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Cautiously optimistic  
 
Following a relatively benign week of market activity compared to recent weeks, another week of 

lockdown passes, we have clapped and cheered with the neighbours on Thursday and spent more 

money on our weekly shop, replacing essential comfort food and beverages.  With mixed news, it 

would be relatively easy to believe the world is returning to how it was, and quickly with renewed 

hopes of a vaccine being available before the end of the year. 

 

In recent weeks central banks and governments made it clear they will step in to support the global 

economy, with clouds parting there has been a gain in confidence from investors that the far horizon 

on the other side of the coronavirus is becoming more visible.  The forward-looking nature of equity 

investors can sometimes make moves, which initially look irrational, feel understandable. This 

improvement of clarity has been the catalyst for many investors to fully return back into the equity 

market and drive it higher in its recent recovery.  From the end of March, some investment providers 

have even detected a change in fund manager behaviour, the tone shifting to one of opportunity. 

 

However, a look back in history identifies that this kind of behaviour has been seen before. Optimistic 

investors driving the markets higher through short term greed, rather than true long term 

fundamentals.  I remember well, the whole of 2008 turning into a rollercoaster ride, with sharp falls 

in the MSCI World Index followed by large rallies, then fall, time and time again. 

 

While this pattern may not be followed again this time around, it would be remarkable if, in the face 

of the biggest economic crisis now for nearly 100 years, the market priced all the negativity and doom 

during the space of just four weeks before the recent rally.  The real economic pain has yet to be 

understood, with the full force of business collapses, job losses, bond defaults, dividend cancellations, 

and soaring government debt (again) only just beginning.  For many shops, it is too late, in the year to 

date, Oasis, Warehouse, Debenhams, Laura Ashley and Cath Kidston have collapsed, and while some 

shops will be salvaged, many will be gone for good. 

 

The markets have been a little calmer in recent weeks, aided by a big injection of liquidity from the 

central banks and the announcement that the Federal Reserve would directly buy not just investment 

grade bonds, but high-yield bonds too, it is essential to warn of more volatility from here as the true 

economic cost of the coronavirus becomes clearer. 

 

As a result of this uncertainty, we continue to be cautious in our approach to portfolio management 

and have avoided increasing risk, preferring to focus on ensuring we remain diversified should 

volatility pick up again. We believe it is right to continue in this manner despite many in the equity 

world believing that a strong ‘V’ shaped recovery is coming once the worst of the coronavirus is over.  

 



 

As we saw in 2008, markets rarely recover in a straight line from bouts of turbulence, let alone genuine 

global crises, and therefore evidence of a genuine recovery needs to be seen over an extended period 

of time. 

 

The Government has been able to increase further the level of tests in the UK for COVID-19 which will 

help us navigate through the recovery, essentially for the Key Workers playing a crucial role at this 

time.   

 

Enjoy the weather this weekend and stay safe. 
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Wesley Fox  Dip (PFS) 

Managing Director 


