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Market commentary

After experiencing one of the most rapid drawdowns 
in history, with markets falling over 30% in less than a 
month, it appears we are now well into the recovery 
phase with many stock markets back to pre-crisis levels. 

Turning to the global economy, growth remains 
significantly lower; this is where the disparity between 
growth and stock-market returns lies. With the 
lockdown, labour markets have come under pressure 
and unemployment has risen significantly - and will 
continue to do so, as government support packages 
are gradually reduced over the course of the year. The 
questions are: whether equity valuations are too high 
for current economic conditions, and what shape will 
the recovery be?

COVID-19 was not the only topic in the headlines over 
the quarter, there were also a number of political issues. 
China-US tensions returned, this time caused by the 
protests in Hong Kong after China’s recent passage of 
the National Security Law. This, combined with riots in 
the US, has created social and economic disruption. But 
so far, the disruption has not been enough to undermine 
investor confidence, especially combined with the 
response by central banks.

The difference here is that there is no political appetite to 
lockdown further, particularly as President Trump’s possible 
re-election closes in. Elsewhere, Latin America, particularly 
Brazil, has also struggled to contain the spread with the 
number of cases continuing to rise.

A return to normality?
After bottoming out in April, economic activity in the 
UK continued to rise into June, recapturing some of the 
collapse that occurred when most of the country was locked 
down. However, as both demand and supply will remain 
constrained by health considerations, many workers that are 
currently furloughed will unfortunately become unemployed. 
This either means more government and central bank 
support for the recovery to bring unemployment rates down, 
or the risk of a W-shaped recovery, with a second leg to the 
recession late this year.

In the UK, GDP growth fell by 20.4% in April, following 
a 5.8% fall in March. The figure, which was worse than 
economists forecasted, was three times the size of the 
damage seen during the credit crisis. This news lays bare 
the extent of the damage caused by the pandemic, and 
underlines the urgency to get the UK economy moving again 
as the country slowly comes out of lockdown.

But there is some dissent on whether the Bank of England’s 
stimulus programme is sufficient to combat the effects 
of COVID-19. In theory there is still scope for the bank to 
increase the stimulus further, but sceptics question whether 
using the same blunt instruments which have offered only 
lukewarm growth while potentially stoking asset bubbles and 
therefore social inequality is a good idea. There is also the 
concern that government debt is significantly rising - with UK 
public borrowing exceeding 100% of GDP in May, the first 
time since 1963.
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COVID-19 & the political response
Global efforts to suppress the coronavirus appear to be 
working, with social distancing and lockdown measures 
leading to reductions in the number of new cases, 
particularly in Asia and Europe. As a result, many countries 
began reopening their economies. Although in general the 
outcome has been positive there have been several localised 
outbreaks. China is battling its recent Beijing outbreak despite 
extensive contact tracing measures, while Germany has also 
suffered an infection spike centred on an abattoir. 

In the US, infections and hospitalisations in many large 
US states have witnessed significant spikes following the 
rapid easing of restrictions and the riots. The infection rate 
‘R’ is now above one in 29 states, compared with just 21 
states when lockdown restrictions started to be eased. 

https://www.clarityglobal.com/
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Don’t fight the Fed
In June, the US Federal Reserve (Fed) presented a bleak 
outlook for the US economy. The warning highlighted the risk 
of the economy falling off its expected U-shaped recovery 
path. Nevertheless, equities were lifted again later that month 
when the Fed reiterated its commitment to buying corporate 
bonds. This move by the central bank has initiated a new 
wave of monetary accommodation expected to directly 
support firms. Once again, Fed support has caused risk 
assets to rally.

In Europe, leaders began the process of approving an 
unprecedented stimulus package for their virus-ravaged 
economies. Outside the Western world, many emerging 
markets also implemented stimulus measures, many moving 
into the unconventional world of quantitative easing.

The US criticised China’s recently passed Hong Kong security 
bill bringing geopolitical tensions between the two countries 
back on the radar. For now, however, the impact on markets 
has been muted and US equities do not appear to be pricing 
in a re-escalation of trade wars between the two nations.

Reports suggest that three-quarters of laid-off US workers are 
currently receiving more in federal benefits than they earned 
when working. The challenge for Congress is to incentivise 
consumers to get back to work where safe to do so without 
removing the generous income support from those who 
cannot safely return to work or find a job to return to. In turn 
this could be a much longer recovery than markets expect.

Brexit re-emerges
While the UK did officially leave the EU on 31 January, the 
11-month transition period means that for the economy, 
nothing has yet changed. During this time, the UK and 
EU were due to agree on a future trade arrangement to 
commence on 1 January 2021. So far, negotiations have not 
proceeded well.

The UK wants to regain control, to become fully sovereign, 
setting its own rules and regulations overseen by British 
Courts. However, the EU is not willing to grant significant 
access to the single market without guarantees that standards 
will not be undercut to gain competitive advantage. 

Either the next six months will see a breakthrough and a free 
trade agreement will be established, or the UK will leave and 
trade on the World Trade Organisation’s terms.

The latter would mean potentially more tariffs, more 
customs paperwork for businesses that trade with the EU, 
and potentially the need for the UK to be removed from EU 
supply chains if regulatory conformity cannot be guaranteed. 
There could also be significant ramifications for financial 

firms since the UK would lose its passporting rights - its 
ability to serve EU clients from the UK.

Advocates for a hard Brexit argue that a clean break would 
allow the UK more flexibility in negotiating future trade deals 
with other trading partners, although any benefit from these 
agreements would still only be seen once these trade deals 
have been implemented, which is often a lengthy process.

Conclusion – what to expect!
Although many nations have managed to control the spread of 
the virus there are areas of the globe where the infection rate 
is starting to rise once again, particularly so in the Americas. It 
appears that markets are currently caught between this second 
wave and an injection of massive liquidity and fiscal support. 
For now, the fiscal support appears to be winning out, but this 
could change if a second wave leads to the reapplication of 
economic restrictions.

So far, the lockdown has had a high economic cost, which has 
been compounded by weak social security structures and low 
levels of fiscal stimulus. Although stock markets have recovered 
due to central banks’ stimulus packages, the economic impact 
is still being felt. We are now in a global recession and talk has 
turned to the shape and length of recovery.

We suspect that markets will roll through periods of risk-on 
and risk-off over the summer and beyond. Households do not 
know what will happen when income support policies come 
to an end. Companies have liquidity but there will be a cash-
burn until revenue starts to recover. We should not expect 
too much of an increase in consumer spending or capital 
investment even though there is plenty of ammunition.

On the positive side, the level of extraordinary stimulus 
injected into the system is really like nothing we have seen 
before. This is coupled with a banking system that is in far 
better shape than it was during the last crisis. Economic 
data is starting to surprise on the upside, as the opening of 
economies is unleashing pent-up demand and is positive for 
global growth.

Next for investors is whether the recovery can be sustained, 
and will this lead to inflation? Recoveries never travel in a 
smooth direction and, given the significant bounce back 
since March, it would be natural for markets to take a pause. 
It is also possible that the mass injection of stimulus will 
ultimately be inflationary although the longer-term trends 
of an ageing population, and technological advances adds 
downward pressure to this theory. For now, the environment 
remains deflationary and policymakers will continue to add 
stimulus to improve growth prospects, providing a positive 
environment for traditional risk assets.
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Summary of quarterly fund buy list review

highest 3 scores lowest 3 scores

Liontrust Special Situations M&G Global Floating Rate High Yield

Lindsell Train UK Equity M&G Feeder of Property Portfolio

Fundsmith Equity Aviva UK Property Feeder

biggest mover up biggest mover down

Baillie Gifford Japanese Jupiter Strategic Bond

The clarity fund scoring system is a quant-based process designed as the first phase of selection for our new buy list 
funds and to monitor existing buy list funds relative to their peer groups. Peer groups are the sectors as defined by the 

Investment Association (IA). Source for all figures: FE Analytics, 30 June 2020.
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Fund comments
Quarter 2 saw no change from Quarter 1 for the top three funds. M&G Global Floating Rate High Yield maintained its 
unenviable position at the bottom of the list.

HIGH SCORES:

Liontrust Special Situations

This fund aims to achieve a total return that 
outperforms the FTSE All-Share index, by adopting 
a long-term approach to investing, with no sector 
constraints. The composition of the portfolio and 
performance may differ from the index, with a 
concentration on mid- and small-cap companies. 

The managers’ established approach is very 
considered and they have proven their ability to 
add value through disciplined adherence to their 
investment process. They seek companies with 
competitive advantages, that peers struggle to 
reproduce, which fall into three main categories: 
intellectual property, strong distribution channels 
and significant recurring business. They also see 
the following as adding to a company’s competitive 
advantage: franchises and licenses, good customer 
databases and relationships, effective procedures and 
formats, strong brands, and company culture.

Liontrust Special Situations

discrete annual performance to last quarter end (GBX)

0-12m 12-24m 24-36m 36-48m 48-60m

Fund -7.73% 6.45% 15.34% 23.02% 6.85%

Sector* -11.13% -1.93% 9.00% 22.50% -4.77%

Relative to 
sector 3.82% 8.54% 5.81% 0.42% 12.20%

Rank within 
sector 64/267 12/261 20/252 93/245 8/239

Quartile 1 1 1 2 1

*UK All Companies sector

clarity verdict: The fund’s discrete performance 
continues to be near the top of the UK All Companies 
sector. Over the last three months, the fund has 
marginally lagged the sector. During June, the fund 
was unable to replicate the market’s positive return; 
this can be partially attributed to its lack of any bank 
holdings and low overall financials sector exposure. This 
positioning has been a tailwind to relative returns so far 
this year until a reversal in June.
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HIGH SCORES:

Lindsell Train UK Equity

This fund’s strategy aims to outperform the FTSE 
All-Share Index by investing in a highly concentrated 
portfolio of high-quality stocks with durable, cash-
generative franchises that can prosper through multiple 
business cycles. The process differs from many peers 
in that it seeks long-term returns on capital and is 
indifferent to short-term earnings performance of 
businesses. Therefore, durability is a core feature of the 
stock selection process. 

Lindsell Train UK Equity

discrete annual performance to last quarter end (GBX)

0-12m 12-24m 24-36m 36-48m 48-60m

Fund -5.68% 13.21% 14.29% 21.09% 6.61%

Sector* -11.13% -1.93% 9.00% 22.50% -4.77%

Relative to 
sector 6.13% 15.44% 4.85% -1.15% 11.95%

Rank within 
sector 46/267 3/261 26/252 136/245 9/239

Quartile 1 1 1 3 1

*UK All Companies sector

clarity verdict: Train creates a highly concentrated 
portfolio of 20 to 25 of his best ideas, agnostic 
to the benchmark when considering weightings. 
Therefore, the portfolio can look very different from 
the benchmark and peers. Over the long term, 
performance has remained strong; Train has added 
value above and beyond style/sector biases through 
superior stock selection. 
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Fundsmith Equity

The investment philosophy of this fund is to buy and 
hold, ideally forever, high-quality businesses that 
will continually compound in value. The approach is 
bottom-up, combining prescriptive screens and deep 
fundamental analysis undertaken by manager Terry 
Smith and his supporting team. The resultant portfolio 
is highly focused, with elements of sector concentration 
(large parts of the market are excluded) and elevated 
valuation risk, and returns may therefore look at odds 
with its broad MSCI World reference benchmark over 
the short term. 

Fundsmith Equity

discrete annual performance to last quarter end (GBX)

0-12m 12-24m 24-36m 36-48m 48-60m

Fund 9.10% 18.37% 15.07% 24.88% 33.43%

Sector* 4.97% 6.74% 8.42% 22.83% 5.62%

Relative to 
sector 3.93% 10.89% 6.13% 1.66% 26.33%

Rank within 
sector 63/279 9/259 17/235 84/220 1/208

Quartile 1 1 1 2 1

*Global sector

clarity verdict: Mid to long-term performance has been 
impressive. The fund saw record inflows in April 2020 
after redemptions in March. This fund tends to be most 
effective during stressful economic conditions.
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M&G Global Floating Rate High Yield

This fund is unique within its peer group and emulates 
exposure to the loans market, where income is 
typically linked to the prevailing interest rate. However, 
the fund’s significant size can limit its nimbleness, and 
its fees are higher than the competition’s. The fund’s 
low duration and its bias toward senior-secured debt 
make it somewhat more defensive than conventional 
high-yield bond funds.

M&G Global Floating Rate High Yield

discrete annual performance to last quarter end (GBX)

0-12m 12-24m 24-36m 36-48m 48-60m

Fund -7.33% 2.37% 0.78% 7.88% 0.50%

Sector* -0.78% 5.19% 1.00% 10.74% 0.91%

Relative to 
sector -6.60% -2.68% -0.22% -2.59% -0.40%

Rank within 
sector 24/24 23/23 15/23 23/23 15/23

Quartile 4 4 3 4 3

*Sterling High Yield sector

clarity verdict: The fund has continued to lag the sector. 
In fund manager, James Tomlin’s own words (writing in 
Investment Week 10 July 2020): 

“High yield floating note rates (FRNs) are an example 
of a high yield asset class that has lagged the rally. 
High yield FRNs have a lower beta than standard high 
yield bonds. So they tend to perform worse than the 
index in strong markets, but better in down markets. 
2020 has turned this on its head as high yield FRNs 
suffered similar fate to the conventional high yield 
market during the March sell-off, but have trailed the 
wider recovery.”

LOW SCORES:
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M&G Feeder of Property Portfolio

This fund focuses on UK direct commercial property, 
with ideas sourced through a mix of strategic asset 
allocation, asset management and stock selection. There 
is a consistent bias to prime and secondary properties of 
a higher quality. The fund managers actively manage the 
income profile in terms of lease expiries, vacancy rates 
and the fund’s average lease length. It aims to diversify 
across sectors, mainly retail, offices and industrial 
but can invest in ‘other’ sectors such as student 
accommodation, healthcare and hotels.

M&G Feeder of Property Portfolio

discrete annual performance to last quarter end (GBX)

0-12m 12-24m 24-36m 36-48m 48-60m

Fund -11.23% -0.47% 6.12% 0.04% -1.16%

Sector* -3.98% 1.70% 4.94% 5.17% 1.72%

Relative to 
sector -7.55% -2.13% 1.12% -4.88% -2.83%

Rank within 
sector 16/17 10/15 6/15 12/13 7/13

Quartile 4 3 2 4 2

*UK Direct Property sector

clarity verdict: This fund has had well-publicised 
struggles. Trading was suspended due to high outflows 
before the whole sector was gated due to concerns 
about valuations. The sector remains closed. In June, 
fund manager Fiona Rowley announced that she would 
be leaving the business.
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Aviva UK Property Feeder

The team managing this fund is focused on property 
selection and active management; combining a top-
down approach focused on creating the sector strategy, 
and bottom-up for the identification of added-value 
initiatives. The managers seek to acquire undervalued 
assets and, as one of the largest UK property fund 
managers, the fund has access to most of the market 
intermediaries and investment opportunities that arise. 
The fund managers judge the return required from any 
individual property, which needs to reflect the level of 
risk implicit in the asset. To manage the risk inherent 
within the fund, the managers evaluate specific factors 
such as; location, supply, tenant credit risk, and level  
of over-renting.

clarity verdict: Another UK property fund that has 
struggled since before the suspension. There has 
been no indication as to when the sector may reopen 
for trading. The issue of ‘material uncertainty’ about 
property valuations remains. Property funds invest 
mainly in office space, industrial and retail sectors 
and there hasn’t been much activity in these sectors. 
Independent valuers contend that it will take longest 
for retail valuations to be reinstated.

Aviva UK Property Feeder

discrete annual performance to last quarter end (GBX)

0-12m 12-24m 24-36m 36-48m 48-60m

Fund -13.30% -0.48% 7.29% -0.86% -1.00%

Sector* -3.52% 1.85% 6.37% 5.15% 3.34%

Relative to 
sector -10.14% -2.29% 0.86% -5.71% -4.20%

Rank within 
sector 26/26 20/24 10/23 19/20 15/20

Quartile 4 4 2 4 3

*UK Direct Property sector
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LOW SCORES:

@clarityglobal

For the latest information about our  
investment updates, research and guides, 

follow us on Twitter:

https://twitter.com/clarityglobal
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BIGGEST MOVER UP:

clarity verdict: In the year to date, this fund has 
outperformed the sector by almost 5%. The fund’s 
cumulative performance has been between 1st 
and 2nd quartile. The upside to the management’s 
approach is that the longer-term time horizon used 
is different to that of many other Japanese equity 
investors, thus standing the fund apart from many of 
its peers.

Baillie Gifford Japanese

discrete annual performance to last quarter end (GBX)

0-12m 12-24m 24-36m 36-48m 48-60m

Fund 4.67% 0.42% 16.14% 34.63% 9.54%

Sector* 6.57% -3.37% 10.40% 25.35% 7.40%

Relative to 
sector -1.78% 3.92% 5.20% 7.41% 1.99%

Rank within 
sector 29/44 4/42 6/41 8/39 9/38

Quartile 3 1 1 1 1

*Global Bonds sector

Baillie Gifford Japanese

This fund adopts an investment approach focused on 
exploiting quality and growth in the Japanese equity 
market. The fund is benchmarked to the TOPIX index 
and primarily invests in large and mid-capitalisation 
stocks and will usually hold between 35 and 55 
companies. The team seek growth in all its forms. 
Accordingly, while the portfolio will include a high 
allocation to longer-term, resilient structural-growth 
companies, some more cyclical businesses will also 
be included.

Four key factors are sought in a stock; positive industry 
background, durable competitive advantage, strong 
financial characteristics, and a management attitude 
that is aligned with the interests of shareholders.

BIGGEST MOVER DOWN:

clarity verdict: The fund’s lower score this quarter is 
not a sudden cause for concern. It has not dropped to 
a point where a deeper review is required. The main 
detractor to performance in Q2 was the fund’s 0.7% 
hedge against emerging market credit in the wake of 
the sustained rally in credit markets. The fund’s US and 
Australian government bond holdings added to returns 
and continued to act as a good hedge against deflation. 
Year to date the fund has returned 2.6% against the 
Sterling Strategic Bond sector average of 1.0%. We 
continue to recommend this fund and, as with all buy list 
funds, regularly review it.

Jupiter Strategic Bond

discrete annual performance to last quarter end (GBX)

0-12m 12-24m 24-36m 36-48m 48-60m

Fund 4.26% 6.73% 0.07% 6.27% 4.31%

Sector* 4.50% 5.11% 0.31% 6.08% 3.55%

Relative to 
sector -0.23% 1.54% -0.24% 0.18% 0.74%

Rank within 
sector 35/85 12/82 44/75 41/75 24/71

Quartile 2 1 3 3 2

*Europe Excluding UK sector

Jupiter Strategic Bond

Ariel Bezalel has managed this fund since its inception 
in 2008. He is supported by Harry Richards, assistant 
manager, and a team of six credit researchers. 

Typically, the fund will hold 400-500 securities, and 
it is a requirement that at least 80% is invested in 
sterling denominated (or hedged back to sterling) 
bonds. The fund invests globally in higher yielding 
assets with investment performance results from a 
blend of top-down analysis and bottom-up security 
selection, with stock selection targeted as the key 
driver of outperformance. 
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Sector analysis
The table below summarises the performance of each sector in which we have buy list funds over the last five 
discrete years. The top-performing sector for each time frame is highlighted in green and the lowest performing 
sector is highlighted in red.

discrete annual performance (%) to last quarter end (GBX)
   0-12m 12-24m 24-36m 36-48m 48-60m

Asia Pacific Excluding Japan 1.93% 5.30% 7.43% 29.63% 5.83%

China/Greater China 16.53% -1.22% 19.24% 35.84% -5.10%

Commodity & Energy (FCA Recognised) -1.07% 0.19% 8.08% 3.45% 10.47%

Europe Excluding UK 1.28% 3.33% 2.98% 29.39% 4.14%

Flexible Investment 0.65% 2.94% 4.87% 16.23% 1.38%

Global 4.97% 6.74% 8.42% 22.83% 5.62%

Global Bonds 4.29% 5.59% -0.21% 4.24% 11.54%

Global Emerging Markets -2.40% 7.41% 4.50% 27.91% 4.77%

Global Equity Income -2.51% 7.61% 4.71% 20.61% 9.00%

Japan 6.57% -3.37% 10.40% 25.35% 7.40%

Mixed Investment 0% - 35% Shares 1.44% 3.35% 1.36% 7.66% 2.96%

Mixed Investment 20% - 60% Shares -0.72% 2.83% 2.57% 11.93% 1.85%

Mixed Investment 40% - 85% Shares 0.20% 3.81% 4.96% 16.40% 1.95%

North America 8.24% 11.19% 12.46% 23.72% 14.43%

North American Smaller Companies 5.01% 7.43% 17.42% 28.21% 7.43%

Pharma Health & Biotech (FCA Recognised) 18.34% 1.45% -0.54% 8.83% -23.77%

Property Other -5.63% 5.55% 5.42% 5.21% 6.29%

Specialist -1.19% 4.93% 4.11% 12.93% 5.99%

Sterling Corporate Bond 5.96% 5.57% 0.57% 6.32% 6.30%

Sterling High Yield -0.78% 5.19% 1.00% 10.74% 0.91%

Sterling Strategic Bond 4.50% 5.11% 0.31% 6.08% 3.55%

Targeted Absolute Return -0.74% -0.04% 0.46% 4.16% -0.54%

UK All Companies -11.13% -1.93% 9.00% 22.50% -4.77%

UK Direct Property -3.52% 1.85% 6.37% 5.15% 3.34%

UK Equity Income -13.70% -2.83% 6.04% 19.33% -3.19%

UK Index-Linked Gilts 11.04% 8.62% 1.76% 6.58% 14.83%

UK Smaller Companies -6.52% -6.44% 16.83% 35.76% -6.63%

Volatility Managed -0.23% 3.42% 3.72% 13.40% 3.68%

Source for all figures: FE Analytics, June 2020.
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Sector analysis - clarity comments: 

Pharma Health & Biotech delivered the best annual results to the last quarter end at +18.34%. UK Equity Income was 
the worst performer over the 0-12m period, producing a return of -13.70%. 

North America was the top sector for the 12-24m period with a 11.19% return. UK Smaller Companies was bottom 
with -6.44%. 

For the 24-36m period, China/Greater China was the best performing sector with 19.24%. Pharma Health & Biotech 
was lowest with -0.54%. 

In the 36-48m period, China/Greater China was the leading sector with a return of 35.84%. Commodity & Energy was 
lowest with 3.45%, but all sectors generated positive returns.

The 48-60m time period saw UK Index-Linked Gilts produce the highest return with 14.83%. Pharma Health & Biotech 
was the lowest returning sector with -23.77%.

Find out more

Tel:  0800 368 7511

Email:  enquiries@clarityglobal.com

Fax:  0800 368 7561

Web:  clarityglobal.com

Twitter: @clarityglobal

LinkedIn: linkedin.com/company/clarity_7
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