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Fight against the virus has more rounds to come  
  
The Markets retracted this week following continued optimism over the last two weeks.  The UK FTSE 

100, FTSE 250 and FTSE All Share Indices falling in unison, no different to many markets around the 

globe. 

 

My concern last weekend was to try and reconcile whether global markets have become over 

optimistic, getting a little carried away which ordinarily means the faster they rise, the sharper they 

will correct again.  It seems odd to feel somewhat relieved by this when we run a business that typically 

succeeds when our clients do and shares in the pain when markets falter.  As investors, we hope for 

stability, a steady pace moving forward, predictability, avoiding unrealistic bursts of market 

performance that lead to periods of pause and panic.   

 

It is the scale of Government intervention that has fuelled the optimism, investors believing that the 

self-imposed economic shutdown can be just as quickly reversed, leading to a rapid resurgence of 

company profits and so share prices. 

 

Economists divide themselves between those who think that markets have moved far too fast and 

those who think it makes sense to look through even the current dire economic headlines to recovery 

later this year or next.   

 

One reason to become more cautious this week is the renewal of tensions between China and the US 

as the two sides trade criticisms of the other’s handling of the Covid-19 crisis and begin once again to 

use trade as a weapon in their simmering dispute.   

 

The added factor as 2020 progresses is the looming Presidential election in November, with the 

political benefits for Donald Trump of ratcheting up pressure on China too tempting for him to resist. 

The White House’s rhetoric has consequently ramped up, with plenty of unhelpful parallels being 

drawn between the Coronavirus and earlier attacks on the US such as Pearl Harbour and 9/11. 

 

Goldman Sachs now expects large company earnings for 2020 to fall by a third, not surprising since 

global supply chains, oil prices and productivity have all been disrupted.  By contrast, technology and 

healthcare shares have been among the stand-out performers in the first quarter, with 75% beating 

analysts’ forecasts and 80% doing better than their own expectations.   Crucially, overall Goldman 

themselves expect a dramatic recovery in 2021 to take earnings back above those for 2019.  This is 

the principal driver of stock market strength right now, even if many market watchers are suspicious 

of whether the recovery can really be that strong. 

 

What is also clear is that there will be a huge disconnect between the sectoral winners and losers over 

the next two years. The slump in the oil price means that energy stocks, down 40% this year, the worst 

performer in the US market, will continue to struggle.  



 

Saudi Aramco’s shares slid this week after it announced a 25% drop in first quarter earnings. Airline 

stocks may never scale their previous peaks, Ryanair said that it would be resuming flights in July, but 

only at 40% of previous capacity. 

 

The really interesting question looking forward is the extent to which politicians’ desires to re-open 

their economies run up against the caution of consumers who remain fearful of Coronavirus. Real-

time economic data from the countries like China which are emerging first from the crisis suggest that 

a shortfall of demand may yet overwhelm a restoration of supply.  It is therefore not Governments 

that will decide how quickly economies get back on their feet but individuals.  

 

If they are unwilling to get back on trains to commute to work, or to visit restaurants and hairdressers, 

let alone fly off on holidays again, then the recovery is less likely to be a V-shaped recovery than a 

slower U-shaped or even L-shaped economic trajectory. 

 

Overall, global stock markets look fair value and the direction of travel from here will be determined 

by news flow over the difficult second and third quarters of this year.  Today, Germany confirmed it 

had entered a technical recession, not surprising given that their economy is largely influenced by 

exporting goods globally with demand falling rapidly since the start of the global pandemic.  This news 

was expected, a consequence of the US-China trade war that cast a shadow over activity having tip 

toed on the edge of recession since 2019, according to Clause Vistesen, Chief Eurozone Economist at 

Pantheon Macroeconomics.   

 

Have a good weekend, enjoy the improving weather and stay safe.  In the meantime, on Sunday, the 

golf match against my son puts an end to many bold statements during lockdown……(as always, my 

money is on him). 

 

Kindest regards 

 

Wesley Fox  Dip (PFS) 

Managing Director 


