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The recovery continues 

Equities continue their climb 

Oil prices stabilise 

Economies starting to re-open 

__________________________________________________________________________________________

The Big Picture 

We started last month’s update with the thought that 

the worst could be behind us but that volatility might 

still spook markets for a while to come. 

Last month the ASX 200 added 4.2% to the 8.8% 

gained in April. The S&P 500 added 4.5% to the 

12.7% gained in April. 

Apart from the obvious fall-out from COVID-19 and 

the shutdown, April was clouded by wild gyrations in 

oil price. West Texas Intermediate (WTI) prices 

even went negative mid-month as people got 

caught with the ending of the May futures contract. 

We flagged that a repeat situation might occur in 

mid-May but no such disruption happened. Indeed, 

WTI oil prices (the relevant US price) were up 88% 

over May while Brent (the world price) was up 

39.8%. 

The OPEC problems and shortage of world demand 

are still big issues but that problem seems largely 

contained. 

We still think it too soon to take the macro data too 

seriously. We expected the numbers to be all over 

the place and we were not disappointed. 

The big picture we are focusing on is the mood 

about re-opening markets. In one month, we have 

gone from dire predictions of nothing opening to 

what looks like an orderly opening in Australia, the 

US and Europe. Yes, there are pockets of confusion 

but the stock markets seem to have been buoyed 

by the fact that an orderly return to work is already 

happening. 

So long as there is one person carrying the virus 

there is a chance for others to contract it. There 

must be a second wave. The question is – what 

form will that wave take. 

In Australia, the shut-downs seem to have been 

largely successful. When someone in a newly 

opened bar or café contracts the disease, quickly 

responding to those exposed can minimise the 

spread. If left unchecked we can easily get back to 

the problem we had a month or so ago. 

Of course, systems and equipment are now better 

in place to deal with a new outbreak. Australians, by 

and large, appear to be reasonably responsible. 

Contrast that with US citizens. There seem to be 

large clusters of vocal US citizens claiming all sorts 

of rights. It does not matter whose philosophy is 

correct, viruses only react to people close at hand. 

We would not be surprised if a fresh outbreak 
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occurred in the US and it might be big enough to 

shake markets. If that might be the case it might not 

be prudent to be fully invested in equities if there is 

a material chance that the investor wishes to draw 

down on the portfolio during the downturn.  

Governments and central banks are still throwing 

cash around and in amounts that should avert a 

crisis. However, at the individual level some groups 

might be relatively disadvantaged. 

Going forward, we are naturally keeping an eye on 

fresh outbreaks of COVID-19, potential vaccines 

and cures. They are all games changers. 

Given the speed of the re-opening of Australia and 

the US we might expected to see some meaningful 

data on unemployment from July (to be reported 

from August). Until then our focus is more on 

intuition. Thereafter, we will be re-honing our 

analytical methods. 

Asset Classes 

Australian Equities 

The ASX 200 posted a strong +4.2% gain over May 

with a few sectors standing out. IT (+14.5%), 

Materials (+8.0%), Property (+7.0%), Telcos 

(+6.0%) and Financials (+4.7%) were the strongest 

sectors. 

We still think this market is cheap but, with volatility 

elevated, it is not a simple matter to start re-

investing cash. 

Foreign Equities 

The S&P 500 posted a +4.5% gain in May which 

followed a +12.7% gain in April. However, the S&P 

500 is down -5.8% on the year-to-date. 

Many analysts have been quick to point out that the 

gains in recent years have been mainly 

concentrated in about 6 or 7 big tech stocks. 

Without those stocks, they say Wall Street would 

have just moved sideways. 

Index players need not worry too much about the 

concentration of strength in returns. Others need to 

be very careful about how they pick their stocks. 

Bonds and Interest Rates 

With most national bond rates close to zero, there is 

not much room for rates to move. None of the major 

countries will be raising rates any time soon. 

With rates low, investors still have to consider 

deriving some yield from equities. 

Other Assets 

After big changes during May the prices of iron ore, 

copper and oil finished May close to their intra-

month highs. It is important for global stability for 

these commodity prices to stabilise at reasonable 

levels. At last, that seems to be happening. The 

Australian dollar (against the US) also finished May 

at near the intra-month high. 

Regional Analysis 

Australia 

The is lots of huffing and puffing going on about 

Jobseeker and Jobkeeper payments. As is usually 

the case, this debate if fuelled by political point-

making. 

By and large, the re-opening of Australia is going 

well. It is, however, far to early to form a view on 

how this relation of rules will go in the medium term 

China  

China and the US are at it again but Trump’s end-

of-month speech did not bring up the possibility of 

an escalation of the trade war. 

China’s relationship with Hong Kong is still being 

thrashed out. COVID-19 did little to distract the 

protagonists. 

US 

Pockets of the US economy are aggressively re-

opening. We are not filled with confidence that the 

whole process will go smoothly. US citizens seem 

fixated on their constitutional rights rather than what 

might be good for the economy at this point. 

Europe 

An unnecessary amount of energy has been 

directed against a senior Boris Johnson adviser. 

Fine him and move on for driving outside of the 

restrictions. 

The English Premier League – one of the global 

iconic sporting competitions is to re-start on June 

17th. No crowds and possible neutral venues take 

the gloss off the competition. They get paid enough 

to get on with it! 

Rest of the World 

Perhaps by next month, news on the rest of the 

world will match the importance of news on a global 

pandemic. For new we focus on how restrictions are 

relaxed and how lagging economies will be funded. 


