
How might the Coronavirus pandemic impact investment income?

Introduction

In the vast majority of investment portfolios, most of the income is generated by share dividends,
themselves a distribution from the profits of companies.

Other sources are, usually, from interest on bonds and rental distributions from property funds.

Both of these may be impacted by the economic fallout of Covid-19 but, with dividends usually of far
more importance to investors seeking an income which can rise to combat inflation, this paper looks
just at these.

Why are we looking at this now?

Since dividends are a distribution of profits, any event which reduces corporate profits on a wide
scale, and by a significant amount, and for a reasonable time period, is likely to cause a reduction in
dividend payments.

If the profit fall is short term, then most companies can ride through this by using reserves, but
prudent managers may still choose to cut or skip dividend payments to help protect the longer term
future of a company from the short term risks posed by a crisis, especially until the true impact of
that crisis can be assessed and quantified.

It is, therefore, important to look at this aspect of this extraordinary global crisis.

Where are we now?

There is no doubt that, for the vast majority of businesses, activity has slumped due to the safety
measures adopted by them, or imposed on them, and this will at the very least reduce profits, and in
some cases will cause losses.

There are others which are benefiting, but these are the minority.

We also have the oil price war weighing down on many firms, although some obviously benefit from
cheaper oil, so there are mixed fortunes from this.

Overall, many companies are facing challenges to their cash flow and profitability, some drastically
so.
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How bad is it?

Those in the most affected areas, such as travel, tourism and leisure, are likely to be forced to cut or
suspend dividend payments and, in some cases, may well fail without adequate support from
government. We believe such support will be forthcoming, but probably not for every company
struggling to cope, as we witnessed with Flybe.

Another sector badly impacted is retail operating from physical outlets. Online businesses are
probably benefiting, as implied by the relatively strong performance of Amazon shares, but for some
in the high street, already under siege, this could be the last straw, unless aid is given.

Where a company is bailed out by government assistance, it is highly unlikely they will continue
paying dividends to shareholders, and if the bank bailouts in the Financial Crisis are anything to go by,
shareholders will come off very badly if a bailout is needed.

While on the subject of the banks, the UK’s biggest have all suspended dividend payments and share
buybacks, as have many banks elsewhere, reflecting prudence ahead of more clarity on exactly what
the economic impact of Covid-19 will be.

What about all the other companies?

The good news is, we believe, that the vast majority of companies should not need to be bailed out,
and many of those that might were already unpopular with fund managers, either due to the risks
they posed or due to the headwinds they faced from changing consumer behaviour.

Some companies with enough in reserves to ride through this storm may still cut dividends, as a
defensive measure in case things get a lot worse before they get better but, unless this crisis goes on
for much longer than seems probable, we do not believe dividend cuts overall will be either
particularly severe or, even if they are, very long lasting.

In the short term, there may well be some disruption to investment income caused by annual general
meetings, which are usually needed to approve dividend payments, being delayed due to the
lockdown.

These are, though, short term problems, impacting some companies but not all, and a well-diversified
portfolio should mitigate the bulk of the impact from issues like this.

So, what does all this mean?

In truth, it is too early to assess this with any confidence, as it pivots so much on how long the crisis
lasts.  However, we already know some companies have cut or cancelled dividends, and it has to be
expected that others will follow.

We do, though, think that many will not do so, or at least only apply a modest cut, using reserves to
tide themselves through a short-term profit fall.

The real problem would arise if the profit fall proved long lived, lasting years rather than months.
At this stage, while we accept this is possible as we don’t yet know if the pattern of Coronavirus
infection seen in China will be repeated elsewhere, or if there will be a second outbreak, it does seem
very likely that this crisis will pass in the reasonably short term.

If it does, we expect some impact on dividends from a well spread portfolio, but probably quite a
modest one overall, at least when duration is factored in.



If the crisis does last, or the economic impact rumbles on for years rather than months, then things
could be more difficult.

The financial crisis, which commenced in 2007 but came to a head in 2008, caused worldwide
dividends to fall about 18% over the following two years, although the UK came off a little better
with a fall of about 15%.

The current crisis could turn out to have an even deeper economic impact than the financial crisis,
but it seems highly unlikely. We feel it more probable that it will prove to be a short sharp shock than
the long drawn out affair the financial crisis became.

One thing we do know is that, based on current values, the dividend yield from the UK stock market
is over 6%.  Against interest rates of nearly nothing, this is absurd, and even if dividends fell by an
average of 25%, they would still be far higher than can possibly be justified when compared with
interest rates.

Our reading from this is that, even if overall dividends do fall more than seems likely, and even if they
stay down for longer than we believe is probable, the UK stock market is undervalued against any
rational assessment of the medium to long term outlook for the domestic, or global, economy.

To varying degrees, we believe this is also true for most other stock markets around the world.

Our conclusions

We have said it endlessly over many years, but it always warrants repetition: predicting the future is
an impossible ambition.  We do, therefore, fully accept that we face a lot of unknowns right now.
While we believe many of these will become known over the coming weeks, rather than months or
years, the uncertainty over what Covid-19 will ultimately do to the world might rumble on for far
longer than currently seems likely.

When we do have more information on how the virus has progressed, and how successful mankind
has been at fighting it, we will be far better placed to assess its economic impact. However, until
then, it seems sensible to work on what appears the most likely outcome, while being mindful that
others are quite possible.

The most likely outcome seems to be that the worst of the health crisis will be behind us in the
reasonably near future, and the prospect of it being years away seems very remote. The shorter it
turns out to be, the less the economic impact and the less the impact on the income from an
investment portfolio, and the shorter the probable time before we see share prices recover.

For anyone investing for the medium to long term, rather than speculating over the short term, we
are very confident that patience will be rewarded.

With regards to the main subject of this paper, investment income, we believe this should hold up
pretty well, but anticipate there may be some reduction as a short-term measure to help companies
repair the financial damage this virus has created.

Hopefully, any such reduction in dividend payments will go largely unnoticed due to the
diversification of a portfolio and its short duration but, if things change to the extent that we feel
action may be needed to reflect a general and lasting cut in dividends, please rest assured we will let
you know and provide any advice we judge to be the best.

We hope you have found this update helpful and assure you we are monitoring events closely,
paying attention to the bigger picture rather than getting bogged down in minutia, and will
endeavour to keep you up to date with our views on developments, as and when it seems timely to
do so.



Important notes

Any opinions expressed on the merits or disadvantages of any options are intended as a general
comment only and not as specific advice to the reader.

This document is intended as a supplement to full independent advice and not as a replacement for
it and should be read in conjunction with any personalised recommendations provided by Atkins
Bland Ltd and with any product brochures supplied.

The value of investments will fall as well as rise, as can any income produced.

Inflation can reduce the real value of capital and the income it generates

Past investment performance is not a reliable guide to the future

Any reference to taxation, regulation or legislation is based on our current understanding and
details should be checked before any reliance is placed upon its accuracy.

The impact of taxation and tax planning depends on individual circumstances and may be subject to
change, which can be retrospective.

Errors and omission excepted
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