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Well the above picture sums things up adequately. 

As always, if you have any questions, or would like to speak to us with regards to anything in this update, 
please don't hesitate to give us a call, or send us an email. 

Our commitment to our clients and their needs is very important to us and we understand that in these 
exceptional circumstances further assistance may be required from our experienced team.  We are here to 
help no matter what your concerns. 

It may feel like we are in a dark forest, with no end in sight, with bad news constantly spooking us from 
every direction.  

It is these times, where it seems everyone you communicate with has only bad news, never anything 
positive. It is time to be as proactive as possible. 

Warren Buffet said, "Opportunities come infrequently. When it rains gold, put out the bucket, not the thimble." 

We feel that in the current circumstances there is a valid reason to write something to you as the frenzy of 
the virus has reached fever pitch, and it is now the time to be pragmatic. 
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Everyone in the world is asking the following: 

Why has this escalated so quickly? 

Relative to history, the share market was elevated and the global realm of financial markets had become 
increasingly reliant on unproven optimism as it forges into the future. Unfortunately, in such an 
environment where optimistic energy is replaced with uncertainty and fear – all markets suffer in unison. 
Property, venture capital, bonds, and private equity feels it as well; it is just not ‘market to market’ like 
shares! 

 

Our pathological view 

We will be the first to admit we have all consumed far more desktop prophecy about the virus than we 
care to admit. The problem with this is that most is written during highly emotive uncertainty and subject 
to intense recency bias. This sees extrapolation of uncertain events into the future, even though 
realistically we know that things will return to normal as humans struggle to process this rationally. This 
plays out with alarmist projections in respect to the virus and now many people seem to believe, that it is a 
foregone conclusion, that millions may pass and our healthcare systems will become overwhelmed. 

 

Recessionary disease  

Whilst the virus itself is frighteningly nasty and certainly more life changing, it’s actually the required 
human intervention that poses the economic dilemma. 

The length of the related shutdown / slowdown poses the economic quandary – are we looking at a sharp 
recovery from a brief ‘air-gap’ recession with a quick recovery or will this virus overhang ‘sentiment’ for 
much longer and cause a prolonged recession? 

Nobody knows the answer to this question, irrespective of a whole lot of prophesising, but a ‘recession’ is 
a technicality and will upset many. 

We expect media will then jump all over the ‘R’ word and spread it like a pathogen itself. 

Remember, the market is already making its predictions for us all, and it is certainly predicting a global 
recession. So, what now?  

Over recent years, H1N1, SARS/MERS and many other viruses have impacted on us, in short bursts, and 
then vanished and we returned to normal. 

 

Now what if this happens with this virus, would we recover quickly? 

The virus could also become a recurring annual epidemic such as influenza is today, however people will 
become accustomed to living with it, or is this one different? 
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Probability suggests it is bad now, however it will not be bad forever and as per the below, the facts are on 
our side. Note that the earliest outbreaks are mostly declining or are contained. 

  

Let us look at overseas daily new case / active case ratios (1% or below implies virus containment) 

    

China = ~0.3%    Contained 

S. Korea       = ~1.0%    Contained 

Japan     = ~7.0 %  Declining rapidly 

Switzerland = ~6%  Declining rapidly 

Denmark = ~6%      Declining rapidly 

UK = ~10%      Going up/down? 

Iran = ~10.5%   Expanding, but numbers going down 

Italy = ~14%      Expanding, but numbers going down 

USA = ~17%    Expanding, going up? 

France = ~17%    Expanding, going up? 

Australia = ~20%      Expanding, going up? 

Germany = ~20%    Expanding, going up? 

 

In truth everyday life is fraught with risk: catching the bus, driving a car and climbing ladders all pose a 
number of risks, as does exposure to the many infectious diseases. In time our communities will build 
immunity as we increase our knowledge base and can effectively price for the risk; i.e. sum up our 
chances of infection and recession. 

  

The moral of the story 

It is completely human to be worried, but please don’t let your today’s real anxieties torpedo your 
investment returns. Pragmatic rationality needs to prevail in the context of your portfolios.  Experience 
shows us that, in the long run fear will fade, and normality will return. 

Science will identify effective preventions and treatments for this virus, with a vaccine in trials now, 
however this may take time.  

Businesses will lose money, governments will address slowing economies and people will grow very tired 
of being isolated. 
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 What about our portfolios? 

We have always advocated the need for diversification across asset classes as the best means of risk 
management. This near-term uncertainty provides us with an opportunity to re-balance tactically towards 
now much cheaper equities, to take advantage of the high likelihood of reversion to normal. 

We have not changed our longer-term views of the companies which we own, however we have taken 
advantage of the markets irrationality to add some new quality names to the portfolio. 

The chart below shows that we are experiencing the fastest sell off in history.  

 

 

 

  

 

 

 

 

 

 

 

 

 

 

Perhaps investing entirely passively isn’t the best idea after all, it is all relative. 

There are obviously many of 2nd / 3rd level flow on effects everywhere but it’s whether they are long 
lasting, that’s the trillion-dollar question. This is easy to say now whilst the virus growth rate builds, but 
let’s just ‘hold our horses’. 

We are now operating in a 0% or near 0% interest rate environment and we know for a fact that this will 
drive capital out of negative real yielding assets, such as cash and fixed income, up the risk curve into risk 
assets in search of yield. Whilst this might not happen immediately, it will happen. 

In a time when the average pension fund liability globally is growing at circa 6%, cash and bonds just aren’t 
going to cut it.  
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Let’s look at the potential opportunities  

• There are many reasons to be optimistic: the economy is enormous and was doing quite well on the 
eve of this crisis. Capitalism will prevail. 

• Americans deleveraged post GFC despite the noise and our focus has always been on quality 
businesses with supportive balance sheets. 

• Stock market history provides some comfort as well. In the past 94 years, the S&P 500 has only fallen 
more than 20% six times (1930, 1931, 1937, 1974, 2002 and 2008) and it has always recovered, with the 
best returns occurring in the subsequent 12-24 months after the event. 

• Stocks are cheaper. Many are a lot cheaper, than they were only a short while ago. This presents 
opportunities. 

• There was plenty of excess in the system. In recent times it felt like the world was at a Great Gatsby 
gala party and that excess was vacuumed out of the system. 

• Who would have thought that leveraging into the Nasdaq without contemplation of the underlying 
fundamentals would have caused anguish? Be diligent, act, based on fundamentals. 

 Be courageous – the opportunities are plenty and froth has been eliminated 

  

Over the last fifty years, when the S&P 500 has dropped this far, total losses ranged from 27% to 57%. 

 

Nobody knows where the bottom is so it is pointless guessing! 

 

That doesn’t mean we do nothing in the meantime.  Some businesses will suffer before others.  The plan is 
to go slowly and accumulate all the way down.  We won’t tick the bottom.  We’ll deploy too early, or too late, 
but we’ll ‘carpet bomb’ attractive prices along the way.  We’ve already started. 

  

Now would be a great time to add long-term money to your accounts.  Or if you know someone who could 
use a steady hand during trying times, please send them our way. The headlines are likely to get scarier 
from here and it might be a relief to know the investing side is looked after. You’ll know your money is 
invested right next to ours.   

  

Try not to engage with your portfolio at the moment – unless you are deploying new money – keep 
busy – go for a walk.  

 

All the best from the Alvia Asset Partners Investment Team, 

Josh, James, Chris & Daniel 


