
Heartwood Investment Update – 01.07.2020 

 

In these now weekly Early Morning updates we will try to summarise the main drivers 

in markets and take a look ahead to upcoming events. 

  

What’s happening?  

 So we have reached the half point of the year, the global picture looking rather 
different than we would have imagined at the start. Investors in sovereign bonds 
would for the most part have experienced a profitable six months, though not without 
some volatility. Corporate bonds have been on more of a rollercoaster, recovering 
hard in the second quarter. Similarly oil with the negative (!) prices earlier in the year 
now a fleeting memory. Value equity investors, after savage underperformance, must 
wonder if their style can ever again trounce growth. And technology? Everybody’s 
favourite thing….. 
  

 Yesterday, US stock markets closed out Q2 on a positive note, this last quarter being 
the best since Q4 1998, while European markets for the most part ended slightly 
weak. 

  

 Another data point most unlikely to have been forecast back at the beginning of the 
year is the number -4.9%. That is the most recent estimate by the International 
Monetary Fund of the size of the contraction in the global economy this year. Their 
previous forecast was for -3.0%. 

  

 Financial markets feel that they are in some kind of limbo (with risk assets marginally 
on the weak side at the moment). That is not to say that there is no movement at all, 
just that having had the big sell-off in February/March and subsequent rapid recovery 
(although not, in all cases, to previous levels), investors are torn between two 
conflicting dominant forces: firstly, economies opening up and the resulting 
improvement in economic data and secondly, the increase in new virus cases being 
seen in quite a few locations around the globe. 

  

 Indeed, on the economic front, there has again been good news, including activity 
surveys in China pointing firmly to economic expansion, while in the US, housing and 
consumption data has been very strong, prompted perhaps by the very low interest 
rates.   

  

  



 On the virus front, the news is not particularly good. Just a few of the places seeing a 
rise in new cases include Texas, Florida, India, Victoria in Australia, South Korea . . . 
and, of course, Leicester. The response of authorities is key; these mostly local 
outbreaks are seemingly to be expected, but reactions so far have been targeted and 
with only local lockdowns. This is obviously important, as the current global economic 
improvement is still fragile and easily reversed. We are watching this very carefully. 

  

 Adding to possible global tensions yesterday was the passing in China of the new 
restrictive Hong Kong National Security Law, prompting a variety of condemnations 
from around the world, and unlikely to help already fragile US-China relations in 
particular. 

  

 Finally, in the UK we had comments out of EU negotiator Barnier that having a Brexit 
agreement by October will be key. Those that pore over such things believe there are 
signs of improvement in these talks, but in our experience rarely do such things take 
place in the newspapers. Last of all, in the week when it was announced that the first 
quarter contraction of the UK economy matched the third quarter of 1979 (not a good 
thing), Prime Minister Johnson launched his “New Deal” spending package. 
However, comparisons with US President Roosevelt’s plans of the 1930s are not 
favourable. The £5bn being touted by Johnson is approximately 0.2% of our 
economy. The size of the Roosevelt plan has been estimated at approximately 40% 
of the US economy at the time. Now that WAS a New Deal. 

 


