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A fragile consolidation
Last week brought the most extraordinary month we have 
ever seen to an uneasy close. Markets first waxed and then 
waned as investors moved from a period which was spent 
largely in survival mode, into one where hopefully damage 
assessment and rebuilding can begin. Underneath the 
surface sentiment remains fragile and price movements 
erratic, but then again that is to be expected and such 
features usually offer up as many potential rewards as they 
do risks.

Overall, the imaginative efforts of global central banks and 
government treasury departments have combined to help 
most assets recover from the widespread and deep falls 
of mid-March. Although it is hard to measure, we think 
that most of the technical selling pressure that produced 
the quickest ever collapse has now also largely exhausted 
itself. A firm basis for recovery could not be established 
until these elements had come together and the fact that 
they have all happened so quickly is a welcome positive.

"Overall, the imaginative efforts of global 
central banks and government treasury 
departments have combined to help 
most assets recover"

Last week also saw some pockets of normality appearing 
in certain markets, albeit only those where central banks 
had been intervening heavily. Government bonds, parts of 
mortgage and investment grade credit markets were all 
active and trading more smoothly than in previous weeks. 
Stronger companies are easily able to refinance and even 
some of the weaker industries, such as cruise ships, are 
cobbling together rescue packages, albeit at eyewatering 
levels of interest.

As we have said above, these early and aggressive 
interventions by the ‘authorities’ were necessary to help 
markets stabilise after absorbing the enormous shock 
that the coronavirus epidemic has brought with it. The 
interventions are also, by and large, having the desired 
effect. Unfortunately, they won’t be enough on their own 
to drive a sustainable recovery. For that to happen we will 
need to see a peak in coronavirus infection rates, so that 
a more accurate assessment of the economic damage 
caused by social distancing polices can be priced in. 

Until that point investors will have to absorb a long and 
horrible list of datapoints, describing in excruciating detail 
just how deep the damage has been. To give just one of the 
most recent examples, nearly 10 million Americans have 
filed jobless claims in the last two weeks, a scale of job 
losses so far outside the statistical norm that no textbook 
ever conceived that it would be possible.

"Unfortunately, they won’t be enough on 
their own to drive a sustainable recovery. 
For that to happen we will need to see a 
peak in coronavirus infection rates"

Although it can be easy to forget this in our current 
environment, infection rates will eventually peak. Perhaps 
by the end of April or May, allowing Western economies to 
begin some form of recovery by summer. It is also easy to 
overlook that this health crisis happened simultaneously 
with an oil crisis, which has continued to rumble along 
in the background, eroding sentiment and preventing 
commodity markets from stabilising. Although we have 
zero insight into OPEC thinking, we note that there will be 
a virtual meeting of oil ministers this week and some early 
signals are emerging that a truce could be called between 
the warring parties. If that happens it will be a powerful 
force for stability in emerging markets and a positive ripple 
effect elsewhere.

"We do think there is enough momentum 
building to begin shaping portfolios 
quietly to take advantage of the 
opportunities that are popping up."

It’s also fair to say that parts of the bond market are already 
thinking ahead, pricing in a time when inflation picks up 
and interest rates begin to rise. History and experience tell 
us that there is never just one indicator of a bottom after 
a crisis, more of a gradual alignment in several necessary 
factors that eventually have sufficient weight to cancel out 
the negatives. We are in the period where those factors 
are beginning to gel together and although they don’t have 
enough weight to move the needle just yet, we do think 
there is enough momentum building to begin shaping 
portfolios quietly to take advantage of the opportunities 
that are popping up.
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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.

Forward thinking
Last week we described how we had begun the process 
of rebalancing portfolios to ensure that we have everyone 
closely aligned to the risk profile they are happy with. In 
general, this involved taking profits in areas of resilience 
(gold, gold miners, government bonds and macro trading 
funds) to direct cash into areas where we see better long 
run opportunities (equities, convertible bonds and possibly 
some areas of corporate credit). We have begun to nibble 
a little in those areas where we see the best value on a 
longer-term view, which it is worth re-iterating is at least 
three years for all client portfolios.

It’s also important to say again that we are not in a hurry 
to spend this cash, but we do want to have it available in 
the right place for the time when we do want to spend it. 
That time will probably be over the next quarter and will 
undoubtedly involve investing through periods of further 
drawdown and volatility. We will continue to be guided by 
an investment process that encourages us to lift our focus 
from today and to concentrate instead on what the best 
decisions are from the perspective of at least three years in 
the future.

"We have begun to nibble a little in those 
areas where we see the best value on 
a longer-term view, which it is worth 
re-iterating is at least three years for all 
client portfolios."

As mentioned last week, we are fortunate that our industry 
lends itself to working online and by phone, and although 
we are all aware just how strange current circumstances 
are, it is not impacting our ability to do our core job of 
managing your portfolios. We continue to open new plans 
and service existing accounts as usual and last week 
placed an additional 1,236 trades to invest inflows (thank 
you!).

As always, we welcome your feedback and will write to you 
again shortly in the quarterly reports. Until then we hope 
you, your family and your friends remain safe. 

David Cooke 
On behalf of the Saltus Investment Committee,  
6 April 2020


