
MONTHLY MARKET BLUEPRINT
Positive markets and slow recovery 
June 2020



CONTENTS
Market Performance ............................................................................................................................. 2

Asset Allocation ..................................................................................................................................... 3

Risks Ahead ............................................................................................................................................ 4

Global Macroeconomic Backdrop ....................................................................................................... 6

UK Macroeconomic Backdrop ............................................................................................................. 7

US Macroeconomic Backdrop ............................................................................................................. 8

Europe Macroeconomic Backdrop ...................................................................................................... 9

Japan & Emerging Markets, Macroeconomic Backdrop ..............................................................10

Macro Theme 1: COVID-19 - High Hopes .........................................................................................12

Macro Theme 2: Europe stepping away from the ledge...............................................................13

Macro Theme 3: Markets vs Economies ..........................................................................................14

Risk Asset Spotlight: Should I Be Afraid of High Valuations? .....................................................15

Gold and Cash Spotlight: Safe Havens?  .........................................................................................16

Financial Planning FAQ .......................................................................................................................17



FOREWORD

Charts Source: Mazars calculations

1

The “right” fundamentals 
Often the first thing we are taught about something, especially 
if it comes from someone with authority, like a parent, a 
teacher or our experienced financial adviser, is taken as a 
“fundamental” truth. In psychology, this is called the “primacy 
effect”. Any other “truths” that contradict or seek to modify 
that first one may well cause distress, what psychologists 
call “cognitive dissonance”. In business school, future 
analysts learn of the importance of operational cash flows, 
Price/Earnings ratios, returns on assets or invested capital 
and so on, as signals of a healthy and productive company. 
A deviation from those fundamentals, i.e. fundamentals 
deteriorating but stocks going up, is to an analyst a sign of 
“irrational exuberance” soon to be corrected by markets.  
Given the - at least - 10%-40% projected dip in earnings, 
stocks should be trading down. Instead, since the beginning 
of the year the US and Japan have turned marginally positive, 
the UK is down -16% (with earnings projected down by at 
least double that) and the EU is -7% down against projected 
earnings losses of 25%-35%. 

These “fundamentals”, as we call them, work better 
in an environment where the market works free from 
“externalities”, such as central bank and fiscal stimulus, 
or major legislation changes that affect how businesses 
compete. As analysts leave university and apply their skills 
in practical manners, they come to compromise with all the 
assumptions one has to make to arrive at a “fair” valuation. 
Over time, they also recognise that the environment is 
seldom free from externalities. Which is why we see these 
“value” fundamentals work better at the mature stages of 
the bull market, where stimulus has been exhausted. Still, 
“fundamentals” are called that because we always eventually 
revert to them. But it is a thin line between consistency and 
stubbornness.  

What university or the CFA programme never prepares 
analysts for is an elongated period where stimulus is so 
extended that it dwarfs the predictive worth of traditional 
fundamentals, like the period we have lived through for 

the last 12 years, where central banks and governments 
essentially subsidised the assumption of risk by investors. 
A period where the dynamics of supply and demand for 
risk assets are more important that the underlying value of 
companies and where companies that should have gone out 
of business thrive on cheap funding. Additionally, portfolio 
managers are often befuddled by the effects of volatility 
suppression and the counter effects of algorithmic trading. 
What our team believes in is that we should take the world 
is as it is, more so than “what it should be” and invest as 
such. Today’s fundamentals dictate that we adjust to an 
environment of suppressed volatility, with sudden sharp 
spikes, and a fusion of valuation with money supply ratios. 
There are no “right” and “wrong” fundamentals, just the 
“prevalent” fundamentals, and these guide our decisions 
going forward. 
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The month in review: May rebound continues
Global stocks mostly rose in May, as the world edged closer 
to the end of lockdown and central banks manifestly affirmed 
their promises to help the global economy recover as soon 
as possible, flooding the market with liquidity. Sterling 
retreated during the month, as earnings projections for FTSE 
100 companies (a lot of which are exposed to commodities) 
were dismal, the lockdown was prolonged and “hard Brexit” 
worries were renewed after withdrawal talks once again 
reached an impasse. This improved returns for assets 
denominated in foreign currencies. The MSCI World rose by 
+4.8% (+7.1% in GBP). The highest performing sectors were 
IT and Materials while the worst performers were Energy 
and Consumer Staples. Equities were trading at 22.9x times 
forward earnings, 49% above their long-term average. Gold 
rose +2.6% and Oil rose +88.4%. US stocks rose by +4.8% 
(+7.0% in GBP) led by Homebuilding and IT, UK stocks rose 
by +3.3% led by Telecoms and Retail, while European stocks 
rose by +7.9% led by Materials and IT. Japanese stocks rose 
by +8.2% and Emerging Market stocks rose by +2.9% .

Meanwhile, economic indicators for May suggested that 
aggregate activity remained subdued, albeit slightly 
better than in April. Still, data continues to indicate a deep 
recession, while unemployment is reaching unprecedented 
levels, especially in the US. 

= Local             = GBP,Source: Mazars Calculations, from 30/04/2020 to 31/05/2020
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Outlook and portfolios
• The 11-year global economic and financial expansion 

cycle has come to an end, the result of a rare “black 
swan” event, a global pandemic. Economic data sharply 
deteriorated throughout March, April and May as a result 
of an unprecedented global lockdown. In May, however, the 
pace of the decline slowed, as countries began to emerge 
from the lockdown.   

• Governments and central banks responded with equally 
unprecedented fiscal and monetary stimulus, the result 
of which was a stabilisation of equity and bond markets. 
The Federal Reserve has added $3tn of liquidity into the 
system since last September, almost three times greater 
than the first QE tranche in 2008. 

• In April and May global shares rallied, gaining back most 
of their previous losses. With corporate earnings down 
13% in Q1, however, and a predicted 12 month drop of 
25%, valuations are already significantly expensive, 
despite indices being 17% below their highs. 

• We saw the supply shock from China’s lockdown turning 
into a demand shock, with Europe and the US forced into 
lockdown measures. The shutdown of many industrial 
units, especially in countries where goods are produced 
by fewer and larger manufacturers, is causing renewed 
pressures on the supply chain. Meanwhile, unemployment 
is soaring, although measures sometimes fail to capture 
it. Business and consumer confidence indices have sunk 
to record lows in April but were slightly more optimistic 
in May. In the face of these developments, our investment 
committee decided to keep positioning unchanged and 
trust in the long-term properties of asset allocation. We 
remain roughly neutral on equities and underweight 
bonds, although we agreed to review the impact of more 
QE and low long-term yields for our Strategic Asset 
Allocation. 

Asset Allocation based on the Mazars Balanced Portfolio,  
as of  31 May 2020
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• Global economic growth is now set to falter in the next two 
quarters, probably contracting at a speed greater than any 
other recession previously recorded. 

• Over the short-term, COVID-19 has had a significant impact 
on both economic fundamentals and market sentiment

• Right now markets are primarily focused on the effects  
of the lockdown and the size of the stimulus. However,  
a new generation of risks will come to the forefront once 
the threat subsides, along with the old, persisting ones. 

• The primary risk for some time will be the return of 
COVID-19 in the form of a second wave. Investors will 
continue to question whether global healthcare systems 
will be ready, or whether further lockdowns, devastating 
and debilitating as they are for the global economy, could 
be in order. 

• Global bond yields might be low, and are likely to remain 
so for some time, but now companies find themselves with 
weaker balance sheets. Possible inability to raise new debt 
or refinance old debts, especially in the face of a sudden 
stoppage of operational cash flows, could have devastating 
consequences, especially for smaller-caps and companies 
teetering at the edge of the investment grade spectrum.

• In the US, apart from the coming recession, investors 
are now worried about the impact of a change in the 
presidency next year, the possibility of more divided 
government, as well as illiquidity in the short-term debt 
market.

• In the UK, the BoE suggested a 14% drop in GDP due to  
the COVID-19 crisis, which could be exacerbated in case  
of a no-deal Brexit. 

• In China, investors will be looking closely to assess the 
pace of the recovery, to make sure that growth doesn’t 
falter again. 

• In Europe some of the risks were mitigated, as countries 
are close to agreeing to mutualise some debt raised to 
fight the virus.  

The Covid-19 curve is flattening. 

Earnings estimates have dropped since the beginning of January

• We feel that short-term systemic risks are dominating 
and that  more liquidity may be needed. We need to wait 
for further clarity, as the world is currently in flux, before 
assessing the damage and further consequences of this 
new crisis.
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REGIONAL OUTLOOK
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GLOBAL

Forward looking indicators suggest that economic contraction 
continued in May, albeit at a slower pace than in April. 

US and Japanese stocks have turned positive for the year. 
Conversely, the UK remains in the doldrums.

In May global stocks rose by +4.8% (+7.1% in GBP). The 
highest performing sectors were IT and Materials while 
the worst performers were Energy and Consumer Staples. 
Equities were trading at 23.4x times forward earnings, 
52.1% above long term average. Gold rose +2.6% and Oil 
rose +88.4%.

Global aggregate economic output is set for a sharp 
contraction, the largest since the 1930s. The IMF predicted a 
3% drop in global GDP for 2020, with risks to the downside. 
The global services sector has suffered the most because 
of the “Great Lockdown”, however manufacturing is also 
subject to a shard drop in activity.

Global unemployment figures soared, although questions 
have been raised as to the ability of statisticians to capture 
the full extent of employment conditions in such an 
environment. The numbers in Europe differ significantly, but 
this is mainly because of furloughing (furloughed employees 
don’t count as unemployed) and lack of mobility, which 
doesn’t classify a lot of workers as unemployed according 
to ILO standards. Inflation remains subdued, with central 
banks mostly fearing demand-driven deflation. Supply chain 
pressures from China have eased as the country makes its 
way back to a “new” normal, but manufacturing shutdowns 
in Europe and the US have resulted in renewed supply 
pressures in certain industries. Global trade conditions 
have also deteriorated significantly. Business and consumer 
indicators suggest pessimism across the board, although 
May surveys were slightly  more optimistic. Supply chain 
disruptions could result in short-term inflationary pressures 
in some countries, like the UK. The crisis has seen 
record capital flight, especially from Emerging Markets. 
Responding to the crisis, central banks have floored interest 
rates and restarted Quantitative Easing to maintain market 
liquidity. 
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UK
In May UK stocks rose by +3.3%. The highest performing 
sectors were Telecoms and Retail while the worst 
performers were Financials and Energy. Equities were 
trading at 19.4x times forward earnings, 44.4% above long 
term average and 17.3% below the MSCI World. 10Y Gilt 
yields rose by 5 bps to 0.184%.

Estimates for year end aggregate output vary from -6.5% 
according to the IMF, to -9% according to the OBR and -14% 
according to the Bank of England. Services and construction 
are contracting at record pace, while manufacturing is 
reducing activity at a less severe pace. Consumer confidence 
saw the worst levels since 2012. Despite some forward-
looking optimism, consumers were deferring major spending 
decisions for the time being. Unemployment levels have 
not risen significantly yet, since furloughed workers don’t 
count as unemployed. However Markit jobs reports suggest 
some of the worst conditions for the jobs market since 
2008. Inflation remained tame, while minutes from the 
MPC suggested pressures for the central bank to increase 
the pace of QE. Surveys suggested renewed supply chain 
pressures, as EU supply chains have broken down and China 
is still covering lost ground. Meanwhile, Brexit talks have 
stalled. 

Outlook: The outlook remains dependant on the length of 
time that large parts of the economy will have to remain 
shutdown and whether high unemployment will result in a 
consumption shock. A “hard Brexit” may also worsen the 
outlook. UK risk assets are expected to remain de-correlated 
with the main street economy, due to excessive liquidity 
pumped into the system.  

Forward looking indicators suggest a sharp output contraction for 
the UK.  Conditions in May, however, were slightly better than in 
April. 

Despite the UK’s dismal stock performance, valuations are now 
closer to average as company profitability is expected to drop.   
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US
In May US stocks rose by +4.8% (+7.0% in GBP). The best 
performing sectors were Homebuilding Index and IT while 
the worst performers were Energy and Financials. Equities 
were trading at 25.5x times forward earnings, 56.9% above 
the long-term average and 8.8% above the MSCI World. 10Y 
Treasury yield rose 1 bp to 0.653%.

The US economy is slowing precipitously and entered a 
recession, losing 5% on an annualised basis in Q1. Forward 
looking ISM PMI indicators suggested that the slowdown 
was sharp and beyond 2008 levels. Unemployment slightly 
improved, from 14% to 13.3%, but this may be down to 
statistical errors. Inflation is still tame, but lack of demand 
hasn’t pushed prices down with the supply chain suffering 
from COVID-related disruptions. Consumers and businesses 
appear to have a modicum of optimism about the future. For 
Q1, S&P 500 earnings per share fell 13% and projections for 
the year-end were suggesting a 25% drop in overall profits. 

As a result, the central bank continued to print a record 
amount of money, with more than $3tn of fresh liquidity 
entering markets. 

Outlook: The US economy is slowing at a rate 
commensurate to that of the rest of the world, and is 
additionally hamstrung by supply chain disruptions. 
However as the Fed remains dovish the outlook for US 
assets, which feature very high ROE (return on equity) 
companies, continues to remain upbeat relative to the rest 
of the world. 

US economic activity plummeted in Q2 2020. However, the pace of 
contraction was slower in May. 

Major stock indices erased losses for the year. 
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EUROPE
In May European stocks rose by 7.9%. The best performing 
sectors were Materials and IT while the worst performers 
were Financials and Energy. Equities were trading at 21.6x 
times forward earnings, 52.3% above the long-term average 
and 17.3% below the MSCI World. 10Y Bund yields rose 14 
bps to -0.447%.

Growth conditions in the Eurozone remain weak despite the 
gradual emergence of key economies from the lockdown. 
Supply chains have been disrupted, companies in the 
manufacturing and the service sector are shedding jobs, 
demand is very weak and - subsequently - employment 
conditions continue to deteriorate at a sharp pace. 
Deflationary pressures persisted and profit margins were 
compressed across the board. The European Commission 
calculates a 2020 -7.75% GDP hit, depending on the course 
of the virus.

In other news, major countries agreed on a €750bn stimulus 
package for European economies, which will be partly 
funded by mutual debt. Some smaller northern countries 
continue to resist debt mutualisation, but for markets that 
step is now a foregone conclusion. The ECB maintained 
interest rates in slightly negative territory and increased QE 
by €600bn to €1.35tn. However in May a court in Karlsruhe 
suggested that the ECB’s policy might violate European 
treaties. The economic repercussions are not evenly spread. 
Countries such as Greece, which rely on tourism as a large 
part of their GDP, are expected to see a steep decline in 
growth for as long as travel bans remain in place. Germany 
is suffering more than other countries from reduced 
demand for industrial products. 

Outlook: Geopolitical risks such as EU-UK trade deal 
uncertainty have taken a backseat as COVID-19 continues to 
obstruct businesses and consumption. Economic growth is 
expected to fall off a cliff, but this is arguably already being 
priced in by financial assets. Overall we remain neutral on 
European risk assets. 

Forward looking indicators suggest that the Eurozone economy is 
still contracting fast, but less so than in April. 

Germany factory orders are down 36.6%, the lowest since the 
Global Financial Crisis in 2008.
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JAPAN AND EMERGING MARKETS
In May Japanese stocks rose by +8.2%. The best performing 
sectors were Healthcare and Industrials while the worst 
performers were Telecoms and Utilities. Equities were 
trading at 17.2x times forward earnings, 19.7% above 
the long-term average and 26.5% below the MSCI World. 
Emerging Market stocks rose by +2.9%. The best performing 
sectors were Healthcare and Consumer Discretionary, while 
the worst performers were Financials and IT. Equities were 
trading at 16.1x times forward earnings, 34.6% above the 
long-term average and 31.3% below the MSCI World. 

In China most factories reopened in April and May after a 
prolonged shutdown in response to the COVID-19 outbreak 
in the previous months. PMI numbers suggest a speedy 
return to normality and fewer than expected supply chain 
disruptions. However, the recovery is an uphill battle. Q1 
headline GDP fell 6.8%. Better than expected export figures 
reflect some pent up demand and orders pre-crisis, however 
new orders are weak. Officially employment hasn’t been hit, 
but on-the-ground PMI reports suggest that factories are 
shedding workers. In March the PBoC unexpectedly lowered 
its 7-day reverse repo rate by 20 bps to 2.2%, the third rate 
cut since November and the biggest slash in nearly five years 
as policymakers stepped up efforts to support the economy. 
The central bank also pumped CNY50bn ($7bn) into money 
markets through seven-day reverse repos, the first cash 
injection in 29 days via the liquidity tool.

Japan's manufacturing sector continued to contract sharply 
during May as export orders remained weak. Services 
business confidence sunk to the lowest point since the GFC 
and overall retail trade remained week.

Outlook: As a significant drop in global demand for goods and 
tourism hits Asia due to COVID-19, the risks for Emerging 
Market economies have risen. These economies have 
experienced significant capital outflows, but according to the 
IMF, overall liquidity provisions have balanced the outflows.

Global trade has been weak, especially hitting exporter economies

Economic conditions in China have rebounded sharply
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OUR THEMES
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MACRO THEME 1: COVID-19 – HIGH HOPES

Global COVID-19 curves are past their peak. Experts are more 
worried now as to what a second wave could look like, and how 
much of the population has  developed antibodies.

become popular it is essential to make sure that there are no 
significant after-effects. This will necessarily take at least 1 
year.

2. Cure: Remdesivir, Chloroquine and other medicines have 
shown promise in reducing the effects of the virus. But no 
Tamiflu-like single solution is available which would prevent 
hospitalisation on a mass scale, nor a firm cure protocol 
established. 

3. Testing & Tracing: Testing is still inadequate and inaccurate 
enough not to be a solution to end lockdowns. Even if it were 
adequate, tracing enforcement is still an issue.  

4. Curve and Second Wave: Lockdowns may persist or return 
in case of resumption of infection rates (like in Germany) or a 
second wave. The weather has been found to have little effect 
on the virus. 

5. Social distancing: This crisis will accelerate current trends. 
Physical distancing was already a trend amongst millennials 
and, should the practice persist, it may be part of our lives for 
the foreseeable future. 

6. Unemployment: When unemployment gets very high it 
affects consumption, which leads to more store closures and 
more unemployment, in a recessionary vicious circle. We 
should not dismiss the effect of 10%+ unemployment, or its 
potential to elongate the recession. 

7. Debt: Global debt to GDP is estimated to have reached 96%, 
accounting for measures that have been taken and taking an 
optimistic view on output. That kind of debt will be difficult to 
manage and may hamstring growth.

8. Second Order Effects: Renewed Euro and Emerging Market 
pressures, global political realignment and institutions 
becoming irrelevant are just some of the possible effects of 
this crisis. 

We recognise that a good narrative is necessary for consumers 
and investors to have confidence. We also recognise, however, 
that exogenous events are not affected by the narrative. 

After February 21, when it became apparent that COVID-19 
was developing quickly outside of China, markets followed 
the “virus narrative”. However, this  did  not last long. 
Traders and longer-term investors who have, for a decade, 
been conditioned to respond directly and primarily to central 
bank stimulus, began to focus on the $3tn and the €1.35tn 
of new money added to the markets by the Federal Reserve 
and the ECB respectively.   Unsurprisingly, the financial and 
media narrative began to follow the stock market rebound, 
and investors started focusing on a more hopeful future. US 
stocks are near October 2019 levels and global stocks at 
February 2019 levels. More importantly, they are all trading 
at very high valuations versus projected 12m earnings, 
which suggests that traders are dismissing the COVID-19 
related earnings drop and focusing on life after. However, we 
need to remember that this particular crisis is exogenous. 
Thus we believe that markets may have been too optimistic 
in their narrative on a number of issues:

1. Vaccine. A wide-spread use COVID-19 vaccination is 
nowhere near completion. The UK government has warned 
that it may never be found. In the US, some protocols have 
been accelerated. Even if approved today, for a vaccine to 
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MACRO THEME 2: EUROPE STEPPING AWAY FROM THE LEDGE

The ECB intends to increase assets by €1.35tn in total, to almost 
€6tn in the next few months.

smoothly (still a big assumption, even if Germany agrees 
to it), this could be a historic moment towards European 
unification, in the face of market pressures on the bonds 
of Eurozone countries and the departure of a historic EU 
member, Great Britain. 

There are still obstacles, of course. Resentment towards the 
EU, a faceless institution, is still high among its members 
and will continue to be so as long as aggregate incomes 
stagnate. Additionally, the next steps required, like a 
common budget and monitoring of fiscal discipline, will 
definitely infringe on national sovereignty, which populist 
and autocratic leaders are sure to resent. 

But the marked departure from recent precedent gives 
markets and investors hope for the first time in over a 
decade that the common currency will survive. 

Of all the risks COVID-19 threatens to activate, a potential 
breakup of the Euro could be the most significant, upending 
decades of stability in the continent. 

This was finally recognised by the leadership in Brussels 
and Germany, the de facto leader of the EU, and significant 
steps were taken in April and May to address those 
concerns. 

A package of €500bn in direct aid and €250bn in loans, to 
be funded by mutual debt, has been agreed in the highest 
echelons of the EU, and what remains is ratification from 
all states, with some smaller northern countries, like the 
Netherlands and Austria, resisting attempts to mutualise 
debt. Still, we see the EU finally adopting common 
guidelines to stop the virus spreading and also taking 
steps to specifically address the structural inconsistencies 
of the common currency. These latter moves constitute 
a steep departure from previous policies, which would 
have seen COVID-19 growth issues addressed unilaterally 
instead of multilaterally, and without the use of common 
obligations. Going forward, assuming that ratification goes 

The ECB’s willingness to support the Euro is coming 
under increased scrutiny.
George Lagarias 
Chief Economist

“

“
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MACRO THEME 3:  MARKETS vs ECONOMIES

The S&P 500 is again near 3000 points, while the Tech-
heavy NASDAQ turned positive for the year (the S&P is still 
roughly 10% below December 31). Bond markets are so 
bullish as to expect negative rates in the US, as in Europe. 
This may come in contrast to the still developing COVID-19 
situation, expectations of a second wave or the realisation 
that a vaccine will not be available - or trustworthy - 
anytime soon. It may even come in sharp contrast to 
unemployment figures out of the US (the EU is furloughing 
40mn workers which don’t count as unemployed), sapping 
business and consumer sentiment indices.

However, our 11-year experience with Quantitative 
Easing suggests that markets and economies may move 
out of lockstep for a long time. QE was a tool designed 
specifically to help banks out of trouble by increasing 
liquidity even when the 0% interest rate threshold has 
been met. With tougher capital buffer restrictions, banks 
funnel that extra liquidity into stock and bond markets to 

improve their balance sheets, creating large demand for 
risk assets. QE may have a positive initial economic impact 
when credit has been frozen. But it is well documented 
that its economic efficacy beyond that point is significantly 
lower. At this point QE serves one purpose: to prevent real 
economy malaise from fuelling a market panic, plunging the 
economy into a vicious circle. 

The problem is that COVID-19 fears and sharply rising 
unemployment are enough to do just that. Thus currently 
we don’t view the market as a predictive mechanism of the 
economy but rather a mechanism intentionally propped up 
to balance and moderate adverse economic effects.  

How long can this dichotomy last? As long as we trust fiat 
currencies and we don’t experience strong inflation. 

Stock markets have been moving in the opposite direction to the 
real economy and earnings expectations.

How long can the market-economy dichotomy last?  
As long as we put faith in fiat currencies.

George Lagarias 
Chief Economist

“

“
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RISK ASSET SPOTLIGHT: SHOULD I BE AFRAID OF HIGH 
VALUATIONS?
In the previous section (Macro theme 3: Markets vs 
Economies) we discussed how markets act as a mechanism 
which support, rather than predict, the economy. It is 
specifically designed to allocate capital and currently propped 
up to make sure that an economic recession does not turn 
into a depression due to a sell-off of risk assets. 

With over $4tn pumped into market since last September 
by the two major central banks, it is of little wonder that 
risk assets are more optimistic than economic conditions 
currently allow for. 

US stocks have been trading at over 43% above average 
valuations, global stocks at 35% over their average, UK stocks 
27% and European stocks 44%, if one takes into account the 
earnings for the next twelve months, which are expected to 
drop 20-25%. Sovereign bonds are trading near zero and 
forward curves suggest that markets are expecting interest 
rates to fall below zero in the US, which is a very difficult 
proposition, given how much a similar strategy hurt bank 
profitability with no visible economic gains in Europe. 

Is such optimism justified? 

On equities, we don’t believe that these valuations will hold 
over the longer-term. However, prices don’t have to come 
down for valuations to drop. Stock prices might slow down, 
propped up by QE, allowing earnings to catch up. 

The question really is about bonds: as the debt pile increases, 
we feel that both governments and central banks will test 
the limits of their credibility as they try to pay off debt and 
maintain currency stability and inflation at acceptable levels. 
Bonds are still a part of our portfolios, as we feel they are a 
potent diversifier against equities as far as downside risk is 
concerned. We also think that in a monetary world, countries 
with control of their currency will not be at significant risk of 
failing to pay off their debts. The risk is really with corporates 
with ratings of BBB and below, not so much on refinancing 
(with rates near zero for some time, refinancing may not be 
an issue) but rather their ability to meet interest payments. 

From a portfolio perspective, with yields projected to be very 
low for a long time, investors need to either settle for lower 
returns on the bond part of their portfolio over the long-term, 
or accept higher risks where necessary. Over the short-term, 
however, QE strategies might benefit them directly. 



16

GOLD AND CASH SPOTLIGHT: SAFE HAVENS?
A lot of investors are asking whether we can still trust 
traditional safe havens, like Gold or Cash. The narrative 
behind these questions has some merit: 

Gold is an asset that has no yield, next to no industrial use 
and only has the value we ascribe to it. In a world of modern 
finance it may be considered outdated by some and its value 
is increasingly subject to speculation after the introduction 
of gold ETCs.

Cash is still, and will always be, king, especially in a liquidity 
crises. But Cash has a negative real yield (0% return and 
positive inflation) and, in a world were fiat currencies come 
under question, it might be a more dangerous asset than 
previously believed. 

However, we still believe both asset classes have a place in 
our portfolios for a number of reasons:

• They both exhibit low correlations with traditional risk 
assets, which tend to increase in an age of quantitative 
easing. Low correlations are the foundation of portfolios. 

Charts Source: Mazars calculations

• Gold’s value is behavioural, but that argument goes for 
most financial assets: why pay 15-30 times a company’s 
earnings, when we have visibility only over the next 2-3 
years, for reasons other than trust? Why include bonds 
with assured negative real returns in a portfolio over 
the longer-term? Because behaviourally they are a safe 
haven. When inflation is up and trust in fiat currencies 
erodes, Gold is still considered a safe haven.

• When volatility spikes, cash pots allow investors on 
drawdown to live on the cash and not sell assets in 
distress, but rather wait for mean reversion. With markets 
propped up by QE (the post-crash recovery was the 
shortest in market history) mean reversion (a return to 
previous trend) is more likely that it may appear after a 
few bad days for the stock market. 
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For watchers of “The Good Place” this week’s comment
will not be a surprise: The world has become so complex
that no decision is simple in terms of repercussions. In
last week’s IMF economic outlook it was suggested that it
was not Mr. Trump’s tariff threats, but rather his decision
to boost the US economy at a time when it was already
strong that may have upset the global trade cycle last
year, sending global exporters to a standstill. The notion
is interesting. Owning the global reserve currency and
being the unofficial leader of NATO, the US is often
required to think globally. It is expected to share growth
with the rest of the world and consider global economic
conditions before it raises interest rates or cuts taxes.
When Barack Obama intervened in Syria, Europe was
faced with millions migrants to the extent that Italy elected
a government that vowed to sink migrant boats. What
does this all mean for investors? For one, the US cannot
be expected not to mind its own interests for the sake of
international balances. Thus, the more complex the world
becomes, the more political and economic volatility we
should expect. When considering elections, investors
should be forewarned that people vote with much simpler,
and usually identity related criteria, rather than
economists think is rational. Secondly investors have so
far been wondering what the impact of Brexit will be in
Britain, blithely assuming that it is a local matter, likely
reflecting an inability to process third and fourth order
repercussions. Has it been priced in that a 10% cut in the
European budget will have serious implications in the
continent’s emerging nations, many of which rely on EU
money to carry out infrastructure projects? Has Europe’s
loss of status as the world’s largest collective economy
been priced in? What will the disruption do to its
relationship with America? Will economic volatility put
more strain on the Euro, thus risking setting off the largest
global economic grenade of our time, the dissolution of
the common currency?

• US nonfarm payrolls increased 196K and the unemployment rate was unchanged 
at 3.8%. The participation rate was little changed at 63.0%. Over the last 12 
months average hourly earnings have increased by 3.2%.

• German manufacturing fell -4.2% MoM in February, missing estimates for a gain of 
+0.5% by a large margin. Order volumes are down -8.4% YoY, with a drop in 
foreign demand blamed for the slowdown.

• President Trump announced that an ‘epic’ trade deal with China may be close on 
Thursday, having found agreement on some of the toughest points, and that a deal 
could come in the next four weeks.

-1.1%
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The US added almost 200K new jobs in 
March, slightly exceeding expectations and 
sending equity indices higher at the end of 
last week.
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Source: Markit
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Global equity markets saw a second consecutive week of positive performance, with US equities moving within 2% of
their highs. Markets have ben in a positive mood since the Fed became more dovish early in the year, with positive
signs on trade talks between the US and China a further catalyst for gains last week. UK and Emerging Market equities
were the standout performers last week, both up +2.4%, while European equities were also up +2.3%. US and
Japanese equities were up +1.9% and +1.1% respectively. Financials continues to be the worst performing sector
despite a slight pick up in global yields. UK 10Y Gilt yields rose +11.6bps and US 10Y Treasury yields were up
+9.0bps. Sterling was flat vs the US Dollar and the Euro, and up +0.8% vs the Yen. In US Dollar terms Gold was flat,
while Oil continued its recovery, up +4.9%.

Global StocksUK Stocks US Stocks EU Stocks EM Stocks Gilts GBP/USD

+1.9% +2.3% +1.9% +2.4% +0.0%

Fig.1: World Economy Challenged

Markit PMI numbers suggest that global 
manufacturing remains challenged, while 
the services sector has shown signs of 
improvement. 

Fig.2: US Payrolls

Probability of a Fed 
Rate Cut in 2019

56%

The 
Week 
Ahead

• The FOMC will meet on Wednesday to decide US monetary policy. No changes 
are expected at this meeting although a rate cut before the end of the year has a 
56% probability according to futures markets.

(prev. 64%)

Source: BLS
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Given the scale of fiscal and monetary interventions, the disruption to global 
trade, and the psychological impact on consumers, our view is that the effects 
of this pandemic could be significant and long lasting”

“
At our Investment Committee 
meeting in the first week of January 
we discussed amongst other things 
the heralded resolution of the trade 
war between the US and China, the 
fact that the US Federal Reserve 
was printing more money, and the 

renewed optimism that came from a stable government 
here in the UK. Cautious bullishness on risk assets was 
the tone of the meeting. Looking back at our discussion 
documents from that meeting, our ‘Wall of worry’ chart 
which details the things which we consider to be possibly 
obstructive to stock market gains, did not even mention 
coronavirus. In other words, we have experienced a true 
‘Black Swan’ event. Global stock markets fell by 20% 
over the first quarter (around 15% for a Sterling based 
investor) having lost as much as 32% by mid-March. Gold 
performed its role as a safe haven rising 12% in Sterling 
terms, whilst Gilts rose by over 6%.

Little can be written about the coronavirus pandemic 
which hasn’t already been read or heard before, nor does 
any of that content contain any meaningful analysis or 
certain information. At the time of writing data remains 
sparse and authorities around the world are working to a 
playbook where each page is written as we go along. But 
we can reasonably assume that this pandemic will pass, 
and that communities, countries, economies, and markets 
will return to something resembling normality. Therein 
lies the challenge for investment professionals: What 

sort of ‘normal’ will we get? Given the scale of fiscal and 
monetary interventions, the disruption to global trade, 
and the psychological impact on consumers, our view is 
that the effects of this pandemic could be significant and 
long lasting.

What then of markets, and how should we react as 
investors? Forecasting the short term movements of 
the market is difficult at any time, and at present almost 
impossible. However, the psychology of investing means 
that unless we simply want to revert to holding cash 
forever, the best strategy remains holding tight and 
waiting for a recovery. Whilst fear abounds it is tempting 
to try to sell risk assets with an intention to buy them 
back in the future at a lower price. This approach, 
however logical it may sound, is unlikely to be successful 
given that it relies upon a frightened seller becoming a 
reassured buyer at an even lower price when the news 
flow has deteriorated further.

At our April meeting the Investment Committee voted to 
retain our overweight positions in Gold and short term 
Government and Corporate debt, and no new asset class 
positions were initiated.

I hope you find this newsletter interesting and relevant to 
you, and I would very much welcome any feedback you 
may have. Please do feel free to get in touch with your 
thoughts either by phone on 020 7063 4259, or by email 
on david.baker@mazars.co.uk.

CORONAVIRUS: CRISIS OR SHOCK?
QUARTERLY ECONOMIC OUTLOOK  Q2 2020
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