
 

May 2020 — Over the Horizon Market Commentary by David Offer 
 

For the month of May, the All Ordinaries index recovered a further 4.9%, climbing 274 points to close at 5,872 points.  To 
date, June has remained a positive month, albeit with momentum starting to wane, with our market up a further 1.5%.   
 
Over the last 12 weeks, the Australian share market has recovered 34% from March lows.  Likewise, share markets 
globally have also recovered. America has lead the charge with the S&P 500 recovering more than 40% and the 
technology focused Nasdaq index reaching new highs during the intervening period. 
 
The key reasons for the market recovery can be summarised as follows; 
 
• A cohesive global Central Bank policy of printing money to buy bonds. This is boosting global liquidity and 

lowering the cost of borrowing through low interest rates.   The US Federal Reserve has led this charge, through 
slashing short-term interest rates to zero and pledging to buy government bonds in unlimited amounts as well as 
other debt instruments.  

• Cheap relative valuations for share investments; particularly when compared to other forms of investment such 
as cash and fixed interest (largely thanks to the Central Bank bond purchasing programs). 

• Short covering as speculators who were betting on further market falls have been forced to purchase shares back 
as they recover so as to limit losses.   

• (In America) narrow leadership by a few big Tech stocks that do not represent the real economy.   For example, 
the largest US tech companies – Microsoft, Amazon, Apple, Google and Facebook – have vastly outperformed the 
broader US market as a result of Covid-19 restrictions including work from home orders. These firms represent 
20% of the US S&P 500 Index, yet their combined revenues in 2019 amounted to only 4% of US GDP. 

• Increased focus on 2021 and the hope of a subsequent economic recovery post a horror 2020.  
 
We have endeavoured to take advantage of the market sell off over this period.  In our monthly letter sent 7 April we 
highlighted the following portfolio of shares.  From the prices they were trading at that time, they have since generated 
the following percentage returns; Macquarie Group ($85.56 +36%), Challenger ($4.11 +21%), Link ($3.20 +40%), QBE 
($8.67 -4%), Scentre ($2.26 +1%), Lend Lease ($10.49 +19%), Cimic Group ($23.18 +10%), Treasury Wines ($10.20 +7%), 
Crown Resorts ($7.50 +36%), Healius ($2.04 +41%), Woodside ($20.00 +7%), Newscorp ($13.52 +26%) and Brickworks 
($13.00 +15%).  These returns have averaged 19.6% compared to the All Ordinaries index returning 12.1% over the same 
period. 
  
In addition, we have been proactive with respect to the numerous capital raisings that have been undertaken.  This has 
included Southern Cross Media +127%, G8 Education +17%, QBE Group +10%, Monash IVF +6%, Ramsey Health Care 
+15%, National Australia Bank +31%, Lend Lease 27% and United Malt, which is in train and up 13% on the Share 
Purchase Plan (SPP) price at this time.   
 
While participating in these capital raisings has been beneficial, a source of frustration and annoyance has been the level 
of scaling that has occurred, particularly with respect to the NAB SPP.  In this instance, allocations were scaled back to 
just 28% of investor’s holdings prior to the announcement of the SPP and represents a marked deviation to past bank 
SPPs where shares applied for have generally been allocated in full.   The level of scaling applied has resulted in some 
situations where investors who have sold shares to participate have ended up holding less shares than prior to the 
raising.  We will be mindful of this change in approach for subsequent SPPs and will be less inclined to apply for the full 
amount allowable; albeit this will come at the expense of forgoing additional profits should SPP allocations subsequently 
be made in full.  
  
Late last week the current global share market recovery hit a major bump as economic and containment of Covid-19 
concerns once again came to the fore.   
 



 

 
In America, share markets suffered a 7% plunge Thursday night following a Federal Reserve statement.  This included 
officials projecting the unemployment rate would average between 9 and 10% during the last three months of the year. 
While that is down from 13.3% in May, it is well above the 3.5% low achieved in February.  There are presently 20 million 
more Americans unemployed now than when compared to the start of the year.  Federal Reserve Bank officials projected 
the economy would contract by anywhere between 4 and 10% this year. Projections for next year were particularly 
uncertain, with at least one official projecting an additional 1% contraction while most expected growth of around 
5%.  With the Fed expected to hold rates near zero until at least 2022, global interest rates are predicted to stay low for 
an indefinite period.  This will translate to minimal returns on cash and term deposits.  
  
In addition, there are increased fears about a second wave of COVID-19 infections. Texas and Florida were among the 
states that reported jumps in the number of coronavirus cases after precautions were relaxed last month.  This is before 
any potential impact of the Black Lives Matter mass protests.  The total number of US cases has now topped 2 million, 
and cases are rising in nearly half the 50 states.  Officials in the Houston area have stated they are getting close to 
reinstating lockdowns.  Experts are steeling for autumn, when changes in weather and back-to-school plans could have 
damaging repercussions.    
  
In Australia, there are concerns about the extent of stimulus measures ending simultaneously in September.  This 
includes;  
  

 The deferral until September of 744,904 bank loans that equates to $224 billion in value.  This compares to the 
total equity of $251 billion for the big 4 banks.  Understanding the real situation for this number of loans is a 
monumental task for the banks and a massive unanswered question at this time. 

 The JobKeeper program which involves more than 3 million Australians ends on 27 September. 
 JobSeeker nearly doubled dole payments and involves 1.6 million people.  This will revert to the old rate at the 

end of September. 
 Other initiatives such as the right to defer rents and the right to avoid personal liability if a director of a company 

trading while insolvent. 
  
It is likely that additional stimulus like the Homebuilder initiative will need to be announced to ease the drop off in 
government stimulus.  This may include potentially fast tracking $72 billion in proposed infrastructure spending around 
the nation.  
 
There is validity to these concerns.  It is not a time to be ‘all in’.  We expect market volatility will continue into the second 
half of the year.  It would not surprise to see a partial but meaningful retracement of the recent recovery enjoyed by 
share markets globally over the last two months to occur at some point.   
 
There are some big questions that remain unanswered; particularly if a vaccine is not able to be developed.  (It appears 
share markets are assuming a vaccine will be developed but the fact remains no vaccine has ever been developed for a 
Covid virus.)  This includes where the virus still freely circulates in countries, how much impact will this have on economic 
activity on an ongoing basis?  This especially applies to America, which remains the world’s largest economy and where it 
is increasingly clear that the American people will not tolerate a second round of large scale lock downs.  Likewise, how 
will virus free countries (hopefully this will include Australia) interact with countries that have the virus circulating?  
International travel for Australians appears likely to be curtailed severely indefinitely.   
 
With so many variables, we are biding our time with our goal being to continue to selectively take advantage of 
opportunities that present while ensuring the maintaining of an adequate buffer of secure assets including cash.   
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