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Introduction
Well, what a difference 
a few weeks makes to 
all our lives. A strong 
2019 year for portfolio 
performance and 
the expectation of a 
reasonable “US led” year 
ahead has swiftly and 
dramatically come to a 
grinding halt. 

We have put this 
latest Investment Brief 

together to try to reflect our short and medium term 
perspective of this Covid-19 crisis. Did we expect 
this – absolutely not and it seems every other CEO 
I speak to both inside and outside my industry has 
been blindsided by this horrific disease.

We live in bizarre times where myself and colleagues 
communicate almost exclusively through mobile 
phones, laptops, Ipads and email. We are a collegiate 
business and I have always encouraged a team 
approach to decisions and client service. We 
continue to have our weekly team meeting by Zoom 
and have for the past month had a daily investment 
briefing on the latest market data available and our 
reaction to this in our forward guidance to our team. 

Information from companies has been inconsistent 
and contradictory, some analyst communities appear 
frozen in disbelief. Suddenly experience counts again 
and vanilla investing in businesses that generate 
dividends through good business models and 
stronger balance sheets are all at the forefront of 
our minds.

We understand how hard it is to see a reduction in 
portfolio values of the magnitude of the first quarter 
and we hope that we are through the worst. I hope 
that you take comfort from our thoughts at this time 
and I look forward to meeting you all very soon in 
normal circumstances. As always my team and I are 
at the end of the telephone or even a Zoom call (or 
any other medium). It is business as usual for us 
despite the bizarre circumstances.

Richard Whitehead
Chief Executive
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House View
This was a quarter like 
few others, with equity 
markets suffering sharp 
declines whilst volatility 
spiked across all asset 
classes. The cause 
of the sell-off was, of 
course, the spread of 
the coronavirus with 
most major countries 
eventually going into 
a temporary period of 
lockdown in order to 

slow the spread of the virus. Notwithstanding the 
human cost of the virus, the impact on economic 
growth has already been substantial with most major 
economies either already in, or on the verge of, 
recession. However, in contrast to the run-up to the 
financial crisis, the response from governments has 
been far swifter, bolder and more comprehensive 
with governments seeking to support households 
and businesses during this challenging time. We 
believe that the measures could well help the 
economy recover far faster than would otherwise 
have been the case. Furthermore, the banking 
system is in far better shape this time, which should 
allow banks to continue to provide credit to those 
businesses and households that require it. 

Across our managed portfolios, we have tried to 
balance the need to ensure that portfolios will be 
able to withstand this challenging period, whilst 
also taking advantage of the softer valuations within 
equities and corporate bonds which would not be 
available in more normal market conditions. 

Many people are describing this period as the 
Darwinian moment for businesses – survival of 
the fittest balance sheets, those companies who 
have not just strong balance sheets but a business 
model that can survive this and this is a view we 
broadly agree with. We have reflected this within our 
portfolios, with an emphasis on improving the quality 
of our underlying stock holdings, with an emphasis 
on companies with resilient business franchises and 
strong cash flow generation. 

Fixed Income

Going into the year, the expectation of most 
economists and strategists was that the global 
economy would continue to grow at a moderate 
pace, with corporate default rates remaining 
muted amidst a supportive environment for those 
companies which require refinancing. However, 
owing to the coronavirus outbreak this outlook has 
obviously changed and corporate bond prices have 
declined to reflect the prospect of greater default 
risk, with the sterling corporate bond index ending 
the quarter down 6% in total return terms. The 
decline in bond prices across global markets was 
exacerbated by those institutional investors with 
leveraged positions who were forced to sell in order 
to meet margin calls, and liquidity (the ease which 
investors can buy and sell bonds) being poor as the 
number of forced sellers far outweighed the number 
of buyers. Whilst the “weak hands” in the market 
have been selling, for those with a longer-time 
horizon there are opportunities on offer, with bonds 
issued by solid companies with decent long-term 
prospects now offering yields more than double 
what they were prior to the sell-off. 

Whilst markets are right to worry about the 
increased credit risk of investing in corporate bonds, 
we believe this risk in some sectors will be over-
stated given that governments are keen to support 
companies through this particularly challenging time. 
This commitment was well demonstrated by the 
UK government’s pledge to cover 80% of the salary 
of workers up to £2,500 per month, a move which 
would have been unthinkable in more normal times. 
Furthermore, the technical side of the picture is also 
improving, with Central Banks having stepped up 
their purchases of government and corporate bonds 
in response to the crisis. Based on our experience of 
the post-crisis era, we see it as highly likely that these 
liquidity injections from Central Banks will eventually 
push down yields on corporate debt. With yields of 
over 3% available on short-dated investment grade 
bonds, we have increased our weighting in this area 
in the second half of March, and we expect credit 
spreads to tighten and bond prices to rise once the 
market appreciates the sheer amount of support 
corporates are receiving.

Alexander George, CFA
Associate Director 
of Research
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Whilst we retain a sizeable allocation to short-dated 
Gilts as they are highly liquid and have little interest 
rate risk, we remain wary of long-dated Gilts (ie 
UK government bonds maturing in more than 5 
years time) on valuation grounds, and this view has 
been reinforced over recent weeks by the policy 
measures the government are pursuing in order to 
support the economy. Particularly concerning for 
holders of long-dated Gilts should be the fact that 
the UK government, much like in the US, have a clear 
preference for stoking inflation over coming years in 
order to reduce the value of their high debt loads, 
over the more politically challenging feat of pursuing 
more fiscally prudent policies once we make it 
through this difficult period. 

Indicative of the fact that we aren’t the only investors 
which share these concerns, during the market 
upheaval of mid-March we saw the 10 year Gilt yield 
move from 0.2% to over 1% in the space of a week 
(equivalent to a capital loss of around 7% on bond 
holders), whilst the 30 year Gilt lost c.20% in value. 
Had yields held at that level, the Gilts index would 
have lost money over the quarter in total return 
terms, with long-dated Gilts having failed in their role 
as a “safe haven” during this challenging environment 
for stocks. However, the rise in yields was eventually 
quelled by the Bank of England’s announcement on 
the 19th March that they were expanding their Gilt 
and corporate bond buying programme by £200bn, 
with Gilts yields moving back down close to record 
lows by the end of the month.

   A - L&G All Stocks Gilt Index Trust Inc TR in GB (6.79%)

  B - iShares - UK Gilts 0-5yr UCITS ETF 0 5 GBP TR in GB (0.85%)

31/12/2019 - 31/03/2020
Data from FE fundinfo 2020
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UK Equities

Although the UK market came into the year trading 
at a valuation discount to most other regional 
markets, the UK market broadly performed as poorly 
as other European markets in local currency terms. 
As we have outlined in our frequent market updates 
over the last few weeks, we used the broadly 
indiscriminate nature of the sell-off to increase 
exposure to companies with resilient franchises and 
strong balance sheets that are best equipped to ride 
through this period without having to raise more 
capital. 

Within our UK exposure, the net impact was 
an increase in holdings in cash flow generative 
companies with growing end markets – such as 
Unilever, RELX (formerly known as Reed Elsevier) 
and Diageo – where the current period of weakness 
does not impinge on the company’s future growth 
prospects. Despite strong prospects once we move 
past this period of economic weakness, many of 
these stocks fell in-line with the broader market, with 
Diageo and RELX experiencing drawdowns of 32% 
and 29% from their respective peaks earlier in the 
year. In contrast, we have tilted away from the highly 
economically sensitive industries such as banking 
and construction, where rising non-performing loans 
and cash-flow shortages respectively could well 
plague both industries throughout this challenging 
period. Notably, we are retaining our direct small 
and mid-cap manager UK holdings although these 
positions are under continual review. It should be 
noted that our holdings in both areas are quite small 
reflective of the cyclicality of this area of the market 
and we did reduce small-cap exposure across higher 
risk strategies in May of last year following a period 
of strong performance. Furthermore, we believe that 
the quality bias of our favoured managers in these 
areas, with both managers favouring companies with 
low debt levels and reasonable growth prospects, 
could well help these funds thrive once we emerge 
from this period of economic upheaval. 

One particularly topical area over coming months 
will be dividend cuts, as companies conserve cash 
amidst a decline in this year’s revenue and profits. 
Whilst the prospect of lower dividend payments is 
obviously disappointing, we do view such moves as 
prudent, as it is not in shareholders’ best interests 
for companies to pay out all available free cash, just 
to be forced to pursue expensive capital raises later 
in the year. We would argue that these dividend cuts 
are largely priced into the market already with the 
dividend yield on the FTSE 100 briefly exceeding 6% 
during the sell-off, and even a 33% fall in dividends 
in line with that which occurred during the financial 
crisis would leave the market on a c.4% yield.

International Equities

Within our overseas exposure, we shifted more 
capital into the US market following the market sell-
off (through currency-hedged funds as discussed 
further below) and out of Japan, Emerging Markets 
and overseas smaller companies. Whilst the latter 
will likely bounce-back once risk appetite recovers, 
we believed that the opportunity to add to fast 
growing US-listed multinational companies such as 
Microsoft and Visa – which at their lows had fallen 
30% and 40% respectively from their recent peaks 
– was too attractive to turn down. Notably, whilst 
the global economy is going through a period of 
weakness, the secular trends that are benefitting 
these industry-leading companies - the growth of 
cloud computing in the case of Microsoft and the 
increasing shift to cashless payments for Visa - will 
likely accelerate over coming years. Much of our 
increase in US exposure was facilitated through 
the addition of the Morgan Stanley Global Brands 
fund, which allies holdings in these aforementioned 
technology-leaders, with global consumer brands 
– such as Coca Cola, Heineken and L’Oreal – and 
healthcare companies operating across diagnostics 
and medical devices. It is our view that the industry 
leading companies within these sectors are better 
positioned than most to benefit once the global 
economy returns to growth. 
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The sharp swings in currency markets over the 
period – the Pound briefly moved below $1.15 
against the US Dollar in mid-March having started 
the quarter at $1.32 – gave us the opportunity to 
take some gains and hedge more of our overseas 
currency exposure at close to this lower level. Our 
view is that companies seeking Dollars at almost 
any cost in order to meet short-term funding needs 
drove the upward move in the US Dollar, and we 
don’t believe it will be sustained once we return to 
a more normalised environment. Furthermore, with 
the US continuing to run a growing fiscal deficit, 
alongside a large trade deficit, it is possible that 
current events – alongside the instability within 
American politics – could well eventually trigger an 
end to the rise in the US Dollar we have seen over 
the last decade. 

Alternatives 

Gold remains a diversifying holding for us, and we 
believe that the huge surge in government spending 
– and quantitative easing – we are seeing across 
the western economies could well benefit gold over 
coming years as investors continue to lose faith 
in traditional “reserve currencies”, particularly the 
US Dollar. One move we did make was to alter the 
currency exposure of the gold holding early in the 
quarter, moving from a “GBP-hedged” position to 
unhedged at around $1.31. This move meant that 
we benefitted as the Pound weakened through the 
rest of the quarter, with the value of the gold holding 
gaining c.10% in sterling terms over the period. 

We cut our exposure to absolute return strategies 
over the period in favour of bonds, the advantage 
of the latter is there is a yield paid to investors. Our 
holding in the Artemis US Absolute Return fund held 
up well during the market sell-off and this provided 
a natural source of liquidity to fund the increase in 
corporate bond exposure. 

Closing thoughts

It goes without saying that this was an incredibly 
challenging quarter for stock markets, and following 
periods such as this there will always be, with the 
benefit of hindsight, moves we could have made 
prior to the market declines. However, we have been 
keen to ensure that our focus remains on upgrading 
the quality of the portfolios in order to best position 
the portfolios for this new, more challenging 
economic environment. With government monetary 
and fiscal policy increasingly supportive, we believe 
that markets could react positively should the US 
and European economies re-open over coming 
months. 
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Market 
Commentary - 
Q1 2020

It was a quarter where 
much of the data and 
market moves over the 
first half of the period 
were almost completely 
overshadowed by the 
dramatic market moves 
we saw from mid-
February onwards. 

UK
The UK economy started the year in good form 
with January’s economic data showing a significant 
improvement as business and household confidence 
picked up, in part due to the decisive outcome in 
December’s General Election and more certainty 
around the Brexit process. On the back of the more 
positive outlook for the domestic economy, the Bank 
of England’s MPC chose to hold fire and keep the 
base rate at 0.75% in their January meeting, as they 
awaited to see whether the so-called “Boris bounce” 
would be sustained. However, as we now know, the 
onset of the coronavirus-induced crisis would put 
an end to all of this optimism, with the UK set to join 
all other major economies in recession as a result 
of the lockdown measures being implemented in an 
attempt to stop the spread of the virus. 

In order to the support the economy through this 
exceptionally challenging period, the Bank of England 
cut the base rate twice in March, firstly early in March 
when they reduced it from 0.75% to 0.25% as the 
impact of the coronavirus outbreak became clearer, 
and later in the month when they cut the base rate 
to 0.1% and increased their Gilt and corporate bond 
buying programme (known as Quantitative Easing) by 

£200bn. The most significant move on the fiscal side 
was to the UK government’s pledge to cover 80% 
of the salary of workers up to £2,500 per month, a 
move which few would have thought imaginable in 
more normal times. 

The UK stock market underperformed most other 
major markets over the quarter in sterling terms, 
with the greater exposure to cyclical stocks across 
the UK market hurting the domestic market on a 
relative basis. For obvious reasons, travel and leisure 
stocks such as cruise operators were particularly 
poor performers, whilst the energy sector was also 
weak. The latter was impacted by the disintegration 
of the OPEC+ alliance between Saudi Arabia and 
Russia, which pushed the oil price down 30% on the 
9th March as the market adjusted to oversupply 
and weak demand, and energy behemoths BP and 
Royal Dutch Shell ended the month down 26% and 
38% respectively over the quarter. Small and mid-
cap stocks underperformed over the period, with 
investors favouring more liquid stocks, with MSCI UK 
Mid-Cap ending the period down 30.8% and Numis 
UK Smaller Companies ex-Investment Trusts down 
32.7%. Large-cap stocks fared slightly better, with 
the broad market index for the UK, MSCI UK All-Cap, 
ending the period down 26.2% in capital return 
terms. 

Bond and currency markets were almost as volatile 
as stocks, with the yield on the 10 year Gilt – which 
started the year at 0.82% - gyrating wildly, and briefly 
exceeding 1% as government bond prices declined, 
before the intervention of the Bank of England 
pushed the yield back down to 0.35% by the end of 
the quarter. The Pound, which started the quarter at 
$1.32 against the Dollar, was similarly turbulent with 
the sterling briefly falling below $1.15 in mid-March 
before rallying to close the quarter at $1.24.

Alexander George, CFA
Associate Director 
of Research
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US 
Much like in the UK, it was an extraordinary quarter 
for US monetary policy, with the US Federal Reserve 
cutting interest rates twice. The second move was 
the most decisive with their decision on the 15th 
March to cut the Fed funds rate by a further 100 
basis points to bring it to 0%-0.25%, whilst they 
also added $700bn to their Quantitative Easing 
programme. These moves were followed later in the 
month by a $2trn government stimulus package, 
which included aid to a swathe of small businesses, 
and direct payments to households. As expected, 
later in the month saw the shutdown of large 
swathes of the economy start to show up in the 
economic data, with an estimated 3 million people 
registering for unemployment benefit in March, a 
record figure which underscored the unprecedented 
nature of the economic lockdown which the US and 
other western economies are facing. 

The US stock market started the year particularly 
strongly, with technology-driven companies leading 
the pack with the technology heavy Nasdaq 100 
index up 11% (in US Dollar terms) at the market’s 
peak on the 19th February. The strongest gains 
at that time were in stocks which were benefitting 
from secular trends such as electric vehicles and 
5G connectivity, with electric vehicle maker Tesla 
up over 100% year-to-date as of mid-February 
(although it ended the quarter up only 22% on the 
year following a sharp fall during the market rout!). 
During the market sell-off all areas of the market 
fell significantly, although financials and energy 
fared the worst of the major sectors and ended the 
period down 32% and 51% respectively in Dollar 
terms. Banking stocks were particularly impacted 
by the prospect of zero interest rates and higher 
losses in their loan books, whilst much of US shale oil 
production is uneconomic at current oil prices. The 
broad S&P 500 index ended the quarter down 20% 
in US Dollar terms. 

Europe
Dealing with a crisis such as this is more challenging 
for the Eurozone than it is for the US and UK, as 
each country has its own fiscal policy and there is 
much resistance to the issuance of Eurozone bonds, 
which would be backed by all member countries, and 
could fund a pan-Eurozone fiscal stimulus. However, 

we have seen several of the individual Eurozone 
countries pursue their own stimulus packages, led 
by Germany which has abandoned their target for 
a balanced budget and pledged to spend “whatever 
it takes” to protect its economy with the initial 
agreement of a €550bn package aimed at supporting 
businesses and protecting workers from job cuts 
over this period. From the monetary standpoint, 
the European Central Bank (ECB) have launched an 
emergency €750bn Quantitative Easing package in 
which they will buy government and company debt 
across the Eurozone, including that of troubled 
Greece and Italy, whilst they also cut the base rate 
from -0.4% to -0.5%. MSCI Europe ex-UK ended the 
quarter down 21.4% in local currency terms. 

Asia
Asian stock markets were the first to be impacted 
by the virus spread, with Chinese stocks falling 
significantly over the last week of January as much of 
south-east Asia entered lockdown in order to reduce 
the spread of the virus with the main concern at 
that time being the impact on global supply chains 
of the Chinese shutdown. However, since those 
moves, Chinese stocks have outperformed, albeit 
modestly, with MSCI China H (which represents the 
performance of Chinese stocks listed in Hong Kong) 
ending the period down only 14.9% in local currency 
terms. 

Commodities
The oil price declined precipitously, ending the 
period at $25 per barrel having started the year 
at $66. The decision made by OPEC+ to flood 
the market with supply would traditionally have 
a positive impact on most European and Asian 
economies as they are net importers of oil, although 
the benefits will only come once economies are able 
to fully re-open. Gold played its role as a safe haven 
over the quarter, gaining 3.6% in US Dollar terms 
over the period and ending the quarter at $1571 
per oz. However, it should be said that the gold price 
remained exceptionally volatile, with profit taking 
leading to a peak-to-trough decline of 12% during 
the upheaval in mid-March, before rebounding. 
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Equities - 
Looking to the 
long term

At times like this the 
world becomes very 
focussed on the near 
term. It is therefore 
useful to reflect on 
the underlying assets 
we own and why 
we hold equities in 
portfolios. Thankfully the 
magnitude of the market 
sell-off in March is rare, 
and like all events of this 
nature, the catalyst is 

different from any of the previous ones. 

At the beginning of the year, it would have seemed 
completely implausible that whole swaths of the 
global economy would effectively be shut down with 
immediate effect. It is also worth noting that in early 
2007 it would have seemed equally far-fetched that 
Lehmann Brothers would fail and the banking sector 
would require a $700 billion bailout within eighteen 
months. 

There are specific characteristics that will likely 
define this particular market ‘crash’, including on 
the negative, the sheer speed and intensity of the 
market fall, and then on the positive, the rapid, 
almost synchronised policy responses from central 
banks and governments around the world. Unlike 
most crises – the only finger of blame perhaps for 
the scale of disaster is the lack of openness with 
respect to the initial death toll in China and how 
unprepared the Western World was to cope with an 
event of this nature. 

With the degree of negativity in the press as well 
as a myriad of forecasts being presented as to 
how low markets could potentially go, it is easy to 
forget why we hold equities in our client portfolios 
at all! Fundamentally equities benefit from the long 
term growth in the global economy and they help 
provide inflation protection. The proportion of equity 
content in a portfolio is dictated primarily through an 
individual’s tolerance to these dramatic events. 

The chart opposite shows the return of the MSCI 
World Index (a key benchmark for global equity 
markets) and its performance from 15 January 1987 
– 31st March 2020 and therefore incorporating four 
global market ‘crashes’. The performance on the y 
axis shows a very large number and emphasises 
the power of compounding returns. A better way 
to assess the performance is through looking at 
annualised returns and over this period of time, 
the MSCI World index has annualised 7.2%, even 
taking into consideration the four significant market 
falls. As you can see from the chart, unfortunately, 
this type of return does not come in a straight line 
and at its worst peak-to-trough, you would have 
lost nearly half your money through being invested 
in this benchmark. There are very few people who 
have this type of risk tolerance, which is why our 
portfolios include diversifying assets such as gold 
and short dated bonds to limit the level of drawdown 
experienced by portfolios during these challenging 
times. 

Andrew Savage
Investment Manager
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On the chart, I have also included cash returns (Bank 
of England base rate), as well as inflation (RPI). It is 
interesting to note that up until 2008, you could 
achieve a return in excess of inflation from holding 
cash, however from that date to the present you can 
see that the inflation line has been closing up with 
the cash line, meaning that cash has been losing 
money in ‘real’ terms. 

Although there is considerable uncertainty ahead 
and we do not know how long the world will take 
to get back to ‘normal’, we feel that the long term 
case for equities, within a well-diversified investment 
portfolio, remains unchanged. 

We are not trying to downplay the significance and 
impact, both on a human, and economic level, of 
what is currently happening in the world. There 
will undoubtedly be companies that will be more 
impacted than others but the strong ones will 
survive and should continue to provide a useful 
income source and some protection against the cost 
of inflation. 

  A - MSCI World TR in GB (1,022.28%)

  B - Bank Of England Base Rate TR in GB (364.82%)

  C - UK Retail Price Index TR in GB (192.00%)

15/01/1987 - 31/03/2020
Data from FE fundinfo 2020

Performance Line Chart 

6 April 2020
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A World of 
Volatility

Normally as those that 
know me well will testify 
I relish going to work 
and the responsibilities 
this brings. I have 
managed to put a team 
of people around me 
through my career who I 
enjoy working with, good 
systems and controls 
and an effective back 
office with AJ Bell. 

I am fortunate to have some great supporters in 
my work life, I enjoy spending time with clients both 
professionally and socially and all this helps you 
try and deliver your very best. After so many years 
of working in the investment world I thought that 
I had seen everything….how wrong I was. All this 
whilst writing from my home office I never dreamt 
I would need. All credit to the principal of Business 
Contingency Programmes.

The last six weeks has been incredibly tough on 
all of us, even on those of us who have so much 
experience of working through difficult periods in 
history. The term now used in business apparently is 
mental resilience.

The latest crisis which we are feeling every hour of, 
every day, made me reflect on some of the others 
that caused significant worry and subsequently short 
term pain.  It is perhaps one occasion when history 
helps us.

My first experience of market volatility was shortly 
after I entered the industry and just before the UK 
left the European Exchange Rate Mechanism (ERM) 
in 1992. Black Wednesday on 16th September 
1992 was when the British Government was forced 
to withdraw the pound from the ERM after a 
failed attempt to keep the pound above the lower 
exchange limit mandated by the ERM. Norman 
Lamont as Chancellor of the Exchequer raised 
interest rates in the UK to 12% trying to boost 
enthusiasm for the home currency and spent 
billions of pounds of foreign currency to support the 
pound. It failed. The cost at the time was estimated 
to be £3bn but was later adjusted to a figure nearer 
£13bn. The UK stock market fell – 15% over a three 
month period.

The principal winner during this period was George 
Soros and his huge short position on the pound. 
Politicians in the UK were left fighting for the 
remaining term of the then Conservative government 
under John Major which resulted in a shift in politics 
for many years under what became “New Labour”.

The Asian Debt Crisis or Financial Crisis in July 
1997 came next and witnessed investors deserting 
Emerging Asian shares. Crashes occurred in 
Hong Kong, Thailand, Indonesia, South Korea and 
Philippines as well as elsewhere. This reached a 
climax on 27th October 1997 when there was a 
more global stock market correction caused by the 
economic crisis in Asia. The MSCI Singapore index fell 
20% in a day. 

Russian problems came next in August 1998 when 
they devalued the Rouble and defaulted on domestic 
debt. They also declared a moratorium on payment 
to foreign lenders and investors. The UK stock 
market fell 24% over a three month period.

Richard Whitehead
Chief Executive
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Perhaps the next period is one of the most reported 
in economic history – the “Dot-com” bubble and 
the sector’s fall from grace. Looking back it seems 
incredible that investors were dumping well known 
successful brands with reliable earnings in favour of 
brand new companies, with no historic earnings or in 
some cases even a business plan! The NASDAQ 100 
index in the United States fell 82% between March 
2000 and October 2002. 

Overlapping with the change in sentiment to these 
companies came 9/11 and the terrorist attacks on 
the United States. This led ultimately to a second 
invasion of Iraq in 2003 and a low point for the 
UK stock market on 12th March 2003 when it had 
fallen 52% since January 2000. Coinciding with this 
there was the SARS global epidemic originating in 
southern China (initially through animal to human 
transmission of the SARS-Cov virus). As we know this 
then spread quickly to Canada, Singapore, Vietnam 
and Taiwan. Eight hundred people died, many in 
Toronto in Canada. Perhaps because the global stock 
markets were recovering from such a low base there 
was barely a flicker in June that year when the crisis 
peaked. 

The financial crisis then arrived in 2008 and for most 
of us it seemed to last forever. Banks failed globally, 
Dubai requested a debt deferment in 2009 and 
Europe took three years to decide how it was going 
to finance the European Union. Greece became an 
Emerging Economy and no-one trusted a bank since. 
During this period we had a -45% fall in the UK stock 
market (January 1st 2008 to March 5th 2009) and 
-16% alone in the summer of 2011. Further market 
volatility occurred in 2015 and more recently 2018, 
primarily from bad news or uncertainty stemming 
from the United States.

This latest stock market fall of -34% from 21st 
February 2020 to 23rd March is yet another moment 
for long term investor resilience. And of course we 
are still living in the midst of this one. 

Thankfully we know that long term investing is worth 
the short term cost – since January 1992 even with 
all these horrific blips along the way the UK stock 
market is still +537% with dividends reinvested. 
However it takes periods like now to appreciate 
how hard won those returns have been and the 
emotional short term cost. Strong and well run 
companies will survive and flourish, however short 
term the pain.



13

Fund Index

Microsoft Corp 9.09 2.90

Philip Morris Inc 8.04 0.31

Reckitt Benckiser plc 7.09 0.13

Visa Inc 5.52 0.77

Sap Se 5.40 0.30

Automatic Data Processing Inc 4.41 0.17

Accenture plc 4.39 0.28

Baxter International Inc 4.19 0.10

Danaher Corp 3.77 0.22

Coca-Cola Company 3.58 0.54

Total 55.48 --

Fund Spotlight 
Morgan Stanley 
Global Brands 
(Portfolio 
Hedged)

The Morgan Stanley Global Brands fund was recently 
added across our range of model portfolios. The 
fund, as indicated by the name, looks to identify and 
invest in companies with rare intangible assets such 
as brands, licences and networks. Many of these 
companies are household names with the top ten 
holdings of the fund shown below. Although it is 

difficult to evaluate the monetary value of intangible 
assets such as these, the team at Morgan Stanley 
believe they are one of, if not the, most valuable 
assets a company can have. The fund is managed by 
the Head of the International Equity team, William 
Lock, who has considerable resource at his disposal, 
as shown on the next page.

William Lock 

Launch Date: 03/02/2003

Fund Size: £950 million

Asset Class: Global Equity

Manager: William Lock

Top Holdings (% of Total Net Assets)
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So what makes these intangible assets so useful? 
These 3 features provide the company with a degree 
of protection which in turn makes it more difficult for 
other companies entering the market to steal market 
share and erode profit margins. These features are 
by no means easy to maintain and require constant 
reinvestment into the business however the benefits 
of a dominant market position far outweigh that 
of the cost of reinvestment. This reinvestment 
requires disciplined and efficient use of profits from 
management with this reinvestment often taking 
the shape of either advertisement or Research and 
Development. Crucially, any capital not reinvested 
should be paid out to shareholders in the form of a 
dividend.

Take the classic example that is Coca-Cola. Whilst 
many companies may be able to produce similar 
sugary drinks to Coke, no company, perhaps with 
the exception of Pepsi, have been able to build a 
brand as strong as Coca-Cola in this market. This 
has allowed Coca-Cola to sell Coke at a price which 
is far above its cost of production, marketing and 
distribution, whilst continuing to grow sales over the 
years. Not only have they been able to grow sales 
of Coke over the years, they have been able to grow 
their portfolio of brands which now contains several 
household names as diverse as Fanta, PowerAde 
and Innocent Smoothies. These strong margins 
have allowed Coca-Cola to persistently compound 
shareholder wealth at superior rates of return over 
the long term. Below shows the percentage return 
of Coca-Cola against the benchmark over the last 30 
years in total return terms.

   COCA COLA TR in USD

   S&P 500 TR in USD

Source: Refinitiv Datastream 31/12/1989 – 31/03/2020
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Coca-Cola 
has provided 
strong 
returns for 
shareholders 
over the long-
term

Investment Team Joined Firm Years of Investment Experience

William Lock, Head of International Equity Team 1994 28

Bruno Paulson, Managing Director 2009 26

Dirk Hoffmann-Becking, Executive Director 2013 22

Nic Sochovsky, Managing Director 2015 22

Vladimir A. Demine, Head of ESG Research 2009 18

Nathan Wong, Executive Director 2017 20

Marcus Watson, Executive Director 2008 12

Alex Gabriele, Executive Director 2012 11

Richard Perrott, Executive Director 2015 14

Fei Teng, Senior Associate 2019 7

Helena Miles, Senior Associate 2019 7

Source: Morgan Stanley as at 29/02/2020



15

Whilst these intangible assets are a key part of the 
team’s process, there are other characteristics 
that the team focus on such as, such as high cash 
flow generation, low capital intensity and financial 
strength. These attributes look to ensure the 
company is resilient and that they will be able 
to continue to reinvest in the business for many 
years to come. Notably, the investment process 
implemented by the team naturally leads itself 
to investing in 3 key sectors which are Consumer 
Staples, Healthcare and Technology. Consumer 
goods companies often sell products with strong 
brands, such as L’Oreal and Nike, where there is 

strong brand loyalty from customers and they are 
able to charge premium prices. Conversely, the 
fund has no exposure to sectors such as mining 
or energy, where high levels of capital investment 
are required and firms are selling commoditised 
products, such as oil or iron ore. 

Below shows the sectoral breakdown of the fund, 
alongside the geographical breakdown. Notably, 
when choosing a fund that looked to invest in high 
quality companies such as this we chose to allocate 
to a global manager as many of the companies 
themselves are global in nature.

Top Countries (% of Total Net Assets)

Sector Allocation (% of Total Net Assets)

Fund Index

United States 64.79 63.97

United Kingdom 18.06 5.07

Germany 5.40 2.79

France 5.39 3.68

Netherlands 3.29 1.32

Italy 0.69 0.78

Cash 2.30 --

Fund Index

Consumer Staples 33.36 8.31

Information Technology 31.22 18.28

Health Care 20.40 13.11

Industrials 6.12 10.82

Financials 2.89 15.12

Consumer Discretionary 1.95 10.36

Communication Services 1.67 8.66

Cash 2.30 --

Source: Morgan Stanley as at 29/02/2020
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The opportunity to buy quality companies at 
reasonable valuations does not come often, and the 
sell-off across global markets drove the valuation 
on high quality companies the fund owns, such as 
Microsoft, Visa and Coke, to far more reasonable 
levels which in turn gave us the comfort to add 
the fund to portfolios. Typically when investing in 
overseas equities we would take on currency risk, ie 

the risk that the currency the stock prices in weakens 
(or sterling strengthens), thereby reducing the value 
of the stock to a UK investor. With sterling trading 
at very close to historical lows, we took the decision 
to invest in the GBP Hedged share class of the fund, 
which negates any currency movements. This means 
the fund will be protected should we see the Pound 
strengthen significantly. 

  A - Morgan Stanley - Global Brands Inst Acc in GB (359.31%)

   B - MSCI World RT in GB (216.72%)

30/06/2009 - 31/03/2019
Data from FE fundinfo 2020

Performance Line Chart 

9 April 2020

Pricing Spread: Bid-Bid ● Data Frequency: Daily ● Currency: Pounds Sterling
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The team, 
which took 
over the 
running of the 
fund in 2009, 
have been 
able to build 
a strong track 
record out 
performing its 
benchmark, 
the MSCI 
World index
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This document does not constitute advice or a personal recommendation or take into account the particular investment objectives, financial 
situations or needs of individuals. This document is not intended for further distribution. This document has been prepared with all reasonable 
care and is not knowingly misleading in whole or in part. The information herein is obtained from sources which we consider to be reliable but 
its accuracy and completeness cannot be guaranteed. No responsibility is taken for any losses, including, without limitation, any consequential 
loss, which may be incurred by anyone acting on information in this document. The opinions and conclusions given are those of Dart Capital 
Limited and are subject to change without notice. The value of investments and the income from them are not guaranteed and can fall as well as 
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