen for market size, liquidity, and 
industry group representation. It is not possible to invest directly in an index. 
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Index performance is not indicative of a fund’s performance. Past performance does not guarantee future 
results. 
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