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THE END OF THE BEGINNING

As we head towards VE day the analogy of being at war with COVID-19 
looks even more appropriate, another month has passed under the cloud 
of lockdown measures, and we are all feeling the strain of surrendering our 
freedoms to a form of house arrest. Virus related deaths continue to mount, 
although in Europe it appears the rate of increase of infections is slowing. 
Whilst this is also the case in Jersey (and to some degree in the UK), as 
widespread testing is still not available we have an inaccurate picture of the 
infection within the community, meaning lockdown measures will continue 
in some form for now.

Ultimately the war against Coronavirus must be won through medical 
advancement, and after several false dawns there may now be a little 
light at the end of the tunnel. Recent tests of a drug used to treat the virus 
have had some success, antibody research can now provide some idea of 
potential immunity, and globally regulators are working with scientists and 
pharmaceutical firms to develop a vaccine at record speeds. European 
authorities are beginning to lift restrictions and the UK is looking at exit 
plans as the threat eases and the economic impact becomes an increasing 
concern. Perhaps we are reaching the end of the beginning.

We are deluged with news about the virus, perhaps too much, but what 
of investment portfolios? In our March bulletin I wrote about markets and 
the worrying impact that severe market falls were having on portfolios – a 
short time later equity markets bottomed out and reversed. It transpires this 
was the fastest US bear market ever experienced (a bear market is a fall of 
greater than -20%). Our message in the midst of the falls was to remain 
invested, and we delivered research to reassure our investors that markets 
would recover in due course. 

We didn’t expect a rapid reversal, but now equity markets are in bull territory. 
At the time of writing the S&P500 has risen more than 30% since the 
recent low, and the FTSE100 is up more than 22% in the same period. The 
FTSE100 touched 6,100 points, up from 4,993 on 23rd March. This hasn’t 
recovered all the value lost but had our investors been advised to cut their 
losses in March the impact of missing this uptick would have been significant 
- we feel our stance was justified. For the record, we continue to recommend 
our investors hold steady.

A note of caution – whilst the bull market figures are encouraging, we are 
still at the beginning of equity markets working their way through the issues 
presented by the virus. Whilst we hope that this recovery continues, there 
is likely to be uncomfortable economic news ahead as forecasts solidify into 
data, for better or worse. We should prepare for markets to deliver further 
volatility, and steel ourselves for a potential W shaped recovery, rather than 
the preferable continuation of the V. This is not a forecast, rather the discipline 
of implementing an emotional backstop against a future leg down in markets 
and corresponding portfolio values. Simply put, plan for the worst and hope 
for the best.

We are pleased to continue to 
deliver research and analysis 
to support our investors during 
these troubled times and have 
included two contributors this 
month. 

The first article is written by 
Concentric’s recently appointed Non-
Executive Director, Peter Lucas, an 
investment strategist and stalwart of 
the investment manager community. 
Peter will be providing input to our 
board and investment committee from 
an external perspective – a valuable 
opinion in these unprecedented times. 
Peter writes about the economic road 
ahead.

The second article from Ben Kumar 
of 7IM reinforces our current theme of 
holding fast during periods of extreme 
volatility, and refers to a primal part of 
the human psyche. Hopefully you will 
find this resonates with more than just 
investment decision making in these 
worrying times.

Gordon Bennie 
Managing Director
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Source: MPI

THE CHART BELOW ILLUSTRATES Q1 PEER GROUP PERFORMANCE 
ANALYSIS FROM MPI, ONE OF THE PROVIDERS WE USE IN OUR 
MANAGER SELECTION RESEARCH.

In terms of relative performance numbers for Q1 our Strategic MPS managers 
have held up well, with our low risk manager recording -5.4%, our medium risk 
manager -13.5% and our high risk manager down -13.7% in the quarter. 

Our Prufund clients have experienced falls of -8.6% and -10.1%, for low and medium, 
and our Seymour and Corbiere investors will have seen falls of -9.7% and -13.8% 
respectively. 

Indicatively, all strategies are recording substantial rises in April, for example our MPS 
medium risk strategy is up approximately 6.75%.
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ARE WE ABOUT TO ENTER A  
NEW ECONOMIC ENVIRONMENT?

With over thirty years’ 
experience of managing 

discretionary portfolios and 
funds, Peter has managed 

many asset classes, but 
his particular areas of 

expertise are bonds and 
top-down asset allocation. 
An economist by training, 

Peter has made it his life’s 
work to try to understand 
what makes markets tick, 

and is a firm believer in 
active management styles. 
Peter is a Chartered Fellow 

(and former local President) 
of the Chartered Institute 

for Securities & Investment. 
He is also Chairman of 

the Jersey Landlords 
Association. 
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We live in a world of extremes: multi-decade lows in bond yields, 
lower but still elevated equity valuations on Wall Street, massive 
wealth inequality, and record levels of debt - at least in peacetime.  
On top of all that Western economies have unhelpful demographics 
(ageing populations) which are going to make the sums look even 
worse on a forward-looking basis.
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PETER LUCAS IS CONCENTRIC’S RECENTLY 
APPOINTED NON-EXECUTIVE DIRECTOR, AND 
WRITES IN HIS CAPACITY AS INVESTMENT 
STRATEGIST FOR WESTMINSTER CAPITAL
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Wherever we want to go as societies, this is not 
a great place to start!  The coronavirus has seen 
financial market volatility spike in the past few 
weeks, but the amazing thing is, that even with 
all these challenges markets have not been more 
volatile in the recent past.  The questions are: 
why have markets been so well behaved, and 
where do we go from here?

In the decade that followed the 2008 financial crisis, it 
fell to central banks to keep the economy ticking over, 
as governments around the world attempted to trim their 
deficits.  The UK was a clear example of this in action: the 
Cameron government championed austerity, which hurt 
the economy, forcing the central bank to pursue an ultra-
easy monetary policy.  But this policy could only achieve so 
much.  

Many households and businesses were reluctant to add to 
their debts at any level of interest rates; low interest rates 
allowed some companies to survive that really should have 
gone to the wall, thereby undermining productivity in the 
economy; and flat yield curves (a narrow gap between 
short and long-term interest rates) made banks reluctant to 
lend.  In short, although easy monetary policy successfully 
supported the economy on the downside, it also capped 
growth on the upside.  That explains why market and 
economic volatility was so low through much of this period.  

However, this environment was storing up problems for 
the future.  It facilitated a general rise in financial market 
valuations, particularly in the bond markets and on Wall 
Street, thereby depressing prospective investment returns.  
Furthermore, it exacerbated the gap between the haves (who 
benefited from rising markets and property prices) and the 
have nots (who experienced stagnant or even falling real 
wages); this accounts for the success of populist politicians.  

Given time, these trends had the makings of a car crash.  

The coronavirus has fast-forwarded everything.  Politicians 
like Trump and Boris were already willing to spend money, 
deficits be damned.  But now, any semblance of fiscal 
rectitude has been ditched in the drive to mitigate the 
negative impact of the social and economic lockdown.   
As fiscal policy takes centre stage for the first time since the 

financial crisis, we may be witnessing the beginning of very 
different economic environment, in which inflation, interest 
rates and market volatility end up being somewhat higher 
than we have seen for a while.  

That is not necessarily bad news for investors, but it may 
require a change of emphasis.  For example, this might be a 
good time to take another look at beaten down value shares 
that have been out of favour for almost a decade.  While 
economic growth rates have remained low, investors have 
sought sanctuary in so-called growth companies, companies 
like Microsoft and Google that were seemingly able to grow 
their earnings irrespective of the economic backdrop.   In 
contrast, they have dumped their ‘value’ shares (companies 
that are cheap relative to their fundamentals), whose 
earnings tend to be more cyclical and the valuation gap 
between the two has widened towards to the top of the 
historic range.  By itself, that suggests that there may be 
something of an opportunity, and if economic growth and 
interest rates start to rise the case for value shares will 
become compelling.
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DON’T LET THE LIZARD LOOSE!

BEN KUMAR IS THE SENIOR INVESTMENT STRATEGIST AT 7IM

“At 7IM we use the 
term ‘the lizard’ as our 
shorthand for describing 
how irrational people can 
be when financial markets 
get stressful. Recently 
we’ve been talking about 
the lizard far more than 
normal, as you might 
imagine.”

The human head is a crowded place. The human head is 
not a cool, calculating analytical machine – it’s more like 
a warzone where various bits of the brain fight for control. 
The biggest battle is between the neocortex and the reptilian 
complex, or more casually, the ‘reasoner’ and the ‘lizard’.

The reasoner wants to take time, analyse issues and think 
about potential options before calmly committing to a course 
of action. The lizard is a far older, simpler creature who sees 
every decision as fight or flight, life or death – needing an 
immediate, instinctive reaction. In evolutionary terms the 
lizard has been around a long time; the reasoner is the new 
kid on the block.

The lizard is quick. Sometimes, that’s exactly what’s needed. 
If you’re crossing a road and a car comes out of nowhere, 

you don’t want the reasoner spending five minutes (or even 
five seconds) calculating relative vectors and momentum, 
and then politely pointing out that, on balance, the evidence 
suggests you should move. No, you need the lizard to scuttle 
you back to safety.

And the lizard never switches off – it reacts to every event, 
every time. One hundred million years ago, daily life consisted 
of lying motionless in an empty desert, so overreacting to the 
unexpected was a sensible evolutionary plan. But our modern 
world is too frantic, too full of stimulation for the lizard and it 
can’t discriminate between what’s important and what’s not.

So the lizard always reacts instantly, and always as if it’s life-
or-death. To keep you alive, this is ideal. To keep you calm, 
this is awful.

WHY DO WE TALK ABOUT THE LIZARD?
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If you had to design the worst possible environment for the 

lizard, it would be hard to outdo the world of finance with its 

constant news flow, instant pricing and excitable pundits on 

CNBC.  

Even in normal times, there are always lots of investors 

letting their lizard loose and quick-reacting to markets. When 

a company releases bad earnings and its shares fall. When 

a natural disaster hits a country and the currency plummets. 

Or a political scandal hits, or a supply chain problem 

materialises, or just someone having a bad feeling about life. 

People who react instantly to negative news by selling are 

letting their lizards run riot through their portfolios. Studies 

into investor behaviour have found that over the long term, 
lizard investors (who tend to buy when markets are rising 
and sell after they fall) underperform simple buy-and-hold 
investors. Many of the best days in the market occur shortly 
after it bottoms out, so by waiting to be sure of a rally before 
reinvesting, lizard investors buy too late and miss much of 
the upside.

As the graph shows, that could be the difference between 
an initial £100,000 investment in the FTSE 100 at the end 
of 1999 rising to about £169,000 in April 2020, versus 
around £111,000 for a lizard who misses the market’s 5 
best days – or worse still, £84,000 for a lizard who misses 
the 10 best days.

Source: Bloomberg

HOW MUCH DOES LISTENING  
TO THE LIZARD COST YOU?
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We are maintaining business as usual as much 
as possible during the crisis, and are available 

by email or our direct lines which are diverted to 
our home work stations. Please do not hesitate to 

contact us if you would like valuations, information 
or investment support.
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CAN THE LIZARD CATCH 
COVID-19?

The coronavirus crisis is particularly challenging for the lizard 
part of our brains. We’re constantly seeing and hearing about 
illness and death; we have a low-level, daily hum of concern 
about our health, and those of our families and loved ones.  
This sets the lizard on edge, all the time. 

Worse still, when the lizard looks to the reasoner for 
reassurance, there’s none to be found – we are consciously 
changing our lifestyles and habits to tackle COVID-19 precisely 
because there really is a problem. This reinforces the lizard’s 
initial fear. Given this background, the panicked reaction in 
financial markets in March is understandable. Genuine real-
life fears have triggered financial fears, which have then gone 
full-circle. And of course, the bad news has not stopped 
coming. Every weekend brings more information about the 
disease, its impact and the outlook for humanity. Each week 
starts the fear cycle anew – and the lizards run wild.

HOW DO WE CAGE THE LIZARD?

There’s no single, simple answer to how to cage the lizard. 
For you, our clients, an important first step to staying invested 
is outsourcing your portfolio decisions to a high calibre 
discretionary manager. Having a plan in place, and someone 
trusted to talk to is a fantastic way to keep calm. 

Of course, it’s also up to your manager to make sure that we 
don’t let our lizards escape. Step one is simply acknowledging 
that the lizard exists – that we aren’t perfect. Having a team 
rather than individuals is also crucial, as it mitigates the 
problems that can come with a star manager, no matter how 
smart and focussed he or she might be.

As with many managers, at 7IM we have a tried and tested 
investment process, designed to deal with uncertain and fast-
moving markets. Part of the process is quantitative, looking 
at dashboards and models covering different economic and 
market indicators. Part of it is qualitative, discussing policy, 
views and trends rather than hard numbers. And part of the 
process is ensuring that we are talking to one another, that 
information and views are shared clearly and honestly. 

This lets us – makes us, even – look forward, rather than 
back. It keeps the lizard in a cage, and lets the reasoner do the 
thinking. We are confident that our ability to keep the lizard 
under control and avoid emotional responses to markets will 
lead to smoother investment returns in the long run, and work 
to the benefit of investors.


