Global Equity Observer

The COVID-19 Accelerator
ACTIVE FUNDAMENTAL EQUITY | INTERNATIONAL EQUITY TEAM | INVESTMENT INSIGHT | MAY 2020

In years to come, when we look back at the
impact COVID-19 has had globally, William
Hague (the former leader of the Conservative
Party in the U.K.) may well turn out to have
been right when he said that COVID-19 was a
great accelerator to existing forces and trends.
Take its impact on the global power blocs. In the European
Union, the health crisis has brought to the forefront existing
tensions over whether the Northern Europe states should pay
off Southern Europe’s debts. At the same time, the AmericanChinese rivalry has further intensified and with it all of
the associated implications for trade/globalisation and the
future role of the U.S. dollar as the global reserve currency.
COVID-19’s economic impact is accelerating Asia’s global
ascendancy, as a quick lockdown and rapid implementation
of effective testing and tracing means the region’s economies
appear far less damaged than the West’s. Political tensions
may rise as COVID-19 leaves tens of millions without
jobs, leading to deepening inequality, raising debt burdens
and increasing state power. This is pushing to the fore
policies such as Modern Monetary Theory, debt writeoffs, harmonisation of corporate tax rates, basic incomes
provided by the state, and corporates demonstrating wider
responsibility to all their stakeholders (less debt/buybacks
more on-shoring/tax). And then there is the question of who
owns data about each of us and how that information may be
used, setting up a debate on where the new boundary exists
between the state and the individual.

AUTHORS

NIC SOCHOVSKY

Managing Director

DIRK
HOFFMANN-BECKING

Executive Director

“COVID-19 has brought
to the forefront
existing tensions
between global
power blocs”
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As stock pickers we focus on the impact these trends have on
individual stocks and industry-specific trends (namely, the
high-quality, high-return sectors we own) and the effects on
our stocks.
The accelerator effect is particularly clear around
technology. Satya Nadella, CEO of the large American
technology company we own in our global portfolios,
claims that COVID-19 has resulted in “two years of digital
transformation in two months”, as corporates shift to home
working. In enterprise technology this technology company,
given its communication and collaboration platform and
cloud services, is a winner from this shift to the home.
COVID-19 is accelerating existing trends, just as the growth
of e-commerce and fear of transmission is boosting the shift
from cash to cards, helping payments companies in the long
run, even if the collapse in cross-border transactions is a
temporary headwind. While these COVID-19-boosted shifts
will likely help the economic dominance of the oligopolistic
tech giants, be it in hyper-scale cloud services or social media
networks, the parallel rise in concerns about inequality,
government debt and privacy means that the political and
regulatory risks to these tech companies will need to be
watched carefully over the next few years.

“COVID-19 has resulted in ‘two
years of digital transformation in
two months’ ”
COVID-19 has obviously shown the importance of health
care as an industry and shone a light on whether health
care systems are robust enough generally or whether better
infrastructure is needed. If more funding is required, those
who can provide savings will likely do well. For our med tech
names, COVID-19 highlights the importance of data –not
only using it but also, critically, having it. We believe this
provides favourable tailwinds for diagnostics and testing
equipment companies, especially when you consider 70% of
medical decisions are informed by diagnostics, which amount
to less than 2% of costs.1 Recognising that the avoidance of
unnecessary trips to the hospital is a way of saving health care
systems unnecessary costs could lead to the acceleration of
at-home treatments via remote monitoring and telemedicine,
e.g. home dialysis.
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“Trust is the most powerful
attribute a brand has, and must
be treated with the greatest
of respect”
For consumer staples companies, COVID-19 has shown
big brands matter. Retailers are aggressively rationalising
their shelves of mid-tier brands and the long tail of small
niche brands as consumers in the developed world focus
on affordability and known, trusted brands. It reminds
CEOs that trust is the most powerful attribute a brand
has, and must be treated with the greatest of respect. This
will accelerate the shift in brands’ communication, from
marketing to consumers to mattering to them, pushing
purpose to the fore whether in product superiority or in their
social and environmental impact.
Social distancing and lockdowns have given all age groups a
crash course in e-commerce. Once shopping lists are set up
online, consumers are unlikely to return to walking the retail
aisles. Companies whose management teams invested early in
their digital capabilities will likely emerge from COVID-19
stronger than their peers. A French beauty company and a
British consumer goods company we own already generate
20% and 10%, respectively, of sales from e-commerce, with
margins and market shares at or above their offline ones.

“Capable management becomes
even more essential in the face of a
global crisis”
In all cases, it is the quality of the management team that
drives the resilience of the company and prospects for its
success in coming through this crisis, whether through
investing in innovation to remain relevant with customers
or understanding and responding to the demands of
stakeholders. We have always emphasised the importance
of capable management teams in quality investing, which
becomes even more obvious in the face of a global crisis.

Source: Point of Care Testing, Abbott Laboratories.
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Risk Considerations
There is no assurance that a portfolio will achieve its investment objective. Portfolios are subject to market risk, which is
the possibility that the market value of securities owned by the portfolio will decline. Market values can change daily due to
economic and other events (e.g. natural disasters, health crises, terrorism, conflicts and social unrest) that affect markets,
countries, companies or governments. It is difficult to predict the timing, duration, and potential adverse effects (e.g. portfolio
liquidity) of events. Accordingly, you can lose money investing in this strategy. Please be aware that this strategy may be subject
to certain additional risks. Changes in the worldwide economy, consumer spending, competition, demographics and consumer
preferences, government regulation and economic conditions may adversely affect global franchise companies and may
negatively impact the strategy to a greater extent than if the strategy’s assets were invested in a wider variety of companies. In
general, equity securities’ values also fluctuate in response to activities specific to a company. Investments in foreign markets
entail special risks such as currency, political, economic, and market risks. Stocks of small-capitalization companies carry special
risks, such as limited product lines, markets and financial resources, and greater market volatility than securities of larger, more
established companies. The risks of investing in emerging market countries are greater than risks associated with investments in
foreign developed markets. Non-diversified portfolios often invest in a more limited number of issuers. As such, changes in the
financial condition or market value of a single issuer may cause greater volatility. Option writing strategy. Writing call options
involves the risk that the Portfolio may be required to sell the underlying security or instrument (or settle in cash an amount
of equal value) at a disadvantageous price or below the market price of such underlying security or instrument, at the time the
option is exercised. As the writer of a call option, the Portfolio forgoes, during the option’s life, the opportunity to profit from
increases in the market value of the underlying security or instrument covering the option above the sum of the premium and
the exercise price, but retains the risk of loss should the price of the underlying security or instrument decline. Additionally, the
Portfolio’s call option writing strategy may not fully protect it against declines in the value of the market. There are special risks
associated with uncovered option writing which expose the Portfolio to potentially significant loss.
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