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UK companies cancel dividends
Although March was painful for most investors, income-seeking investors probably felt an additional level of pain. As
UK interest rates fell to an all-time low of 0.1% and gilt yields plunged, a raft of UK companies cancelled their
dividends in a move designed to shore up their balance sheets.
As well as affecting stock market returns, a sharp drop in dividend income will have a significant impact on investors
who depend on the payments for their income. The FTSE 100 Index fell by 13.8% during March and by 24.8% over
the first three months of the year. Meanwhile, the FTSE 250 Index fell by 21.9% over the month and by 31% over the
quarter. In March, the yield on the FTSE 100 Index increased from 5.01% to 5.78%%, while the FTSE 250 Index’s
yield rose from 3.42% to 4.26%. In comparison, the yield on the benchmark UK gilt fell from 0.44% to 0.35%.
UK dividend payouts reached record levels during 2019, according to Link Asset Services’ Dividend Monitor, rising to
£110.5 billion over the year. 2020, however, is set to look slightly different as some of the biggest payers have
cancelled their dividends in the face of the unfolding coronavirus crisis. Having come under intense pressure, UK
banks agreed to scrap dividend payouts and share buybacks for the rest of 2019 through 2020. The move bolsters the
banks’ scope to absorb financial shocks, and also boosts their ability to lend to companies and households. Banks will
also refrain from paying cash bonuses to their senior executives.
The most immediate impact to this decision was felt by Barclays' investors, who had been due to receive their full-year
payout early in April. In a separate move, the Prudential Regulation Authority (PRA) urged insurance companies to
think before making any moves to pay dividends or bonuses. Marks & Spencer cancelled its final dividend and
abandoned non-essential capital spending. High-street retailer Next said that it still aims to pay a dividend, but will
defer its decision until June. InterContinental Hotels cancelled its dividend, while hotel and restaurant operator
Whitbread cancelled its payout and cut all discretionary spending. Elsewhere, builders’ merchant chain Travis Perkins
scrapped its dividend and paused the demerger of DIY chain Wickes. On a brighter note, investment trust Alliance
Trust increased its dividend for a 53rd consecutive year.
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As the lockdown continues we want to reassure you that all our staff are
working hard to ensure that it is business as usual for our clients. The
phone lines continue to be answered, staff have access to their emails
and we are working remotely as much as possible.
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We would like to thank all our clients for their continued support and
understanding. Many have had to find alternative ways to get information
to us and we want you all to know it is very much appreciated.
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We would also like to show our thanks to all the key workers, particularly
those in the NHS, who are keeping us all safe.
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Being paid to hold oil!
We are all aware that we are living through an unpredented time, one which
will form part of the history books. And yet we still have the capacity to be
shocked by what is happening around the world.
At no point did anyone ever imagine that the oil price would fall below zero.
While we are still seeing cars on the road, more online deliveries than ever
and the Chinese economy beginning to open up, it is difficult to imagine that
there is actaully too much oil being produced. Unlike a tap, it is not as easy
to reduce the supply of oil, due to the very nature of its production. Demand
has fallen by 20% yet the Saudi's and Russians have only agreed to reduce
supply by 10%, and not until June. Some would say this is too little, too late.
So until June suppliers are having to find storage for the commodity. And
let's face it, it is not like stockpiling toilet rolls. If you have bought an oil
future, to secure a particular price, you have 2 options; take delivery or sell
the future to someone else. With limited buyers, particularly with a falling
price, delivery must be taken. If you don't have the capacity to do so then
you have to pay someone else to store it for you - hence the negative oil
price. On 21st April in the US, refiners went on strike, so storage space ran
low.
Here in the UK the oil price is down to $20 a barrel - cheap but not as cheap
as the tabloids would lead you to believe. On my half mile journey to drop
essential suppliers to my parents there were 5 oil deliveries taking place on
Thursday. Fuel bills will fall and we may all benefit in the short term but there
is a consequence to this - lower prices mean lower investment and
exploration which will have long term implications.
More shocks will come as we move forward, let's hope they are pleasant
ones.

US rates fall to near-zero
Share prices fell sharply in the US during March as the coronavirus
pandemic continued its spread, and the yields on ten-year and 30-year
Treasury bonds fell to all-time lows.
President Donald Trump declared a national emergency and the Senate
passed a coronavirus aid bill worth US$2 trillion. The package included
direct payments of US$1,200 to adults earning US$75,000 or less, with
US$500 for each child, alongside additional unemployment aid, help for
businesses, and US$100 billion-worth of health care spending.
The Dow Jones Industrial Average Index dropped by 13.7% in March,
and by 23.2% over the first three months of the year. During March,
every S&P industry sector ended the month in negative territory. During
March, the Federal Reserve (Fed) implemented two consecutive
emergency cuts in interest rates, bringing down the key federal funds rate
to a range of 0% to 0.25% in a bid to shore up the economy. The central
bank also extended its programme of asset purchase.
Authorised and regulated by the Financial Conduct Authority. This newsletter does not constitute financial advice.

INVESTMENT UPDATE

APRIL 2020

UK interest rates reach all-time low
Against the backdrop of heightened uncertainty caused by the intensifying coronavirus crisis, investors continued to
lose their appetite for risk during March, and government bond yields continued their decline.
Over March as a whole, the yield on the benchmark UK gilt fell from 0.44% to 0.35% and the pound posted a sharp
decline against the US dollar.
The Pension Protection Fund (PPF) warned that a sharp drop in bond yields increases the deficit in defined-benefit
pension schemes. According to the PPF’s ‘Purple Book’, a fall of 0.1 percentage point fall in nominal and real gilt
yields increases defined benefit pension scheme liabilities by 1.9%.
The Bank of England (BoE) reported a deterioration in conditions in the UK gilt market as investors focused on
“shorter-dated instruments that are closer substitutes for highly liquid central bank reserves”. During the month, BoE
policymakers implemented two emergency interest-rate cuts, reducing the key base rate from 0.75% to 0.25%, and
finally to a fresh all-time low of 0.1%.
Warning of the “risk of an economic shock that could be sharp and large, but should be temporary”, the central bank
also increased its programme of asset purchases to £645 billion. Andrew Bailey took over in March as Governor of the
BoE from Mark Carney and will serve an eight-year term.
During March, Chancellor of the Exchequer Rishi Sunak unveiled a Budget designed to address the economic impact
of the coronavirus. The Office for Budget Responsibility (OBR) described the Budget as “the largest sustained fiscal
loosening” since 1992. The OBR downgraded its economic growth forecast for the UK this year from 1.4% to 1.1%,
although this prediction was published before the coronavirus crisis deepened.
Later in the month, the Chancellor announced additional measures to provide additional economic support and to help
the self-employed, warning: “We have never, in peacetime, faced an economic fight like this one”. UK economic
growth remained flat in the three months to January, and the annualised rate of consumer price inflation eased from
1.8% in January to 1.7% in February. Inflation is expected to have fallen further in March, dragged down by falling fuel
prices and a steep decline in demand for non-essential consumer goods and services.
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Fears grow over Japan’s lon
As the coronavirus intensified its grip, officials at the Bank of Japan
(BoJ) increased monetary stimulus measures in an emergency
meeting in a bid to soothe investors’ jitters. BoJ policymakers are
worried that the economic crisis caused by the virus could push
Japan’s economy into recession; the country’s economic growth
was faltering even before the virus began to spread, undermined
by a general global slowdown as well as an increase in
consumption tax in October and growing fears over the likelihood
of recession were compounded by the government’s decision to
postpone this summer’s Olympic Games. Prime Minister Shinzo
Abe pledged to make “every effort” to contain the virus, promising:
“Afterwards, we will implement bold and strong economic and
fiscal policies to return the Japanese economy to a stable growth
path, aiming at a V-shaped recovery”. The Nikkei 225 Index fell by
10.5% during March and by 20% over the first three months of the
year. In comparison, the Topix Index declined by 7.1% during
March and by 18.5% during the first quarter, and the TSE Second
Section Index fell by 13.7% over the month and by 28.1% over the
first quarter. The Reserve Bank of Australia (RBA) cut its key rate
twice in less than three weeks to a fresh all-time low of 0.25%, and
indicated that interest rates are likely to remain unchanged for
some time. The RBA also introduced quantitative easing measures
for the first time. RBA Governor Philip Lowe warned that the
coronavirus represented “a major economic problem, which is
having deep ramifications for financial systems around the world …
Understandably, our communities and our financial markets are
both having trouble dealing with a rapidly unfolding situation that
they have not seen before”. Australia’s government announced
measures to support jobs and businesses as they attempt to deal
with the impact of the virus. The ASX All Ordinaries Index fell by
21.5% during March and by 24.9% over the first quarter. South
Korea’s central bank cut its key interest rate by 0.50 percentage
points to 0.75% in a move designed to alleviate the impact of the
coronavirus. Officials at the Bank of Korea (BoE) also implemented
additional measures to ease borrowing conditions for companies.
The Kospi Index fell by 11.7% during March and by 20.2% over the
year to date.
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