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The Market Is Correcting 

The Market is Correcting… Now What? 

Over the past fifty years, established traditional finance theory has assumed that 

investors have little difficulty making financial decisions and that individuals are well-

informed, careful and consistent. This theory holds that investors are not confused by 

how information is presented to them, nor are they swayed by their emotions. In 

contrast, behavioral finance theory has risen in prominence over the last two decades 

due to the observation that every individual is a confluence of biases, emotions, 

influences and experiences that impact how they view the world, as well as their 

investments. Therefore, it is not enough to merely understand financial markets and 

products, but also to understand how our own emotional processes and individual 

personality traits affect our decisions. 

What is Behavioral Finance Theory? 

Behavioral finance theory studies the psychology of financial decision-making. It came 

about as a way to explain, in a rational way, the irrational behavior of markets and 

investors. Traits of behavioral finance theory include the notion that investors are 

“normal” not “rational,” at times appear to lack self-control, and are prone to make 

decisions through personal biases rather than facts. 

Types of Behavioral Finance Biases 
Continued on page 6 Page 1 

Capitalization, Coronavirus, & Cash 

Whew! 

The February freefall was frightening but validated the clearly articulated strategy of 

holding high cash levels. Furthermore, the Portfolio Manager panel was timely in 

discussing a necessary and inevitable correction. Admittedly, that does not make 

investors feel better about the S&P500 losing ($3.37 trillion) in market cap from the 

February 20th open to February 28th while the global capitalization count was a 

staggering nearly ($6 trillion) loss cumulatively in that timespan. These are not trivial 

numbers, and exemplify what is at risk if the momentous eleven year climb in the 

market reverses.  

After +400% appreciation in the S&P 500 from the March, 2009 bottom, it should not 

be surprising to investors that both the market and the economic cycles were mature 

and moved precariously towards irrational levels driven by momentum. On a 

quarterly basis, McShane Partners highlighted economic data indicating the final 

stages of expansion. That said, the missing ingredient necessary for a correction 

remained elusive and the market trended irrationally higher on low trading volume in 

2020 suggesting apprehensive buying and a fear of missing out versus fundamental 

investing for the long term. Given a slew of  weak 
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macroeconomic data acting as kindling, all the market needed was a spark to start the spiral. Is Coronavirus the 

match? The question is not how bad will Coronavirus ultimately get, but how susceptible are the underlying 

fundamentals of the market to the disease?  

Capitalization 

For months, the foundation for investing in companies and portfolio management was challenged by irrational market 

behavior, leaving cash as the only incremental investment option entering 2020. In an effort to shed light on the 

confounding dislocation in historic correlations, we hosted a panel of portfolio managers whose style, capitalization 

(size), and process were all underperforming as a result of the maniacal momentum in the market, evidenced by five 

stocks driving the overall market performance. The top 5 stocks in the S&P 500 by market cap exceeded 20% of the 

entire S&P 500’s market cap; an eerily similar phenomenon to the peak of the Internet Bubble in 2001 (noted in Table 

1 below).  
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Capitalization, Coronavirus, & Cash 

Monthly Index Review 
USD Total Return 

Data as of February 28th 2020 
February 

2020 2019 2018 
2020 
YTD 

S&P 500® -8.23% +31.49% -4.38% -8.27% 

Dow Jones Industrial Average -9.75% +25.24% -3.48% -10.55% 

NASDAQ Composite -6.27% +36.69% -2.84% -4.37% 

Russell 2000 -8.42% +25.52% -11.01% -11.36% 

MSCI Emerging Markets -5.27% +18.88% -14.24% -9.68% 

MSCI EAFE -9.03% +22.66% -13.36% -10.92% 

Bloomberg Barclays U.S. Aggregate Bond Index +1.80% +8.72% +0.01% +3.76% 

Source: McShane Partners - FactSet Research Systems, Inc. 

Table I: Market Capitalization 

Top 5 Stocks’ By Market Capitalization 

2000 
% of Total Market 

Cap 2020 
% of Total Market 

Cap 

Cisco Systems 4.27% Amazon 3.85% 

Exxon Mobil  2.77% Apple  5.12% 

Intel 3.78% Facebook 2.35% 

Microsoft 4.60% Google 3.74% 

Walmart 2.54% Microsoft 5.17% 

SUM  17.96% SUM 20.23% 

Below, the Monthly Index Review shows the February performance by index and year-to-date highlighting the dramatic 
reversal of all of the equity indexes and the pronounced outperformance of the bond market (Bloomberg Barclays US 
Aggregate Bond Index). Interestingly, Emerging Markets exhibited strong relative equity outperformance despite typi-
cally being a more risky asset class. With the last two corrections exhibiting relative Emerging Market outperformance. 
Is the US Equity market overbought long-term? Rapid market repricing helps reiterate the importance of a diversified 
portfolio and the prudence of patience with underperforming asset classes as mean reversion might take a long-time, 
but the payback is swift when it does occurs. 



Coronavirus  

Placing the spread of Coronavirus in chronological order provides perspective as the disease progressively 

wreaked havoc internationally while domestic investors ignored the ominous onslaught of deteriorating 

headlines. In fact, the market did not react until the rate of growth in cases and deaths started to decelerate. 

The combination of Coronavirus rapidly encroaching closer to home with parabolic contagion data (Chart I) 

and deceivingly subtle initial symptoms, on top of the already lackluster economic and earnings data relative 

to lofty valuations led to the market correction: not merely Coronavirus in and of itself.   
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Dec 31 

China alerts World 
Health Organization 

(WHO) of virus in 
Wuhan, China 

Jan 11-15 

First death in China 

First case in Japan 

Jan 31 

Over 9k infected 
worldwide 

WHO declares 
global emergency 

First US domestic 
case 

Feb 9-17 

Death toll overtakes 
SARS epidemic of 

‘02-’03 

China closes all 
schools  

AAPL lowers FY20 
guidance 

Feb 19 

S&P500 peaks at 3,386.15, up 
+5.08 % year to date  

10 US cases confirmed, none 
caught when infected screened 

at airport  

Feb 20-28 

South Korea reports first death 
(20th) 

Italy reports first 2 deaths (22nd) 

Infections announced in 67 countries 

S&P500 down (12.76%) 

Feb 29 

First domestic death in US 

US infection count at 73 

Timeline I: Coronavirus Contagion & US Equity Market Performance 

Dec 31 
Feb 20 

Feb 29 

S&P500 up +5.08% 

S&P500 down (12.70%) 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

Cash  

McShane Partners’ September 2019 newsletter, “Cash As An Asset Class,” focused on the conflicting nature between 

precarious macroeconomic data, market behavior and valuation, and its underlying fundamentals. We explained our 

strategy and rational behind holding higher cash levels as a form of portfolio protection and flexibility in anticipation 

of market turbulence. In 2019, asset class correlations differing from their historical relationships, aggressive 

monetary policy masking secular headwinds, shaky debt levels, and expensive asset pricing gave us pause and reason 

to be cautious.  

Cash serves as a safe haven asset during periods of sharp market volatility by mitigating portfolio-level impact of 

severe declines in risky assets (such as equities). The key, however, is having an appropriate cash allocation before the 

correction itself and not attempting to raise cash during or after. To accomplish this preemptive positioning, taking a 

contrarian approach during a period of market appreciation is necessary; just as we did in the latter part of 2019, 

thereby enabling us to reap the protection cash offers during a steep sell-off such as this last week in February. 

Furthermore, this higher cash allocation is especially important for portfolios with defined cash flow and discrete 

liquidity needs in order to maintain and meet those liquidity requirements even in times of steep asset price declines.  

Cash provides investors not only a sense of security and protection during a market decline, but also offers optionality 

and flexibility to take advantage of tactical buying opportunities when market sell-offs becomes indiscriminate. While 

certainly some sectors are reverting back towards more appropriate valuations during this steep pullback, some 

industries (such as travel and transportation) are experiencing extremely severe selling providing a potentially 

intriguing entry point given a longer-term view versus the time horizon of Coronavirus itself.    
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Source: World Health Organization, http://www.worldometers.info/coronavirus/ 

Chart I: Coronavirus Data 
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“History provides a crucial insight regarding market crises: they are inevitable, painful and ultimately 
surmountable.”  

                                                                                                                                                                                   - Shelby M.C. Davis 

Stock & Strategy Spotlight 

Name Ticker 
2020 
YTD 

ANSYS, Inc.  ANSS (5.91%) 

Description & Investment Thesis  

ANSYS, Inc. (ANSS) engages in the development of engineering simulation software and services. ANSYS’ software is 
used to predict how product designs will behave in real-world environments. ANSS serves over 11K customers, that 
range from engineering firms such as General Electric Company, to medical device producers like Thermo Fisher 
Scientific, and semiconductor manufacturers like NVIDIA Corporation. ANSYS provides value to customers through 
streamlining their product cycle, improving R&D efficiency, and increasing visibility on a product’s true performance. 
Their customer base is also diverse in that ~40% are companies that earn less than $50M in annual revenue, while 
~32% of them earn over $1B in revenue annually. According to company management, the total addressable market 
(current foundation, new adjacencies, and emerging high-growth markets) for simulation will triple in the next 7-10 
years from ~$7B to ~$20B by 2026.  
ANSS also boasts a rare combination of growth and profitability in that their annual revenue of over $1B has grown 
over 10% YoY consecutively, while maintaining an over 40% EBITDA margin. ANSYS has a geographically diverse 
revenue profile: ~40% of revenue from the United States, ~25% from Asia-Pacific, and ~25% from Europe, all boasting 
impressive growth rates of 26%, 14%, and 15% YoY, respectively in FY19.  
After recently reporting a strong quarter, shares of ANSS sold off given lackluster guidance (still projecting +8-12% 
revenue growth); however, we view this as appropriately (even excessively) conservative given the Coronavirus 
backdrop. This welcome reset to the stock price, however, allowed us the opportunity to buy the perpetually expensive 
stock at a more reasonable price. ANSS currently trades at a 42% premium to the software industry group, versus its 
historical (15 year) 49% premium to the industry.  
The secular growth story of vehicle automation, Internet of Things, and 5G implementation are still in place, offering a 
promising long-term outlook for ANSYS as a market leader. We think ANSS can continue to consistently outperform 
the S&P 500 over the next 10 years as the market is still in its infancy.  

“Investing success doesn’t correlate with IQ after you’re above a score of 25. Once you have ordinary intelligence, then 
what you need is the temperament to control urges that get others into trouble.”  

                                                                                                                                                                                   - Warren Buffet 
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• Loss Aversion – Occurs when the fear of loss is so great that investors focus on avoiding losses rather 

than making gains. 

• Herding Mentality – Investors’ tendency to follow and copy what other investors are doing. 

• Confirmation Bias – Tendency of investors to pay close attention to information that confirms their prior 

held beliefs and ignore information that contradicts their world view. 

• Framing Bias – Occurs when investors make a decision based on the manner in which information is 

presented, as opposed to the facts themselves. 

• Anchoring Bias – Occurs when investors place too much value on the initial piece of information that led 

them to invest in a security and are unable to accept or process other contradictory information when 

making decisions later. 

Mitigating behavioral finance biases 

While it is not possible to completely offset individual biases, there are specific techniques that can be 

adopted to reduce the impacts of various biases. The following techniques can help reduce the negative 

impact that biases have on investment outcomes: 

• Focus on the Process – There are two approaches to the decision-making process: reflexive and 

reflective. The reflexive approach involves going with our gut, it is automatic and often our default 

option. This approach exposes us to greater behavioral finance biases. The reflective approach, on the 

other hand, is more logical and methodical; and while it requires more effort to make decisions, it can 

also protect us from making errors. In addition, implementing a systematic process can help reduce the 

impact that emotions have on investment decisions. Setting up guidelines and parameters for managing 

a portfolio can help take emotional decision-making out of the process and seek to avoid biases such as 

loss aversion and herding. 

• Planning, Implementation and the Long-Term View – Investors who work with an advisor to develop a 

strategic financial plan and then implement that plan are better positioned to weather short-term 

volatility. By planning for the long-term, and preparing a strategy based on those plans, individuals can 

avoid making irrational short-term financial decisions. This is true particularly in periods of greater 

volatility, where individuals can be reminded of their investment goals ensuring they adhere to a sensible 

financial plan. This can help reduce emotional reactions and avoid poor investment decisions. 

Behavioral biases are naturally a part of any decision-making process. While these biases may have served us 

well as a way of making day-to-day choices, they may be unhelpful for achieving success in long-term 

activities such as investing. The factors that influence our financial decisions ultimately create the 

inefficiencies that impact the financial markets. Therefore, though we are unlikely to change our biases, being 

aware of them and their effect can potentially help us avoid major pitfalls.  

Ultimately, the goal should be to choose an optimal portfolio based on an individual’s comfort level. Before 

recommending an investment plan, we seek to gain a deeper understanding of client risk tolerances, as well 

as their time horizon. In addition, we incorporate certain risk-mitigating strategies to minimize losses during 

times of market volatility. We also aim to construct more effective client portfolios by minimizing investment 

expenses and leveraging tax-efficient strategies with low turnover. Incorporating these elements into the 

portfolio construction process can enable clients to remain invested throughout market cycles and achieve 

more optimal investment outcomes.  
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McShane Partners 

Wealth management is our only business; 

therefore, our attention is undivided and our 

intentions are transparent. 

Information provided in this newsletter should not be considered or interpreted as advice for your 
particular financial situation. Please consult a professional advisor for advice regarding your 
specific financial needs. 

CIRCULAR 230 NOTICE: To comply with requirements imposed by the United States Treasury 
Department, any information regarding any U.S. federal tax matters contained in this 
communication (including any attachments) is not intended or written to be used, and cannot be 
used, as advice for the purpose of (i) avoiding penalties under the Internal Revenue Code or (ii) 
promoting, marketing or recommending to another party any transaction or matter addressed 
herein. 

This newsletter is for discussion purposes only and represents the opinions of McShane Partners. 

McShane Partners is a Registered Investment Advisor. 

McShane Partners Monthly INSIGHTS 

The Winter Investment Institute Forum  

On February 25, 2020 Daniele Donahoe served as a 

panelist for the Winter Investment Institute Forum at 

Barings Global  Headquarters located in Charlotte, NC! 

The Investment Institute brings senior investment 

decision-makers from leading endowments, foundations, 

pension funds, single family offices, multi-family offices, 

RIAs, consultants, outsourced CIO firms, asset 

management firms and other financial institutions 

together for face-to-face conversations, debate and 

problem-solving. Great exposure; Great Discussion! 

2020 Portfolio Manager Panel Event: 

Investment Opportunities in Small-Cap Equity-

Overlooked & Out-of-Favor 

Thank you to everyone who was able to join us for our 6th 

Annual Portfolio Manager Panel Event this year! The 

event feature four tenured small-cap equity portfolio 

managers sharing their unique views and perspectives on 

the small-cap equity universe at a time when the asset 

class has been disregarded by the majority of investors. 

We hope those who were unable to make the event will 

join us next year; we will start to assemble the program 

and details regarding next year’s event later in 2020. 

McShane Partners enjoyed hosting their annual signature 

event at a new large venue, Carmel Country Club.  

Fourth Quarter 2019 Economic Overview 

McShane Partners invites you to join us for our Fourth 

Quarter 2019 Economic Overview Webinar on Tuesday, 

March 10th at 10:00 AM EST. This is a dynamic and 

interactive opportunity for clients, colleagues, and friends 

to hear McShane Partners’ CEO and Chief Investment 

Officer, Daniele Donahoe, discuss our thoughts on the 

significant financial, economic, and political 

developments throughout the quarter, as well as our 

perspective on current economic conditions and our 

outlook for global financial markets. 

Happy Valentines Day! 

McShane Partners President 

and Wealth Advisor, Sandy 

Carlson, also happens to be an 

extraordinary culinary 

master! Sandy below with her 

latest creation on Valentines 

Day!  
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