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Another extraordinary week
Since our last update, coronavirus headlines have taken 
firm control of global investment markets, pushing all 
other matters to the side. The pace of events is frenetic, 
with the spread of the virus, the economic impact, the 
market reaction and the policy response of governments 
all overlapping in a short space of time. For now, it is the 
shorter term policies being taken to limit the spread of the 
virus that are having the most impact, with the economic 
effects of social distancing and other measures feeding 
directly into market volatility.

"For now, it is the shorter term policies 
being taken to limit the spread of the 
virus that are having the most impact"

As volatility rises, it automatically prompts those 
investment strategies which use borrowed money to 
de-risk quickly, selling anything and everything in order to 
reduce their exposures. With many longer term investors 
adopting a ‘wait and see’ attitude, this forced selling is 
not currently being met with any sizeable buying interest, 
a feature which fuels illiquid, jumpy price moves which 
themselves trigger further bouts of selling. This kind of 
negative feedback loop was in the ascendant last week 
and was directly behind the relatively rare occurrence when 
traditionally ‘safe’ investments such as gold or government 
bonds, fall at the same time as riskier equity markets.

Weeks like this are always disconcerting and unpleasant 
for investors and managers alike, even at the best of times. 
Right now, with the health crisis overshadowing daily life 
it is even more un-nerving, but as this frenetic phase of 
market adjustment starts to exhaust itself, we will move 
into a period where technical factors start to fade and 
fundamental ones reassert themselves. That doesn’t mean 
we are out of the woods yet, nor that we are through the 
worst, but it should mean that volatility on the scale just 
witnessed will begin to subside, allowing a clear-headed 
assessment of long term risk and reward.

Are we there yet?
Part of the reason that volatility is expected to subside 
from panic levels is the speed and aggressiveness of 
the response of central banks. Interest rates have been 
cut down to close to zero in the US and UK and buying 
programmes last seen in the crisis of 2008 have been 
reactivated. The US Federal Reserve has made available 
$1.5trn in facilities to ensure smooth running of the crucial 
US bond markets and the ECB has weighed in with €750bn 
of its own for European markets. 

The Bank of England has similarly put up £200bn and all 
of them stand ready to do more if required. These actions 
were very much needed as they directly address the 
negative feedback loops described earlier and, although 
they will take time to impact, we do think they will be 
enough in the end to keep the financial system and markets 
performing the functions they are intended to.

If this opinion is correct then we are left with the issue 
of how to assess the progress of the real economy, with 
coronavirus now so obviously blowing a hole in growth 
prospects for 2020. Early estimates are now conclusively 
pencilling in a recession for the year, with some very ugly 
numbers in the first half followed by a rapid recovery in the 
second. This outlook relies on several assumptions, but 
crucially the most important one - aggressive government 
spending programmes helping to reflate demand - are now 
becoming more evident.

"The UK is in the forefront of this policy 
action, with unprecedented intervention 
by the Treasury to cover wage payments"

The UK is in the forefront of this policy action, with 
unprecedented intervention by the Treasury to cover wage 
payments, perhaps the most eye catching of multiple 
announcements. The European response is also building 
at the country level (if not at the EU level), with all eyes now 
turning to the USA to see what will happen there. To us, the 
most important feature of the central bank and government 
responses so far is the fact that they have quickly signalled 
– in a brief two week period - that the gravity of the 
situation is recognised and requires an unprecedented 
response. Without these measures a recovery would not 
be possible – now these are in place, we at least have the 
basis for assuming one can come.

Another crucial factor for stability is also likely to come into 
play soon. As selling pressure from leveraged investors, 
traders and option markets has dominated the last few 
weeks, the next few weeks should see the reappearance 
of the hitherto absent fundamental investor. At each 
calendar quarter end, it is usual for investment portfolios 
to be rebalanced back to their preferred long term shape, 
which will have shifted over the previous months. This is a 
process which involves freeing up cash in positions which 
have performed well, in order to reinvest the proceeds 
back into those which have fallen. JP Morgan estimate 
that the value of these flows could mean up to $800-900bn 
finding its way back into pummelled stock markets over the 
coming weeks.
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Important Information:
This publication is communicated by Saltus Partners LLP (“Saltus”).  Nothing herein constitutes an offer or the solicitation of an offer or advice and is for information 
purposes only and should not be relied upon by Retail investors and persons of any other description. This publication has been prepared using information believed to 
be accurate at the time of communication. It may not be relied upon and should not be used for the purposes of making any investment decision. Whilst Saltus uses all 
reasonable efforts to ensure that the information is accurate and up to date, no representations or warranties are given as to the reliability, accuracy or completeness 
of the information in this update. Saltus does not accept any liability for any loss or damage which may arise directly or indirectly from any use or reliance on such 
information. This publication is confidential and must not be distributed, in whole or in part, to any third party. Investments and or investment strategies mentioned in 
this update may not be suitable or appropriate for all recipients.

Investments do not guarantee a return and the value and the income from them can fall as well as rise, may also be dependent upon foreign exchange movements and 
be in relatively illiquid markets or instruments. Information on past performance, where given, is not necessarily a guide to future performance.

"We are in the process of preparing our 
own rebalancing for portfolios which 
will free up cash to invest where the 
opportunities are most compelling." 

We will only know after the event if this actually happens, 
but it is fair to say that selling exhaustion is a crucial 
pre-condition for market stability. A fiscal response from 
governments is another one. Both are now becoming more 
visible and they should combine over time to provide a 
fundamental basis for stability. However, it is also fair to 
say that until a peak in infection rates is seen in the West, 
volatility will not subside substantially, although it should 
hopefully steadily decline from the heights of last week.

What are we doing?
We are in the process of preparing our own rebalancing 
for portfolios which will free up cash to invest where the 
opportunities are most compelling. There are several 
areas where we can see real value appearing and where 
we would like to increase exposures – convertible bond 
managers and US inflation protected securities being 
the best current examples. There are also a few areas 
where we will be selling some winners – mainly our macro 
interest rate trading managers who have been on the right 
side of the recent moves.

Portfolios have taken losses over the last three months 
and we are working hard to continue to limit those losses 
and position for a recovery where sensible. Our mindset 
is to put ourselves three years in the future and look back 
on what should have been the best investment decisions 
to take now. As all mandates are performing in line with 
their risk budgets given the context of wider market falls, 
this thought experiment really does help us to avoid being 
whipsawed by events and it has served us well in volatile 
situations of the past. We aren’t in a particular hurry to 
do anything dramatic, knowing that it’s unlikely markets 
will navigate the next few months without drama, but we 
can see opportunities emerging and a basis for recovery 
building. 

We hope that you find these updates helpful in these 
unsettling times. We will write a lengthier de-brief with 
quarterly reporting this month end and would encourage 
you to continue to talk with your Relationship Manager 
about any issues or questions you might have.
 
David Cooke 
On behalf of the Saltus Investment Committee,  
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