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Geneva, October 31, 2022 

 

 

 

Dear Sir, Dear Madam, 

It was 35 years ago to the very day that Black Monday occurred. The US market dropped, in just 
that one day, by more than 22%.  

Back then, as the New York Times indeed asked, many stock market watchers wondered if this huge 
drop heralded the advent of a new Great Depression (“Does 1987 Equal 1929?”). But the days, and 
then the weeks, and then the months passed and, strangely enough, nothing happened. The market 
stabilized and then resumed the secular bull market that had started in 1982 and would eventually 
end only much later, in March 2000. How about the crisis we have been experiencing since the 
beginning of this year? Like 1987, 2022 will be in the history books, but can we hope on the rapid 
return of a bull market? 

To say that the first nine months of the current year have been a drag from a stock (and bond) 
market perspective is quite an understatement. Everything that could go wrong did go wrong and, 
this time around, there truly was no place to hide. Stocks are down. Bonds are down. Real Estate 
(listed real estate even more so) is down. Gold is down (don’t even ask about silver). Yes, oil is on 
the rise, but if we had told you that a war between Russia and Ukraine would break out and that 
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Europe would no longer have access to Russian oil and natural gas, you would probably have 
imagined that oil would rise very sharply. The West Texas Intermediate is, however, only up 11% 
since the start of the year. 

Just like after Black Monday 1987, most prognostications about the future of oil, inflation and many 
other economic variables might turn out to be flat wrong. The US CPI (Consumer Price Index) is a 
good example. If you had known, in advance, the exact figures that eventually came out higher than 
expected, the week of October 17, it is very likely that you would have bet on a massive stock 
market down. You would have been right, for about thirty minutes, but the markets very quickly 
started to rebound, to close with an increase of about 2% compared to the previous day. 

There was no other news that could explain the rebound. It just so happens that, at some point, 
markets have digested most of the bad news and start to rebound well before good news show up. 
This was the case in March 2003, when markets stopped the precipitous decline that had started two 
years earlier and started going back up on the exact day the US invaded Iraq. It was also the case 
in March 2009, when many US homeowners were still walking away from their subprime loans and 
the banking sector was mostly frozen shut. It was the case as well in March 2020, when it was 
completely unclear how deadly the pandemic would be and if and when vaccines would be available. 

These bottoming events are only evident quite a while after they occurred. When they just happened, 
they are mostly dismissed as “just one more rebound in a bear market”. It is only as time passes 
that we can safely say “that was the real bottom”. So, clearly, it is too soon to say that last week’s 
reversal was the real deal, the real bottom, or just another of the many rebounds we have already 
witnessed in 2022. This will depend on the earnings season now just beginning and also future 
inflation numbers (because that is what everybody is looking at during the current bear market) and 
many other variables. What is certain, however, is that pessimism is rife and that almost no one 
believes that this is the bottom. After all, most central banks are still hiking interest rates, the UK 
government is still a show and the war in Ukraine is still raging on with no clear end in sight. There 
is no particular reason to see the light at the end of the tunnel. But again, that is exactly when 
markets find a bottom, long before there was a good reason for them to do so.  

What lessons can be drawn from this situation for coherent portfolio management? It is obvious that 
there is no correlation between past predictions, at least those that may have turned out to be 
correct, and the probability that future predictions will come true. On the other hand, it is always 
welcome to return to the fundamental principles in order to try to remain objective and to get rid of 
the sensational. 

When we discuss investments with you, we always emphasize the long-term and that sounds great 
as long as markets hold. A year like 2022, however, complicates the situation and often calls 
management principles and strategies into question. As markets fall, investment horizons shrink 
from years to the next tick. It’s only human. But keep in mind that nine months, as bad as they 
may have been, is not even considered short-term. It’s less than short-term. Absolutely anything 
can happen in nine months in the stock market. Actually, absolutely anything can happen in one 
day, as Black Monday 1987 has shown us.  

We are used to linear thinking and, in most of our daily lives, this is appropriate. Save some money 
and, little by little, your current account grows. Lay a wall brick by brick and, after a while, your 
house is built. In the stock market, however, you sometimes get the feeling that you lay the bricks 
and that, all of a sudden, a third of the bricks are gone. Markets act in a non-linear way and are 
therefore, by nature, less reassuring and more difficult to understand by this way of thinking.  
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So, the next best thing to do, once one is aware of this limitation, is to only invest in very good 
companies that will do well in almost all environments, be they inflationary, deflationary, high growth 
or low growth. We have always been fairly certain that around 85 to 90% of these investments will 
make money on the long-term. Indeed, 10-15% of these investments won't work out and, just like 
with bonds, we have no way of knowing which ones in advance, but as the outlook darkens for some, 
it will be possible to reduce exposure to reinvest in more profitable investments.  

We believe, however, that one should not rush to sell, even with sometimes substantial losses. It is 
necessary, beforehand, to check carefully on the potential for possible recovery. Indeed, many 
successful investments (think Amazon, for example) have fallen 50%, sometimes repeatedly, before 
reaching all-time highs. We also believe it is better to refrain from averaging down, as this is when 
things can get very dangerous (a bad experience, accentuated by downward averaging, can have 
severe consequences). 

Take the example of Meta (formerly known as Facebook). Very clearly, the loss following the 
company’s name change and its investment thesis going from cash machine to burning billions of 
dollars in an unproven thesis (the metaverse) is gigantic. But it is quite possible that Meta will be an 
incredibly profitable investment again in the next few years. At the very least, the level of vitriol 
heaped at the company seems disproportionate (the company is less valued than a real estate 
company or an industrial company struggling to generate barely a few percent of margins). Especially 
as the company continues its massive investments in research and development, particularly in 
commercial livestreaming which might quickly boost Meta’s turnover. This trend started in China 
and already represents 15% of its online business.  

If the thesis proves incorrect, further losses should be inconsequential for the portfolio as a whole 
as the position keeps getting smaller. The secret, as stated before, is to not average down too early. 
Remember that Google’s founders tried to sell the company to Microsoft for one million dollars and, 
when it did not happen, thought they had utterly failed.  

Long term and resilient companies therefore seem to be adequate fundamental principles allowing, 
ultimately, to avoid the main market pitfalls. Ferrari, to take just one example, has benefited from 
a 23% increase in sales this year, with margins up to 35% per vehicle. The luxury manufacturer was 
not impacted by the pandemic, nor by the shortage in semiconductors. The company also continues 
its investments in research and development, particularly in electric motor solutions. Other 
companies, such as Richemont or Sonova, find themselves in an equally comfortable situation, while 
having very attractive valuations due to latest market turbulences. This brings, in our view, good 
investment opportunities. 

At the same time, we believe it is appropriate to emphasize the importance of adequate currency 
diversification. Particularly this year. The dollar has been very strong, as have other currencies, 
such as the Swiss Franc and Scandinavian currencies. Furthermore, many companies in these 
countries have excellent growth prospects. As far as Swiss companies are concerned, they have 
shown themselves to be resilient to interest rate variations and have been able to benefit from their 
competitive advantage in relation to euro zone inflation. 

 

All the best, 

 

Your FFM Gestion team 


