
 

February 2020 — Over the Horizon Market Commentary by David Offer 
 

After writing last month about the share market reaching record highs, we have since witnessed an extraordinary sell off.  
From a high of 7,260 points on the All Ordinaries Index on 22 January, on Tuesday 10 March we reached an intra-day low 
of 5,600 points, a fall of 22.9%.  
 
Volatility has been extreme, with Monday 9 March experiencing a 7.4% fall on our market; the largest one day fall since 
the Global Financial Crisis.   This was followed on Tuesday by a further fall of 3.8%, before our market staged a stunning 
intra-day 396 point (7.1%) recovery to see the All Ordinaries Index close at 5,996 points.  With a new day, and as I write 
this letter, our market is off 200 points …   
 
Global share markets have been confronted with two ‘black swan’ events.  The first being the rapid spread of the 
coronavirus disease (COVID-19) and the subsequent unprecedented actions taken by governments globally to endeavour 
to minimise its spread.   
 
The second is the apparent demise of OPEC as a body able to regulate the oil price, with Saudi Arabia and Russia unable 
to agree to production cuts in the face of a demand side shock stemming from COVID-19.   As a result, Saudi Arabia has 
determined to ramp up oil production irrespective of the implications on the oil price.  The oil price has subsequently 
plummeted, halving in value since the start of the year.   
 
While a low oil price is great news for consumers at the bowser and will also provide a reprieve for business, the 
unexpected plunge in the crude oil price will result in a meaningful drop off in oil and gas investment.  Many marginal 
producers, particularly indebted shale gas producers in America, will consequently struggle to survive with many now 
expected to fall by the wayside.   
 
The result is that the world’s economy is faced with two unexpected but significant issues that will almost certainly derail 
already weak global growth.  As such, we now expect a recession over the upcoming 6 months.  Clearly the share market 
is pre-empting this with the recent sell off. 
 
Further, in considering the very strong actions taken universally by governments globally to date, which is a strategy of 
containment of COVID-19 irrespective of the economic consequences, the upcoming downturn is likely to be quite brutal 
in nature.  Company profits are likely to be hit hard and work (along with social) practices could be severely curtailed.   
 
We consider it likely that the downturn, while probably sharp in nature, will be relatively short lived and that a ‘V-shaped’ 
recession is most likely.    
 
One reason for suggesting a rapid recovery is that China is providing evidence that where there is a will, albeit at great 
cost, there is a way, with the number of new reported cases of COVID-19 now trending down.  Italy appears to be the 
next country to try and follow suit, with a total lockdown of the country now in force.  It will be interesting to see to what 
degree the West can match China’s ‘take no prisoner’ or rather, ‘make everyone a prisoner’ approach in implementing 
containment strategies.   
 
Whether it is respective nation’s own initiatives to get on top of COVID-19, the eventual availability of a vaccine or the 
disease simply runs its course through the population, at some point we expect an economic ‘catch-up’ period to 
accommodate pent up demand in the economy as well as the likely introduction of Federal Government stimulus. 
 
A good company to illustrate the sharp downturn and likely rapid recovery is Qantas.  As a business acutely impacted by 
COVID-19, yesterday Qantas announced a 23% reduction in global capacity and 5% reduction on domestic capacity on 
the same time last year, with the equivalent grounding of 38 planes until mid-September. This was to allow for the 
dramatic drop off in bookings recently experienced.   



 

 
Qantas has $1.9 billion in cash, $1 billion in undrawn facilities and $4.9 billion in unencumbered assets. It will clearly be able to 
weather the storm.  In 12 months-time, on the assumption COVID-19 has run its course, we expect a strong rebound as travel 
delayed this year will be made up for in subsequent years.  As such, Qantas is well placed to make a strong return to 
profitability. 
   
Turning to the state of the oil market, it serves none of the oil exporting countries to sell oil and gas at a loss indefinitely.  One 
would think that at some future point in time cooler heads will prevail across OPEC nations … perhaps once America’s high cost 
producers have been driven out of business …  
 
In the interim, Australia’s oil and gas exporters are at least offered some protection with the low Australian Dollar.  Likewise, 
when compared to the 2016 commodity downturn, balance sheets are stronger, operating costs are lower and spending is yet 
to begin on new expansion opportunities. 
 
As we have written about extensively over recent years, we have held a long term view that share markets have in general 
been overvalued.    There is no safety in overpaying for an asset simply because others are willing to do so.  Eventually there 
will be a catalyst to bring overvalued shares back to earth. 
 
As a result, in recent years our asset weighting in shares across diversified portfolios has been generally much lower than we 
would ideally like as we have taken a more defensive stance against what we consider to have been a fully valued share 
market. 
 
The current downturn is now revealing genuine value.  The last few weeks have been the first time in years where we have 
been comfortable to buy a diversified share portfolio in one day.  That is not to say we are willing to commit 100% of available 
monies to invest … far from it.  However, we are comfortable to acquire a suitably diversified spread of companies 
simultaneously as we see broad based value.  
 
Companies that we have been purchasing include Amcor, ANZ, BHP, Cimic Group, Crown Resorts, Healius, Link Admin, 
Medibank Private, Origin Energy, Rio Tinto, Treasury Wine Estate, Unibailrodwestfield, Vocus, Westpac and Woodside 
Petroleum amongst others. 
 
In buying shares now we are definitely not calling the bottom and we have no idea where that will be.  We would not be 
surprised to see the All Ordinaries index fall another 800 points to test the 5,000 mark.  This would be a fall of 33% from 
January highs and would represent a decent correction by historical standards.  However, we would also lament missing the 
opportunity to buy what we perceive to be as genuine value now should the COVID-19 situation improve quicker than is 
presently expected.  This could happen if the world’s population takes the necessary steps to avoid infection before the virus 
has the chance to really spread, coupled with accommodating Federal Government fiscal policy. 
 
As such we are now willing to boost the weighting in portfolios of Australian shares incrementally, while still ensuring we keep 
some powder dry should even better buying opportunities develop.   
 
Finally, at an office level we are taking COVID-19 seriously.  We view ourselves as being at modest risk of potential infection 
due to all staff having either children at school or partners working in retail.  We are very mindful that many clients are of an 
age that makes them susceptible to the severe side effects of the virus.  As such, later this month we will be undergoing a test 
run of working remotely at respective homes for a day.  In doing this, should the virus hit Bunbury, we expect to be in a 
position where all staff will be able to continue to work remotely with minimal disruption. 
 
 
 



 

 
We are actively reviewing portfolios at the current time in light of current volatility.  However, this does take time and 
unfortunately many of the accounting and compliance functions we need to undertake do not cease simply because of 
market volatility.  As such, if you have any concerns regarding your portfolio or would simply like to touch base, please 
don’t wait for us to call you.  We are only a phone call away to address any concerns you may have and would welcome 
your call. 

David Offer   
Investment & Financial Advisor 
phone: 08 9791 9188 
fax: 08 9791 9187 
email: david.offer@horizonis.com.au 
website: www.horizoninvestmentsolutions.com.au 
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