
Covid-19 - Will the stockmarket recovery continue?

A month has passed since our last Topical Commentary; the third we have sent out looking
specifically at the economic and investment market impact of Coronavirus.

Last time out, we debated the potential impact on share dividends. As we wrote that, we really didn’t
expect that,  just a month later, we might be discussing whether or not a rally in share prices was
sustainable, or a false dawn.

We did think most markets and sectors had overreacted, some bizarrely so, and would recover
strongly in time. We commented that, while the real concern was and should be over the human
tragedy the virus was causing, we believed the stockmarket falls had created an outstanding buying
opportunity. However, given the nature and degree of the uncertainties the world faced, the
probability of much improvement in share prices in the following month seemed a bit remote.

Not only were markets facing the huge uncertainty over the economic impact of this horrid virus,
and the measures taken to protect lives, but they were also contending with some challenging side
effects, including a collapse in the oil price.

Nothing much has changed in terms of the news, and yet, since their low points during the third
week of March, the rally has been significant.

Here are some figures which may surprise you:

Topical commentary

Index Region Date of latest
low-point

Rise since then, 30th
April (rounded)

FTSE 100 UK 23rd March 22%

EuroStoxx 50 Europe 18th March 25%

S&P 500 USA 23rd March 31%

BSE Sensex India 23rd March 29%

Hang Seng Hong Kong 23rd March 13%

Nikkei 225 Japan 19th March 22%



These are substantial gains in just 5 weeks, but remember, if an index falls 30%, it takes a rise of
42.8% to regain that. These rallies, impressive though they are, have by no means changed the fact
that markets are well down since the crisis started.

To demonstrate, the data is here, based on the high point for this year:

Index Region Date of 2020
high-point

% fall to low-point
(rounded)

% fall to 30th April
(rounded)

FTSE 100 UK 17th January 35% 20%

EuroStoxx 50 Europe 19th February 37% 22%

S&P 500 USA 19th February 34%  o 13%

BSE Sensex India 14th January 38%  o 20%

Hang Seng Hong Kong 17th January 25%  o 15%

Nikkei 225 Japan 20th January 31% o 16%

It is interesting that the market which entered this crisis with the highest valuations by almost any
measure, and which is looking to be amongst the worst impacted by the virus, is now only down 13%.

Given the nature of what we face, and the extraordinary challenges this virus has brought, even the
highest fall above, of 22%, seems quite modest.

So why have markets recovered so much so quickly, despite the cause of the uncertainty remaining
in place?

One obvious reason could be that investors and speculators alike felt the initial sell off was a huge
overreaction, so have jumped in to take advantage of share prices in the bargain basement. That
makes sense, and actually reflects what we thought. The economic impact seemed to have a high
probability of being relatively short lived, while share prices really should reflect longer term outlook,
not just the next few weeks and months.

However, while a short-term impact seems likely, the longer this crisis lasts, the larger the risk of the
impact lasting longer too. News in the last few weeks has not really been that convincing that this
crisis is coming to an end very soon, and has been disappointing for anyone hoping the China
experience would be replicated elsewhere, so it seems a bit premature for markets to take too much
comfort on that point.

Another reason for the rally is relief at the central government stimulus packages, and memories over
how successful similar measures were in dragging the world out of its debt fuelled financial crisis in
2008.

Again though, echoes of 2008 are routinely flagged in commentaries, pointing out that global debt,
already at record levels before Covid-19 struck, will be at even more scary levels when the crisis
finally ends. There is much debate over how this will be repaid, and even over whether it actually
needs to be. Perhaps there will be some kind of global debt cancellation, or perhaps that notion will
be scrapped due to the complications it would create.



No one can possibly know at this stage exactly what the eventual cost of all the interventions will be,
or how it will be shared out, and that uncertainty does add to an already heady mix of uncertainties,
making relief at government policy initiatives an unlikely justification for stock markets rallying so far
and so fast.

Then there is the news on Covid-19 itself. The reported number of cases per day, and the number of
deaths, is easing downwards in much of Europe, but the pace of the decline is painfully slow, and, in
the UK at least, the data is incomplete and understating the true position. Against this background,
any prognosis in terms of when these numbers will be low enough to safely support a lifting of the
safety measures is entirely unclear.

We also have the obvious risk of a second or third wave.

All in all, there seems a reasonable risk that the rally we have seen so far will prove a bit premature,
so something of a false dawn, and markets will either stall before recovering further, pending actual
and assessible better news, or will reverse some or all of the rally, and only stage a sustainable
recovery once more of the uncertainty has been lifted.

However, we do not feel that this should alarm investors, since it does not alter our view on the
medium to long term, which is that investment markets will continue to reward the patient investor,
while giving the occasional bloody nose to the short-term speculators.

Only time will tell if the recovery so far sticks but we see this as somewhat academic for sensible
investors. What matters is where things go over the next few years, not the next few months.

We will not know our destiny post Covid-19 until it really is over, and we can properly assess the
level and nature of any actual long-term economic damage.

Once we can do that, stock markets should be valued based on that reality, and we believe that will
take them higher than they are now, even if they have plumbed new depths on their journey there.

There is also, of course, a prospect that markets will not fall back again. “Bear market rallies”, as they
are sometimes called, are a common feature of a market experiencing a general decline during a
crisis, but there is no reason to consider past experience will be repeated here.

In truth, there is no history which gives a helpful guide to what might be in store, either from this
virus or its aftermath.

Part of the reason for that is we always learn something from a crisis, so can never go into one in the
same state as we entered one previously.

Much was learned by central banks and governments during the financial crisis, and those lessons
may well prove pivotal to addressing the current set of problems, even though they are really quite
different.

Another part of the reason is that the world is ever changing, and the pace of change tends to
accelerate. So much has happened in the 20 years since this century started, that using events prior
to that for guidance about things occurring now doesn’t help much at all.



Our conclusion in terms of the question posed in the title to this paper is: we honestly have no idea,
and neither does anyone else, but that it only really matters to speculators, not investors.

There will be a point where this crisis really is over and stock markets have recovered, and we believe
that will not be years away, but may well be many months rather than just a few weeks.

Whenever it turns out to be, our advice remains the same; that it is best to remain invested and ride
through the storm.

Selling shares, even after they have fallen, in the hope that they will fall further and you can buy
them back for less, can pay off handsomely, but it runs a real risk of realising a loss that can be
avoided by sitting tight, and letting the crisis pass.

As always, we are here to help in any way we can, so if you have any questions, please let us know.

In the meantime, we hope this commentary has been interesting and useful at what we recognise is a
very difficult time for all of us.

Atkins Bland - 1st May 2020



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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