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No one knows what is going to happen over the next few months, 
which makes valuing shares difficult. Investors need to be tough 
and pragmatic managing their portfolios

Q1 performance update
In short, the first quarter of 2020 saw shares do very badly.  
The FTSE All-Share fell by 25.1 per cent on a total return 
basis with only 33 shares delivering a positive total return. 
The UK Quality Shares portfolio slightly underperformed 
with a total return of minus 25.6 per cent. The individual 
shares’ total returns are shown on page 2. (Please not  
that these figures are for the quarter i.e. market close on  
31 March, whereas figures in the table are year to date and 
were taken at 12:00 on 1 April).

Only Bioventix and Avon Rubber delivered positive  
returns, although 16 of the 25 shares outperformed the  
All-Share index. The real damage was inflicted by  
Hollywood Bowl, JD Sports, Forterra and WH Smith.  
I still believe these are good companies that will hopefully 
survive the current turmoil and bounce back strongly, and 
I am sticking with them.

Games Workshop was the only sale from the portfolio as 
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Fantasy Sipp: Valuations taken at 12:00 on 1 April 2020
                    Portfolio total returns (%)  
 1 month Year to date 1 year 2 years

Scottish Mortgage Investment Trust -1.3 -4.3 8.4 26.7

Fundsmith Equity T Acc -5.6 -9.4 -2.6 22.0

LF Blue Whale Growth Fund -10.1 -11.1 -1.5 24.5

Mid Wynd International Inv Trust -6.9 -12.5 1.5 12.7

Martin Currie Global Portfolio Trust -8.5 -12.8 -0.5 18.5

Lindsell Train Global Funds -6.3 -13.0 -6.8 15.2

Smithson Investment Trust -2.4 -14.3 -3.9 

Phil Oakley Fantasy Sipp -11.8 -15.4 -0.4 16.8
Vanguard S&P 500 ETF -12.2 -17.8 -7.7 7.0

Finsbury Growth & Income Trust -8.6 -19.3 -10.8 1.1

Phil Oakley UK Quality Shares -20.0 -24.9 –
Vanguard FTSE 100 ETF -16.7 -26.9 -21.0 -13.6

FTSE All-Share - Total Return -18.1 -27.8 -21.8 -16.4

Castlefield CFP SDL UK Buffettology -19.6 -27.8 -15.6 -8.5

Vanguard FTSE 250 UCITS ETF -24.2 -33.4 -21.2 -19.6
Source: SharePad
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I became concerned about its very high valuation and the 
risks this brought given limited revenue visibility and high 
operational gearing. Heavy director selling also gave a 
poor signal. It was replaced with Sage and this switch did 
help portfolio performance with the gains made on Games 
Workshop locked in and Sage falling by less than Games 
Workshop after it was added to the portfolio.

As has been the case in recent years, exposure to US 
shares has outperformed UK shares. The Vanguard S&P 
500 ETF fell by 13.2 per cent in sterling terms and was 
helped by a 6.5 per cent devaluation of the pound against 
the US dollar. Only 28 shares in the S&P 500 made a  
positive return in the first quarter.

The Fantasy Sipp slightly underperformed the Vanguard 
ETF with a total return of -13.4 per cent, but did perform a 
lot better than the FTSE All-Share index. This matters little 
to me as the bottom line is that the portfolio lost money. 
Over two years it has made reasonable money and  
performed a lot better than an S&P 500 ETF and the  
FTSE All-Share. 

UK Quality Shares Q1 2020 performance
Company Q1 2020 TR (%)
Bioventix 11.5

Avon Rubber 11

London Stock Exchange -6.06

Spirax-Sarco Engineering -8.16

RELX  -9.11

Halma -9.22

James Halstead -10.5

Experian -11.4

Croda International -16.6

Diageo -18.3

Intertek Group -19.2

Sage Group -19.5

Diploma -20.3

Smith & Nephew -21.7

Rightmove -23.1

Howden Joinery -23.9

Auto Trader -25.7

Ashtead -26.6

AJ Bell -26.8

Greggs -29.8

InterContinental Hotels -32.5

Hollywood Bowl -44.2

JD Sports Fashion -45.3

Forterra -49

WH Smith -54.5
Source: SharePad
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The individual performances of the portfolio are shown 
in the table below.

Avon Rubber and Amazon were the only shares to  
deliver positive returns, with WH Smith, Disney and  
InterContinental Hotels inflicting the most damage.

No sales or purchases were made, but it is possible that 
I may tidy up and rebalance the portfolio to release some 
cash in the next few weeks, as having reviewed the com-
pany in last week’s Investors Chronicle I am keen to add 
Microsoft to the portfolio.

The stock market is way too complacent  
about coronavirus
Is the stock market just a casino?

I am beginning to think that it pretty much is. I am also 
prepared to admit that perhaps I don’t get things anymore 
and have lost touch as to how the stock market is really 
supposed to work. Nothing seems to make much sense to 
me at the moment.

Throughout history the stock market has always been 
driven to extremes by the very powerful forces of fear and 
greed. In the past decade, another force has come into 
play: the wonders of freshly printed money.

The stock market is hooked on the perceived wonders of 
printed money and its ability to fix all economic ills. The 
wild rally we have seen in recent weeks has been largely 
driven by the belief that the money created out of fresh 

Fantasy Sipp Q1 2020 performance

Company Q1 2020 TR (%)
Avon Rubber 11

Amazon.com Inc 5.51

London Stock Exchange -6.06

Spirax-Sarco Engineering -8.16

RELX  -9.11

Halma -9.22

James Halstead -10.5

Moody’s Corp -10.7

Pepsico Inc -11.4

Visa Inc -14.2

McDonalds Corp -15.7

Croda International -16.6

Diageo -18.3

Mastercard Inc -18.8

Intertek Group -19.2

Sage Group -19.5

Smith & Nephew -21.7

Paychex -25.3

InterContinental Hotels -32.5

Walt Disney Co -33.1

WH Smith -54.5
Source: SharePad
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air by the US Federal Reserve and the Bank of England 
represents the rocket fuel that will get the economy and 
company profits roaring back to health.

This has led to short-sellers panicking and closing 
their bets on further share price falls (by buying back the 
shares they had sold short), while the fear of missing out 
(FOMO) has added extra legs to the rally.

This is all terribly misguided as far as I am concerned.
No one knows what is going to happen over the next few 

months. This makes valuing shares and therefore deter-
mining the value of stock markets very difficult. Yet more 
companies are telling investors that they can’t predict the 
short-term future and are not paying dividends.

All the talk of ‘V’-shaped, ‘W’-shaped, ‘U’-shaped and 
‘L’-shaped economic recoveries by highly paid experts is 
just talk – it’s pure guesswork. The world has never been 
in this situation before where large chunks of the econo-
my have been shut down. Economies kept functioning in 
war time and didn’t stop even during the Black Death in 
the 14th century, due to the fact that the economy was  
essentially all about producing food which could not stop.

What we do know is that many businesses have been 
closed down and many workers have been laid off. They are 
not receiving any cash flow right now and cash promised by 
the government to help them out has not reached them yet. 
Some of these businesses will not open their doors again 
and many workers may not get their old jobs back.

If you talk to people who run their own businesses you 
will get a feel of how bad it is out there. I always do this 
whenever I can, as I think it’s worth a lot more than a view 
with someone with a spreadsheet in an office in London or 
New York can tell you.

I am doing my best to support my local Indian takea-
way at this difficult time. The man who owns it is a hard-
working entrepreneur who also owns a barber shop and 
a tanning shop which he has temporarily closed down. 
Last Sunday evening I asked him how business was in the 
takeaway. His drawn out reply was that it was “alright”, 
which I interpreted as being barely alright. While takea-
ways have been allowed to stay open, he commented that 
many of his regular customers are self-employed and they 
haven’t got any cash to buy Chicken Madras and naan 
bread on a weekend.

This may be a very small snapshot of local business in 
my part of Essex, but it powerfully highlights the drop in 
business activity and high levels of uncertainty that thou-
sands of companies are facing right now.

 The BBC news website reported this week that a fifth 
of small businesses will not be able to survive the next 
four weeks and will run out of cash. Some are saying they 
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are being refused emergency loans from banks or being 
offered loans at ridiculously high rates of interest which 
would cripple their businesses. The powerful negative 
domino effect this will have on demand throughout the 
economy should not be underestimated.

How on earth are investors supposed to value business-
es at times like this and buy shares with any margin of 
safety against being wrong? Companies themselves have 
said they cannot provide guidance on short-term profits, 
so I’m not sure how outside investors have the confidence 
to accurately value shares.

If you believe that shares should be seen as part- 
ownership of a business as I do, then if you are buying 
shares today as an investor you are taking a view that the 
future profits are being undervalued by the stock market 
right now.

You may end up being right, but you have no visibil-
ity as to when businesses will start working again, how 
much the profits will be and how quickly they will get 
back to making the profits they have in recent years, let 
alone the forecasts that their share prices were based on 
until recently.

The big risk is that you are essentially gambling, specu-
lating that the bottom is in and the only way is up.

What the lockdown has done is to expose how fragile 
the economy really is. Property, cars, the student economy 
and large consumer electronics purchases are all highly 
dependent on the use of debt and the ability of people to 
pay it back. How do some people pay back existing debt 
or take on new debts to buy stuff if they haven’t got any 
cash? It’s very worrying.

Howard Marks from Oaktree Capital makes a very  
powerful point in his latest newsletter when he sets out 
the bull and bear case for the markets from here. He 
admits he is in the bearish camp (sadly, so am I if you 
hadn’t already guessed), pointing out that central banks 
can print as much money as they like, but if the economy 
doesn’t actually produce enough stuff because people are 
staying at home it will not make a blind bit of a differ-
ence. His worry is that there could be shortages when 
the economy does start to roll and that prices may go up, 
which could start off a nasty bout of inflation that house-
holds do not need.

I therefore cannot buy into an optimistic view that the 
worst is over. I think it is yet to come.

Good companies are not attractively valued
The other thing that dampens my enthusiasm is that good 
companies are still not very cheap compared with previ-
ous bear markets. Good companies can command high 
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valuations in a low interest rate world if all is going well 
and they can keep on churning out the growth. That argu-
ment weakens considerably at times like this when there 
is next to no visibility on short- to medium-term profitabil-
ity and no end to the coronavirus problem.

In recent weeks, I’ve been looking at various sections 
of the UK market to try and identify areas of opportunity. 
It has been a struggle. I still don’t think shares of good 
companies are particularly cheap compared with previous 
market bottoms, and I believe the situation we are facing 
at the moment is far more serious than when the market 
bottomed in March 2009 and March 2003.

Using data from SharePad, I’ve taken a look at the  
companies in my UK Quality Shares portfolio (and  
included a couple of quality bellwethers such as Unilever 
and Reckitt Benckiser) and compared their trailing PE 
ratios (based on last annual reported EPS) at the end of 
March 2020 with March 2009 and March 2003. It makes for 
a very sobering read.

What we can see here is that the valuations of most 
shares are way higher now than they were in 2009 
and 2003. Some of these companies have undoubtedly 
changed for the better since then, but cannot, in my  
opinion, explain the differences.

Low interest rates can probably explain some of it. 
Today, buying a 10-year UK government bond will give 
you a measly 0.3 per cent yield to maturity. In March 2009, 
it gave you 3 per cent and 4 per cent in March 2003. Low 
yields on bonds generally make shares more attractive 

Trailing PE ratios in March 2020 compared  
with March 2009 and March 2003

Company Close  31/3/20 Close  6/3/09 Close  12/3/03 PE  31/3/20 PE  6/3/09 PE  12/3/03
London Stock Exchange 7280 372 258 36.8 5.5 11.5

Halma 1921 149 102 36.5 9.8 11.8

Spirax-Sarco Engineering 8165 837 407 30.8 9.3 10.6

James Halstead 486 98 34 26.7 8.7 8.4

Avon Rubber 2305 37 169 25.4 9.1 8.3

Diploma 1614 96 64 25.1 6.2 10.5

Croda International 4272 492 236 23.1 9.6 12.3

Intertek 4726 844 332 22.2 12.1 12.5

Sage 592 177 125 21 11 15.9

Diageo 2587 764 604 19.9 13.1 13.3

RELX 1732 477 392 18.6 20.4 6.1

Greggs 1614 365 298 18 11.7 14.2

Reckitt Benckiser 6150 2507 945 17.6 15.3 16.4

JD Sports Fashion 458 14 7 16.1 3.8 7.4

Unilever 4076 1266 1124 16 8.1 18.9

Howden Joinery 512 14 107 14.7 1.7 11.1

Smith & Nephew 1435 455 341 14 8.2 30

Ashtead Group 1766 36 7 10.2 3 500
Source: SharePad
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and push up their PE ratios, but future growth is also a 
major driver of valuations as well.

In recessions it is the uncertainty about future profits 
that drives share prices down. The assumption is that 
profits will eventually recover, but today’s situation is  
unprecedented. With many businesses shut down, there 
will be many that are making losses and some will sadly 
not survive. Those that come out the other side will most 
probably be carrying more debt than they were before, 
which surely means that the equity value of such busi-
nesses must be lower than before.

Shareholder survival versus shareholder dilution
We are beginning to see an increase in equity issuance by 
businesses to shore up their finances. These are coming 
through fresh share placings rather than rights issues. SSP 
placed new shares that equated to nearly 20 per cent of its 
previous share capital recently, while this week has seen 
Auto Trader place 5 per cent.

Companies are opting for placings because they need 
cash quickly. Rights issues require a prospectus to be  
sent to existing shareholders and take much longer to 
raise cash. The good thing about rights issues is that they  
allow shareholders to maintain their stake in the business 
by giving them the right to buy new shares proportional  
to their existing holdings. Placings dilute existing  
shareholders.

Dilution may be a price worth paying to make sure that 
your shareholding actually hangs on to some value and 
can eventually recover, and I think most investors will  
accept this.

I do expect more placings over the next few weeks,  
especially if the current lockdown continues and  
coronavirus shows no sign of disappearing. The travel  
and leisure sector is the most obvious candidate. It would 
not surprise me if WH Smith follows fellow travel retailer 
SSP in raising fresh cash.

Perhaps the biggest dilution will come in the airline 
sector. easyJet has grounded its entire fleet and British 
Airways has grounded most of its. easyJet is also facing  
a huge row with its biggest shareholder and founder,  
Stelios Haji-Ioannou, who has demanded that the  
company cancel its orders for new planes from Airbus  
and is now calling for the removal of a board director.

IATA, the trade association for the world’s airlines, 
has come out and said it expects them to burn through 
$61bn in cash in the next three months. Clearly, many 
airlines will not be able to survive without an injection of 
cash. Furloughing the staff at British Airways and easyJet 
will bring some relief, but it is probably not going to be 
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enough. State aid rules make it complicated for govern-
ments to bail them out, but shareholders in airlines look 
to be in a very bad place right now.

It’s not all doom and gloom
Supermarkets are the most obvious beneficiaries of the 
current troubling times as people have stockpiled sup-
plies. Pets at Home has announced this week that people 
stocking up on pet food has given it a welcome boost. 
Both will be temporary, as customers will undoubtedly 
compensate by buying less when normal times resume.

Bioventix, the maker of antibodies came out with an 
excellent set of results this week and raised its half-year 
dividend by 20 per cent. James Halstead’s half-year results 
showed some modest growth, but it did announce a hefty 
dividend cut. It did offer some encouragement that a big 
increase in temporary hospitals would see robust demand 
for its vinyl floors over the next few months.

Property company Segro announced on Thursday that 
it felt confident enough to pay its 14.4p final dividend in 
May. National Grid said its dividend was fine for now, but 
did caution that bad debts from customers were expected 
to rise.
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