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The Bear Necessities
Robert White, CFA

“There are decades where nothing happens; and there are weeks where decades
happen”. After the longest bull market on record finally came to an end last week,
Lenin's famous quote concisely sums up the current mood among investors. The S&P
500 officially moved into bear market territory on Thursday after it breached the 20%
level in a record 16 sessions of trading. Such price action reflects the tragic reality
that the coronavirus has now caused the death of thousands globally, and the focus
quite rightly is on limiting its human cost. Amidst the barrage of negative news, it is
important for long term investors to act rationally and take account of the situation as
it develops.

With Europe now officially at the “epicentre” of the pandemic, Spain and France have
followed Italy in announcing emergency restrictions and wide-ranging economic
shutdowns in order to limit the spread of the virus. European equities have been among
the hardest hit, with the Eurostoxx 50 down 20.0% last week. By sector, Energy was the
worst performer globally as the breakdown in talks between Saudi Arabia and Russia
led to the oil price dropping to levels last seen in 2016. Banks also sold off which was

an additional headwind for markets such as the UK which have greater exposure to
Financials and Energy stocks.

The most peculiar aspect of recent days however has been the mixed performance of
safe-haven assets which typically provide uncorrelated sources of return to risky assets
such as equities and credit. Government bonds dropped 3.5% in price terms last week,
with gold and silver also falling 8.6% and 15.1% respectively (although gold and US
treasuries are still positive YTD). While asset price correlations can temporarily break
down during periods of crisis, the dislocation between bonds and equities last week
points to indiscriminate selling in the market.

This can occur for many reasons, such as: (1) systematic risk parity strategies will

be cutting positions as volatility and correlations have risen (2) leveraged investors
such as hedge funds are finding it harder to access capital (3) asset managers facing
redemptions are being forced to raise cash and (4) the sheer uncertainty around the
situation is creating high demand for cash as people are becoming more risk-averse.
The latter point is best illustrated by the +3.5% outperformance of global “quality”
stocks last week, which typically generate higher than average cash flows and are
generally better placed to withstand economic downturns.

So, what is the best course for the rational investor right now? The most obvious
conclusion is that things are going to be volatile across the board. Part of this will be in
reaction to rapidly changing news flow about an unpredictable virus, but the extent of
recent price moves (in both directions) suggests that greed and fear will be having an
impact too. In that respect, it is noteworthy that hedge funds which attempt to profit
from prevailing trends in asset prices are in positive territory YTD, despite the broader
selloff.

The biggest risk in times of uncertainty is that is it easy for investors to lose sight of
their long term objectives. While cash may seem appealing during a selloff, its value
erodes over time in real terms, and the opportunity cost of being out of the market
can be at least equally painful. Over the long term, share prices are representative of
business fundamentals, and well-run companies will be able to weather the storm and
come out stronger on the other side. With equities now looking significantly cheaper
than they were a few weeks ago, now does not seem like the time to sell and lock in
losses. Trying to time markets in this fashion is a highly risky strategy given current
levels of volatility. Instead, the rational approach would be to keep calm, refrain from
trading headlines, and remain mindful of your investment objectives.
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Market Focus

»
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The rapid spread of COVID-19 caused »
significant portions of Europe to lockdown

Global markets declined 12.4% over the past »
week

Brent crude fell 25.2% ending the week at $33.9
a barrel

Gold fell 8.6% ending the week at $1529.8 an
ounce

»
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»
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US equities fell 8.7% over the past week in
reaction to the rise in COVID-19 cases in the US.

The Federal Reserve cut its base rate by 100 basis,
points to 0.0%-0.25%, as well as launching a
$700bn quantitative easing programme.

An increasing number of US firms issued profit
warnings citing sharp declines in demand,
especially within the travel sector, and supply
chain disruptions.

The US banned all travel to and from Europe (ex
UK) midweek and extended this ban to the UK by
the end of the week.

UK

UK equities declined 17.1% over the past week,
brining the year to date decline to 28.4%.

UK Gilts fell 2.7% with their investment grade
counterparts falling 5.8%.

The Bank of England decided to cut the base
rate by 50 basis points to 0.25%, as well as

a £30bn spending package to weather the
COVID-19 outbreak.

Europe

» Many European countries are now in a state
of emergency. Countries including Germany
and Poland have closed their borders.

» European equities fell by 18.3% over the past
week, with emerging European equities falling
21.5%.

» Euro government bonds fell 2.8%, with
investment grade and high yield indices faring
worse, at -3.0% and -7.7%, respectively.

» Both Germany and Italy have announced
fiscal packages to aid the economy during
the COVID-19 outbreak, in the case of Italy
they have suspended mortgage payments and
increased their fiscal injection to €10bn.

Rest of the World/Asia

» The main volatility index reached record highs
over the past week.

» The Bank of Japan has loosened monetary
policy, stating their desire to continue buying
corporate bonds whilst raising their annual
ETF purchase target to 12 trillion yen.

» The signs of China’s gradual economic
recovery continue as the forced one month
lockdown is lifted and production lines reopen.

Past performance is not indicative of future returns.
Source: Bloomberg, returns in local currency unless otherwise stated.
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Cumulative returns

Week ending

13 March Month to date YTD 2020 12 months

Asset Class / Region Currency

Developed Markets Equities

United States usD -8.7% -8.2% -15.8% -2.2%
United Kingdom GBP -171% -18.5% -28.4% -22.4%
Continental Europe EUR -18.3% -20.0% -26.6% -16.1%
Japan JPY -14.3% -16.5% -26.7% -18.7%
Asia Pacific (ex Japan) usD -M1% -10.1% -171% -10.1%
Australia AUD -10.8% -13.5% -16.1% -6.3%
Global usbD -12.4% -12.0% -20.0% -8.5%

Emerging Markets Equities

Emerging Europe usb -21.5% -22.4% -36.1% -21.8%
Emerging Asia usb -10.0% -8.6% -15.2% -7.6%
Emerging Latin America usb -17.5% -21.7% -35.0% -31.3%
BRICs usbD -10.2% -10.4% -17.3% -10.4%
MENA countries ushD -14.7% -17.2% -23.6% -211%
South Africa usbD -18.2% -15.1% -32.6% -28.2%
India usb -9.2% -12.9% -21.2% -16.5%
Global emerging markets usb -11.9% -11.3% -19.9% -13.0%
US Treasuries usD -1.8% 1.2% 6.7% 13.4%
US Treasuries (inflation protected) usb -6.2% -4.1% -0.5% 6.1%
US Corporate (investment grade) usb -7.2% -5.4% -1.9% 8.8%
US High Yield usD -71% -7.6% -8.8% -21%
UK Gilts GBP -2.7% 0.9% 6.3% 12.8%
UK Corporate (investment grade) GBP -5.8% -4.3% -21% 5.6%
Euro Government Bonds EUR -2.8% -21% 0.8% 6.0%
Euro Corporate (investment grade) EUR -3.0% -3.0% -2.3% 1.4%
Euro High Yield EUR -77% -8.6% -101% -4.3%
Japanese Government JPY -11% -1.4% 0.0% 11%
Australian Government AUD -2.3% -1.7% 2.6% 8.0%
Global Government Bonds usD -3.4% -0.2% 2.8% 8.0%
Global Bonds usb -3.9% -1.5% 0.6% 6.2%
Global Convertible Bonds usD -6.7% -6.4% -6.6% -1.4%
Emerging Market Bonds usb -8.9% -7.0% -5.7% 11%

Source: Bloomberg. Past performance is not indicative of future returns.
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Cumulative returns

Week ending

Asset Class / Region Currency 13 March Month to date 12 months
Property

US Property Securities usb -13.1% -10.3% -16.6% -9.3%
Australian Property Securities AUD -13.7% -13.7% -131% -M1%
Asia Property Securities usD -13.4% -1.6% -19.6% -16.6%
Global Property Securities usb -15.5% -13.1% -19.9% -11.9%
Euro usb -2.0% 0.7% -1.3% -2.0%
UK Pound Sterling usD -5.0% -3.2% -6.9% -6.5%
Japanese Yen usD -2.0% 0.5% 0.9% 3.3%
Australian Dollar uspb -7.0% -4.9% -121% -12.9%
South African Rand usb -3.7% -3.3% -14.2% -11.4%
Swiss Franc usD -1.7% 1.6% 1.4% 5.4%
Chinese Yuan usD -11% -0.2% -0.6% -4.3%

Commodities & Alternatives

Commodities usb -10.2% -121% -24.3% -23.0%
Agricultural Commodities usb -4.5% -4.8% -11.8% -10.8%
Oil usD -25.2% -33.0% -48.7% -49.9%
Gold usb -8.6% -3.5% 0.5% 16.9%
Hedge funds usD -3.0% -3.3% -4.3% 11%

Source: Bloomberg. Past performance is not indicative of future returns.
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For more information, please contact:

Anastasiya Volodina
Distribution Services

E: distributionservices@momentum.co.uk
T. +44 (0)207 618 1806

Important notes

This document is only intended for use by the original recipient, either a Momentum GIM client or prospective client,
and does not constitute investment advice or an offer or solicitation to buy or sell. This document is not intended

for use or distribution by any person in any jurisdiction in which it is not authorised or permitted, or to anyone who
would be an unlawful recipient. The original recipient is solely responsible for any actions in further distributing

this document, and in doing so should be satisfied that there is no breach of local legislation or regulation.

This document should not be reproduced or distributed except via original recipients acting as professional
intermediaries. This document is not for distribution in the United States.

Prospective investors should take appropriate advice regarding applicable legal, taxation and exchange control
regulations in countries of their citizenship, residence or domicile which may be relevant to the acquisition, holding,
transfer, redemption or disposal of any investments herein solicited.

Any opinions expressed herein are those at the date this document is issued. Data, models and other statistics are
sourced from our own records, unless otherwise stated. We believe that the information contained is from reliable
sources, but we do not guarantee the relevance, accuracy or completeness thereof. Unless otherwise provided under
UK law, Momentum GIM does not accept liability for irrelevant, inaccurate or incomplete information contained, or
for the correctness of opinions expressed.

The value of investments in discretionary accounts, and the income derived, may fluctuate and it is possible that
an investor may incur losses, including a loss of the principal invested. Past performance is not generally indicative
of future performance. Investors whose reference currency differs from that in which the underlying assets are
invested may be subject to exchange rate movements that alter the value of their investments.

Under our multi-management arrangements, we selectively appoint underlying sub-investment managers and funds
to actively manage underlying asset holdings in the pursuit of achieving mandated performance objectives. Annual
investment management fees are payable both to the multimanager and the manager of the underlying assets

at rates contained in the offering documents of the relevant portfolios (and may involve performance fees where
expressly indicated therein).

Momentum Global Investment Management (Company Registration No. 3733094) has its registered office at
The Rex Building, 62 Queen Street, London EC4R 1EB.

Momentum Global Investment Management Limited is authorised and regulated by the Financial Conduct Authority
in the United Kingdom, and is an authorised Financial Services Provider pursuant to the Financial Advisory and

Intermediary Services Act 37 of 2002 in South Africa.

© Momentum Global Investment Management Limited 2020



