
Heartwood – Daily Market Update – 22.04.2020 

To help you in your conversations with clients during these difficult markets, for the 

foreseeable future, we will be sending you a daily market update email with the latest 

thoughts from the Investment team.  

What’s happening?  

 Markets were weaker yesterday as the continuing ripples from the oil shock hit both 
shares and high yield credit, with stock markets down around 3%, credit spreads 
wider, and safe havens like government bonds rallying in the face of the softer 
sentiment. Overnight, markets in Asia in aggregate are slightly up, while developed 
market futures indicate a similar response on opening.  
  

 Virus update – at the time of writing, there are now 2.58 million confirmed cases and 
178,000 deaths, but the curves continue to flatten in most places. Of the top ten most 
impacted countries, only Russia (10th) has seen the daily case or fatality growth 
rates above 10% in any of the last five days.  

  

 The meltdown in oil markets over the last few trading days widened beyond the near-
term contracts affected by the lack of storage space, and this is more evidence that 
the oil market is pricing in an extended period of demand destruction as a result of 
COVID-19.  

  

 The Trump administration said yesterday it is working on a plan to make money 
available to the oil industry to get it through this unprecedented period, so the policy 
response from the US government keeps coming as more areas of weakness arise.   

  

 To exit lockdown or not remains a key focal point for countries impacted by the virus. 
While Italy presented a plan to ease rigid curbs, joining some of its European 
counterparts, Singapore, once seen as a standard bearer of how to deal with the 
virus, is extending its partial lockdown for another four weeks, as it reported more 
than 1000 infected cases for a second day running.  

  

 Data out yesterday showed just how big the monetary response has been so far. 
Central banks in G7 countries purchased $1.4 trillion of financial assets in March, 
nearly five times as much as the previous monthly record set in April 2009. What the 
end figure will be at the end of this crisis is likely to be multiples of March’s number, 
and this doesn’t even factor in the fiscal response from governments.  
  

 Encouragingly, particularly in the US, is that the Fed’s actions are beginning to bear 
fruit as areas of concern in mid-March in funding markets are reacting constructively, 
and financial conditions are easing from very elevated levels. This is essential for 
capital markets to move forward in a durable fashion.   

  

 Issuance in the credit markets, particularly the US high yield market which has 11% 
in the energy sector, remains busy and open, which is illustrative of the above point 
that policy is making a difference in these turbulent times.  



  

 Despite the UK lockdown, business is booming for some investment banks as more 
British companies have raised more fresh equity than in the same period last year, in 
fact up 74% year-on-year. Of these, 71% cited COVID-19 as a reason for the capital 
increase with the vast majority used to strengthen balance sheets. A select few, like 
healthcare property group Assura, earmarked proceeds to address new opportunities 
arising from the pandemic. 

  

 About 185,000 UK businesses have used the government job retention programme 
so far, making claims costing £1.5bn. The government also said it has issued about 
£6bn in direct grants to just under 500,000 firms so far. It goes without saying, this 
policy move is essential for the UK economy and needs to get to the places in need 
as expediently as possible.  

  

 Perhaps the most disturbing news of yesterday was that Germany's famed Munich 
beer festival has been cancelled for the first time since World War 11! Joking aside, 
the festival which started in 1810, brings in around €1.2bn for local businesses. Last 
year it attracted 6 million visitors from over 50 countries who guzzled 7.3 million litres 
of beer…a slight decline from 2018’s 7.5 million litres!  

  

Portfolio diversifiers: tail risk update 

 As we have discussed previously, we hold a number of diversifiers in our portfolios to 
provide protection during periods of market stress and to help smooth the investment 
journey for our clients. 
  

 Because the performance of any single diversifier is difficult to predict accurately 
beforehand, we believe in ‘diversifying our diversifiers’, holding a range of positions 
that we believe can perform during crises, including gold, government bonds and 
safe haven currencies such as the Japanese yen. 

  

 Our diversifiers bucket also includes tail risk hedging strategies, which are actively-
managed, options-based strategies that are designed to provide positive 
performance during periods of extreme market stress.  

  

 During benign market conditions, when risk assets are generally moving up and 
volatility is relatively low, these strategies generate small negative returns, much like 
the cost of holding an insurance policy. During times of market stress, however, 
these strategies are able to generate strong positive returns. 

  

 In Q1 2020, our tail risk hedges (comprised of two separate strategies) generated 
strong positive returns, benefiting both from the fall in risk assets as well as the 
increase in volatility. 

  

 Cumulatively, our tail risk positions contributed between +1.2% and +2.6% to overall 
portfolio performance. In simple terms: if we were to hold all else constant, not having 



these positions would have resulted in performance that was 1.2% to 2.6% lower 
than what our MAFs have actually generated.  

  

 Given that these were relatively small positions in the portfolio coming into 2020 
(between 0.33% and 0.66% position size across the different MAFs), this level of 
positive performance contribution is meaningful, and reiterates to us the value of 
holding such highly convex strategies in portfolios.  

  

 In hindsight, of course, we would have liked to have had even larger positions in the 
tail risk hedges, given market volatility over the last few weeks. However, sizing such 
positions is always a balance between the potential pay-off during periods of market 
stress, the uncertainty around the exact quantum of that potential pay-off and the 
cost of holding these positions during more benign market environments, when they 
are a ‘cost’ to portfolios. 

  

 We have monetised a portion of the gains made in our tail risk hedges to date; this 
cash can potentially be used to buy cheap assets elsewhere in portfolios. However, 
we continue to retain a portion of our tail risk position, as we believe that it will 
continue to serve as an important source of positive performance during future 
periods of market stress. 

 


