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Returns to 31st March 2020. Source: Thomson Reuters   

 

 

 

 

 

 

 

 

 

(Total returns in £)  1 month 3 months 6 months 1 year 
       

UK Equities  -13.4% -23.8% -21.8% -18.4% 

Global Equities  -10.7% -15.7% -14.6% -5.3% 

UK Gilts   2.1% 6.8% 2.4% 10.3% 

UK Property  -1.1% -1.0% -0.4% 0.1% 

Gold   4.7% 13.3% 8.7% 30.7% 

Commodities  -3.5% -1.5% -5.1% -8.6% 

Sterling   -2.1% -3.8% 1.1% -2.1% 

Market Overview 

Where do I start? With the Covid-19 pandemic still raging, the most important 

thing is to wish everyone good health. The scale of response is unprecedented 

with much of the ’developed world’ in some form of lock-down. The UN has 

estimated that something like 80% of the world’s children are unable to attend 

school now. The economic impact is extraordinary, with US weekly jobless 

claims leaping 3.3m in the last week of March and 6.6m at the start of April 

(before it averaged about 225,000). Never has so much activity been 

prohibited at one time. We are truly in uncharted territory and one should be 

careful of drawing parallels with past downturns (although undoubtedly, I will 

at some point). 

Stock markets plunged as economies froze and investors tried to work out 

how badly profits will be affected, how long restrictions are likely to last and 

which companies are unlikely to survive. The falls in the table don’t fully 

represent the speed and scale of drops experienced three weeks into March. 

Most markets were down by 30% from the start of the year, with the FTSE100 

down 35% at its extreme. Volatility exploded with some massive daily moves 

and this was true of most financial assets. As companies faced up to life 

without income there was a ‘dash-for-cash’ and the desire for liquidity caused 

stress in financial channels and some desperate selling. This caused many 

asset classes to sell down together, upending previous low correlations. Even 

gold, usually the beneficiary in these environments, sold off on the extreme 

days to provide liquidity. 

Governments and central banks have been quick to respond to the exceptional 

circumstances. Interest rates have been cut to historic lows, 0.1% in the UK, 

and colossal liquidity provided to financial markets. Substantial support 

packages have been approved to help people and businesses survive a period 

of enforced shutdown. We are going to need it, but this extraordinary period 

will pass. 
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The collapse in the price of oil has been one of the most dramatic. A spat between 

Russia and Saudi Arabia over production cuts spooked markets early in March but 

have now been overwhelmed by the level of demand destruction. Demand is 

estimated to have fallen by 20% and storage facilities and refineries are filling up 

to the brim. Oil exporting countries will quickly find their finances crippled and 

energy companies in breach of their debt covenants. For the moment the oil 

majors have committed to their dividends, but the industry can’t sustain current 

prices for long. Other commodities such as copper and iron ore have also seen 

prices fall, although not nearly as much, as Chinese production comes back on 

stream. In the meantime, the price of gold has fluctuated around $1600/oz. With 

interest rates effectively zero, risks elevated and quantitative easing back in full 

flow gold is a natural refuge. 

Property funds have again suspended daily dealings, but this time as much 

because of an inability of independent valuers to give confidence in valuations. 

REITs have dropped to significant discounts to stated property values, but retail 

property focused companies are reporting significant non-payment of rents. 

Although it is too early to know how demand for office and industrial property will 

be affected, there was little surplus property prior to coronavirus and rental yields 

are substantially above bond yields. 

Gilts experienced a wild month in March, with some gilts briefly trading on a 

negative yield in the initial panic. In other words, if you had bought them at that 

point you were going to receive less in total over the next two, three or five years 

than you paid. The yield on ten-year bonds then went from 0.1% to 0.8% in nine 

days, as markets struggled to raise liquidity and fretted about the amount of debt 

that the government would issue. Although there is safety in the guarantee of 

government debt, we are about to see a colossal increase in the amount of debt 

outstanding; and debt bubbles do not have a habit of ending well. For now, it will 

be necessary to bankroll economies as they are put into a coma in the hope that it 

prevents a cardiac arrest, but there is little long-term investment appeal. 

Companies are having to deal with situations unfaced before and which are 

impossible to plan for. There is barely any company which isn’t impacted by what 

has happened, but for any company in the leisure, hospitality and travel industry, 

they have found themselves unable to operate and with no income. Suddenly 

survival becomes the over-ridding priority and cash becomes king, even for 

companies with strong balance sheets. Costs have to be reduced as quickly as 

possible and that means the redundancy or furloughing of the biggest cost base, 

staff. It also means they will look for rent and interest payment deferrals and the 

suspension of dividend payments. Those companies that still have high dividend 

yields may well be illusory. Stock markets, however, have reset to reflect much of 

this and if the current situation only lasts a month or two, many will be in a strong 

position to take advantage. As the old adage goes, it is darkest before the dawn. 

In the teeth of the upward curve of an epidemic it can be difficult to see beyond, 

but there is optimism to be found. Singapore, South Korea and Japan have shown 

that widespread testing and containment can be effective, and China has shown 

that restricting movement can control spread. However, once the spread has 

been brought to manageable levels the return of personal liberties will have to be 

managed carefully and widespread testing will be essential. The final step will be 

treatment, and this is a test of modern vaccine research and production. This has 

advanced significantly in recent years, and it is probable that effective vaccines 

may be available in a year.  

Once we are all through this extraordinary period it will take time to return to 

normal and normal might be quite different. Markets will be volatile while they try 

to price in the unknown. However, significant financial support has been offered 

and substantial liquidity provided to ensure credit and financing can be made 

available. Our greatest optimism comes from the many companies we have 

spoken with and listened to over the last few weeks. They offer resilience, 

flexibility and adaptability, and for long-term investors real opportunity.
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without notice. The value of an investment and income from it can fall as well as rise, past performance is no guarantee of future performance and you may not get back the 

amount originally invested.  
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Market Outlook  

  
 

Equities 
 

 
The sudden bear market in stocks has opened up some good long term investment opportunities, however, with dividends being cut 
and no certainty as to the end of Covid-19 induced restrictions, it is still difficult to determine how extensive the economic damage 
will be. Equities probably now offer the best risk adjusted returns and a quick and successful containment of the coronavirus will 
probably see a relief rally in stock markets. 
 

 
Fixed Interest 

 

 
Government bonds have surged, and yields collapsed, as investors seek safety against the new coronavirus and economic damage, 
with negative bond yields in Europe prevalent. Yields on corporate bonds have risen as worries about potential default become a 
factor, but also offer some potential value for the first time in a while. 
 

 
Commercial Property 

 

 
The UK commercial property market has had a difficult few year, with its liquidity risk highlighted by fund dealing suspensions. Retail 
property has had a torrid time, suffering drops in rental income and property values. Industrial and office property continues to 
generate an attractive yield and diversification benefits (where not listed). 
 

 
 

Alternative Assets 
 

 
Infrastructure investment funds offer attractions for exposure to physical assets, often with attractive inflation linked contracts, and 
growth connected to improved connectivity and de-carbonising economies. However, as with private equity, there has been 
significant capital applied to these investments, reducing investment yields and increasing vulnerability to a rise in the cost of debt. 
Absolute Return strategies have been tested by low bond yields and we continue to choose sparingly. 
 

 
Cash 

 

 
We have hit a rare period where ‘cash is king’; but long-term investment will be in financial assets above with attractive prospects. 


