
 

INVESTMENT REVIEW – May 2020      
 
The month of April saw a wide degree of stability return to stock markets after the substantial falls in 
March, which had reflected the impact of the coronavirus Covid-19 and the disruption it had caused. 
Investors found encouragement in signs that the virus was running its course or could be controlled, 
that the lock-downs in place in most countries might be eased and that the support from central 
banks or governments would continue undiminished. There remain pressures on corporate earnings 
in the short-term and on dividends too, such that resilient assets, sectors and companies retain their 
appeal.  
  
The human cost of the virus has been high around the world, with the data from the Johns Hopkins 
centre indicating total confirmed cases at over 3.25m across 187 territories and the number of reported 
deaths at 233,405 even as the basis of calculation might vary by country. This does appear to be an age 
of instant expertise and a time when even experts can disagree markedly over the likely progression 
of such a strain of virus. There have been positive factors in the increased level of testing, in the 
encouraging initial results of possible treatments and in the apparent success in many countries from 
containment in ‘flattening the curve’. However, the Johns Hopkins data for the ten nations most 
affected shows a decline in the five-day average infection rate in half of them but a rise still in the 
other half, including Brazil, which seems to have set a prime example on how not to handle the crisis. 
 
The economic cost of the virus has been substantial too, and its potential impact on the well-being of a 
population has been a powerful argument in the wish to ease restrictions. The initial data indicated 
that the US economy contracted by an annualised rate of 4.8% in the first quarter and the euro region 
by 3.8%, when the restrictions were in place for only a limited period, while in China GDP was down 
6.8% in the first quarter. This was the first decline since such records started in 1992 and compares to 
a reported growth rate still over 5% in the financial crisis if one that was sharply down on the 15% 
level that preceded it in 2007. China has provided a useful measure of how economies may emerge 
from the effect of a lock-down: in Wuhan there has been a recovery in manufacturing and in the 
supply of services, but demand remains subdued. This is likely to be the pattern elsewhere given the 
impact of business closures, of social distancing and of increased unemployment (over 30m 
Americans have now filed new claims for benefits). Lower demand for transport in particular was a 
factor in an unprecedented move in oil prices, with that for the physical delivery of the benchmark 
West Texas Intermediary in the US turning negative briefly in the month as storage capacity filled. 
 
Central banks as well as governments continued in their efforts to support businesses and to maintain 
financial stability through the purchase of assets and the injection of liquidity, which has improved 
since the extreme days in March. For example, the Bank of Japan pledged to buy an unlimited 
quantity of government bonds and quadrupled to Y20tn the limit it had set on corporate debt 
purchases. The US Federal Reserve cited the uncertain outlook as the basis for it to use a full range of 
tools and it bought some $2tn of Treasuries and mortgage-backed securities, taking the total to nearer 
$6tn. The world entered this crisis with concerns over excessive levels of debt and over the distortion 
to asset prices from central bank actions in quantitative easing, and recent weeks have compounded 
those concerns. Minimal interest rates can have provided little immediate direct benefit to employers 
or employees and they have been predicated on a low rate of inflation. It would usually take 
exceptional growth, defaults or higher inflation to ease the burden on the finances of governments 
and central banks.   
 
Companies have struggled to quantify the impact of the economic disruption in anything but the very 
short term. Certain sectors retain their appeal, including healthcare and technology if richly-rated, 
and others have been particularly heavily hit; the crisis will have accelerated the demise of business 
models that were already under pressure. Even companies that have seen a boost to demand, such as 
Amazon, have had to contend with higher costs. The uncertain outlook has prompted businesses to 
conserve cash understandably and that has prompted a widespread deferral or cut in dividend 
payments, removing a useful prop at times of market volatility. The major oil companies diverged, as 
BP maintained its quarterly payment, but Royal Dutch Shell has cut its dividend for the first time 
since WWII and the two-thirds reduction equivalent to $10bn comes from the company that had 
accounted for about 15% of UK income generation. 



 

 
Equity markets saw positive returns in the month as they continued their recovery from the lows of 
late March. In the UK the FTSE 100 rose by 4% over April to end at a level of 5901, having been back 
over 6000 briefly but being held back by the significant weighting to the oil sector. The mid-sized 
companies in the FTSE 250 index rose 9% in the month and the FTSE SmallCap index gained 9.8%, 
while the FTSE AIM All-Share bounced back by 18.8%. The FTSE All-Share return including income 
was 4.9% in the period. 
 
In the US the S&P 500 rose by 12.7% in April, mostly reversing its loss in March if not the first quarter, 
while the more concentrated Dow Jones Industrial index gained 11.1% and the NASDAQ index was 
up by 15.5%, as technology shares again found favour. Smaller companies, as represented by the 
Russell 2000 index, were 13.7% higher. 
 
In Europe the EURO STOXX 50 rose by 5.5% in the month, with the German market doing best of the 
major indices, while the Euromoney index of smaller companies gained 9.5%. In Japan the Nikkei 225 
index rose 6.8%.  
 
The MSCI Emerging Markets index in US$ rose by 9% in the month; markets in China were more 
subdued while the main Indian index was helped by the lower oil price. The Hang Seng index in 
Hong Kong was up 4.4% and the MSCI Frontier Markets index was 6% higher, with the Vietnamese 
index recovering by 16.1%. 
 
In the bond markets the UK 10-year gilt yield dropped from 0.36% to 0.23% and the total return for 
the FTSE Gilts All Stocks index was 3% in the month. In the US the 10-year yield was little changed as 
it moved from 0.67% to 0.64%, while in Europe the yield rose in Italy but again turned more negative 
in Germany at a level of -0.59%. The month saw positive returns from UK and US government bonds 
while the riskier high-yield and emerging market debt indices rallied more.  
 
Sterling strengthened a little against the US$ to close the month 1.4% higher at a rate of $1.26:£ and it 
was up 2.2% against the euro at €1.15:£. The price of gold ended the period up 6.9% at $1687 per troy 
ounce, showing its defensive attraction even as markets rallied. The price of Brent oil in the end was 
up 10% over the month to close at $24 per barrel, although WTI was down and both are still less than 
half their levels at the start of the year. The main metals were mixed and agricultural commodities 
were mostly weaker. The Vix index gauge of expected volatility in the US market fell by a little over a 
third in the month.  
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