
At the start of the year we were optimistic about the prospects for global growth fol-
lowing the signing of the phase one trade deal between the US and China; the busi-
ness-friendly UK election result; signs that the slowdown in manufacturing was coming 
to an end in key economies like Germany; and following coordinated monetary loosen-
ing from central banks around the world over the previous 12 months.

As news of a respiratory virus emanating from China started to filter through, we under-
estimated the severity of what was to come, with the SARS epidemic in 2003 proving a 
wholly inadequate reference point. Markets reacted quickly to news that the virus had 
taken hold in Italy in the third week of February, falling 20% over the course of the next 
ten trading sessions, with very few asset classes spared the dramatic sell-off. Markets 
rapidly discounted the contraction in economic activity to come, since when it has not 
made sense to reduce our equity and other risk assets in the Fintax Funds.

There were very few places to protect capital in the selloff, outside of US Treasuries. We 
have long held the view that government bonds offer poor value to investors, with yields 
well below the level of inflation and in many cases, outright negative. Holders of bonds 
at these historical-low yields are typically mandated to do so, consisting of central 
banks, pension funds and insurance companies with the need to match liabilities; they 
have no choice. We had built defensive positions in property, infrastructure and gold, 
and also maintained some exposure to US Treasuries in the Balanced Fund as a form of 
insurance. However these measures were insufficient to prevent the Funds from falling 
sharply; in particular, property and infrastructure failed to offer the defensive character-
istics shown in previous downturns.

While we have broadly maintained our equity weightings, we have shifted the portfoli-
os further towards high quality companies that have the reserves to see them through 
this period and which operate in industries which will emerge relatively unscathed. We 
have done so by increasing our allocations to Morgan Stanley, Veritas and Artisan at 
the expense of Lyrical and Contrarius. The greater business risk attached to Contrarius 
following their extremely poor run of performance over the past 18 months has led us to 
redeem our remaining positions.

There has been widespread evidence of mispricing within fixed income. In particular, 
higher quality corporate bonds are at yield spreads relative to government bonds not 
seen since the financial crisis and offer a low risk way of taking advantage of the dislo-
cation in markets. We have therefore been adding holdings in this area to the Balanced 
Fund via a new manager, Muzinich.
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Elsewhere we have broadly maintained our positions, which has proven the correct deci-
sion thus far, with global equities up 22% from their lows on 23 March; listed infrastruc-
ture and property up 26% and 27% respectively; and investment grade credit up 11%. 
Both Funds hold positions in precious metals and we have added to our gold exposure in 
the Balanced Fund, with the path of monetary policy clearly pro inflation: while inflation 
may not be today’s problem or indeed a problem for the next twelve months, we believe 
it is highly likely to resurface in the future.

Governments around the world have been swift to act, pledging unprecedented support 
for businesses and individuals to tide them over during this period of reduced economic 
activity. Central banks have also been active, with the Fed cutting interest rates to his-
toric lows while restarting its quantitative easing program. Such action should support 
stock market valuations and encourages investors to buy riskier assets such as stocks 
and corporate bonds. As a rough comparison, after quantitative easing was initiated 
by the Fed in November 2008, global equities went on to deliver annualised returns of 
9.6% to the end of March 2020, even when taking the recent drawdown into account. 
While history does not necessarily provide an accurate guide to the future, the prospect 
of interest rates being lower for (much) longer should be a benefit to investors.


