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The Virus

There is a both good and bad news tied up in the last few days worth of data. The
number of new laboratory confirmed cases in Italy have formed a noticeable peak,
the spread rate has slowed markedly, and we can quite reasonably declare that the
total number of infected is no longer growing at an exponential rate.

Unfortunately, the situation in Japan is worsening. Policymakers over there are
contending with increasing new cases, a rising spread rate and exponential growth
in the number of infected. Mind you, with new cases in the hundreds rather than
the thousands, they are still some way from a level which might threaten to
overwhelm the health service.

The outlook for the UK lies somewhere between Italy and Japan. There are early
indications – though they could easily be reversed – that the number of new cases
have plateaued. The spread rate held at around 1.30 (or 30 percent) during the
middle of March but registers 1.10 today. For comparison, the spread rate in Italy
and Japan is 1.04 and 1.12 respectively.

Of course, we still don’t know how many people have been infected and how many
people remain susceptible. Consequently, we just don’t know how deadly this virus
is - the mortality rate could be as high as 1.0 percent or it could be as low as 0.1
percent.

In turn, we don’t know if the policy response – and the unimaginable damage
these lockdowns are doing – is proportionate. There is a debate to be had here.

Market Functionality

This virus, even after it is defeated, will have a lingering effect on our economy and
society in ways I’ve not yet imagined. There is a great deal to worry about and the
negative effects
will be increasingly visible in the next few weeks, but in the fullness of time there
will be some positives too.

I am, thus far, hugely impressed with the policy response from the big four central
banks (the Federal Reserve, the Bank of England, the European Central Bank and
the Bank of Japan) and others (notably in Canada, Australia and Switzerland).

Any signs of distress at the senior end of our markets (the money market and that
for government bonds and investment-grade corporate bonds) have been met
with rapid
and effective remedies.

So long as our markets remain functional, the worst effects that come with this
crisis will be muted and the chances for a vigorous recovery will be amplified.
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The Outlook For Interest Rates

In ordinary times, you can look to the bond market as a guide to all kinds of things.
The prices for bonds reflect the outlook for interest rates, inflation, appetite for
risk… you name it.

And so, in ordinary times, we could look at the bond market, infer some path for
short term interest rates and use that as a guide for how long the current malaise
might last. If the markets anticipate that Bank Rate might move from 0.1 percent
today to 0.25 percent by this time next year, we could quite reasonably conclude
that market participants expect a recovery to be underway some time before then.
Afterall, why might the Bank of England raise interest rates in the face of a
faltering economy?

In ordinary times, that is the conclusion I would draw right now.

Of course, these are not ordinary times.

The measures the central banks have adopted to underwrite fully functioning
markets have the unfortunate effect of distorting those prices. Quite whether
those interventions interfere to such an extent as to undermine the predictive
power vested in bond yields (and reflective of the wisdom of crowds) is a moot
point.

For now though, it’s the best we have.

As it stands, I expect a bad Q1, a horrid Q2, a better Q3 and a cracking Q4. I’m not

hugely confident in that prediction for all sorts of reasons, and it is contingent on
current trends in viral infections and on markets remaining functional. But if we take
the bond market as our cue, that’s not an unreasonable narrative.

Market Internals

You show me a stock market and I’ll show you opportunities for gain in the long-
term – opportunities that have not been apparent to this extent for years.

Of course, I’m not discounting the possibility that those opportunities won’t be
even more compelling tomorrow. Any deterioration in the proper functioning of
those markets and we can expect a horror show in the prices of risky assets. Expect
the same if there is a resurgence in the spread of the virus.

Nevertheless, I think opportunities are apparent in today’s prices. I’m drawn to
stocks here, there and everywhere but I am mostly drawn to those here in the UK.

Beyond the stock market I am also drawn to high yield bonds, floating rate notes
and convertible bonds. Mind you, I would hold off on the risky side of the bond
market if you’re unfamiliar or of an otherwise nervous disposition. I’m confident
that the senior components of the capital markets will remain functional but much
less confident in the junior/subordinated end. Still, I like bonds of all kinds, don’t I.

Indeed, it is my stubborn insistence on material exposure to gilts (and government
bonds more broadly) that affords me the opportunity to buy into riskier positions
today.
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While a reasonable course of action regarding investments may be formulated from the application of our research, at no time will specific recommendations or customised advice be given, and at no time may a

reader be justified in inferring that any such advice is intended. Although the information contained in this document is expressed in good faith, it is not guaranteed. Cormorant Capital Strategies Limited will not

accept liability for any errors or loss arising from the use of this document. Readers are directed to our terms and conditions.

Cormorant Capital Strategies Limited, registered in England, number 05346579. Our registered address is 84 Bromefield, Stanmore, HA7 1AQ.

Crown copyright material is reproduced with the permission of the Controller Office of Public Sector Information (OPSI). Bank of England data reproduced with kind permission of the Bank of England.

(1) MSCI United Kingdom Value, Bats 100, Bats 250, Bats UK Small Companies, S&P 500, Euro Stoxx 50, Nikkei 225, MSCI Brazil, MSCI Russia, MSCI India, MSCI China, Financial Analytics (2) MSCI United Kingdom, MSCI

World ex Value, MSCI Emerging Markets, MSCI United Kingdom Value, Bats 100, Bats 250, Bats UK Small Companies, Barclays Gilt 1 – 5 Years, Barclays Sterling Gilts, Barclays Sterling Gilts 15+, Barclays UK

Government Inflation Linked Bond, Financial Analytics (3) MSCI World, Barclays Global Convertibles, Barclays Global Treasury, MSCI World ex UK Large Cap, MSCI World ex UK Small Cap, MSCI World ex UK Value,

MSCI World ex UK Growth, MSCI World, MSCI World Equal Weighted, MSCI World High Dividend, MSCI World Minimum Volatility, MSCI World Momentum, Financial Analytics (4) MSCI World Consumer

Discretionary, MSCI World Consumer Staples, MSCI World Financials, MSCI World Health Care, MSCI Industrials, MSCI World Materials, MSCI World REITs, MSCI World Technology Hardware & Equipment, MSCI

Telecommunications Services, MSCI World Utilities, Financial Analytics (5) SPDR FTSE UK All Share ETF, SPDR S&P 500 ETF, SPDR MSCI EMU ETF, SPDR MSCI Japan ETF, SPDR MSCI Emerging Markets ETF, SPDR

Barclays Gilt, iShares Index-Linked Gilts, iShares Global Corporate Bond ETF, iShares Global High Yield Corporate Bond ETF, Mixed Assets assume separate equal weighted parcels of equity and bond exposure (6)

Financial Analytics, overseas exposure assumes equal weight in US, Europe, Japan and Asia (7) Reference National Life Tables, Office for National Statistics, sustainable income assumes life expectancy, a gross 5

percent growth rate, annual income paid out at the start of the period.
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