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IRRATIONAL BEHAVIOUR
Investors can be strange creatures.
We wait until the market has risen before we are willing to buy. We
sell when the market has plunged. Worse still, we hold on to a
floundering stock, waiting for it to regain the price that we paid for
it.
Why do we behave irrationally? Why do we wait for validation from
others before we are prepared to make a move? Why do we panic
when markets drop, even though we knew it was going to happen?
And why do we become attached to lame ducks, when selling
them and moving on would give us a chance to recoup our money
elsewhere?
Many theories abound: if we look back as far as the 18th century,
economists such as Adam Smith were seeking explanations for the
behaviour of individuals and markets. More recently, the study of
behavioural finance has gained mounting levels of interest.
Increasingly, asset managers are using pricing models to take
behavioural biases into account, as they believe it gives them an
advantage.
Behavioural finance suggests that people often make decisions
based on so-called rules of thumb, rather than on rational analysis.
It explores the theory that the way a problem is presented can
affect the outcome (a process called “framing”). This suggests that
market inefficiencies are not the only way to explain outcomes that
fly in the face of rational expectation. Two of the most influential
psychologists in the field are Daniel Kahneman and Amos Tversky.
In 1979, they published a paper comparing models of rational
economic behaviour with decision making during times of risk and
uncertainty.
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This paper – Prospect Theory: an analysis of decision under risk –
sought to explain anomalies in the way investors and financial
markets react. These theories help to explain why many investors
were pulled into phenomena such as the technology boom (too
late, in many cases, to make any real profit), despite the irrational
theories that tend to support the investment theses. They explore
why we continue to avoid markets that have underperformed in the
past, despite clear signs of future long-term potential. They also
help to explain why we become emotionally attached to some
investments long after they have started to go wrong, and why we
lose our nerve and sell out of a falling market at the moment when
our loss is at its greatest.
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As a business our key priorities centre on continuing to provide a high level of client service and providing a safe
environment for our staff.
We would like to reassure you that we have robust plans in place to ensure that we remain fully operational. It is
possible that there may be some elements of our service that might look slightly different during this period and we
would ask for your acceptance of that.
In the event that the office is temporarily closed, we have plans in place to manage our postal deliveries. We also
have remote access to most of our day to day functionaity so it willl remain business as usual. However, it would
greatly assist during this period if you could communicate with us by email or telephone. Whilst telephones may be
re-directed to another site in the event of the office closure, your call will be connected as quickly as possible. In the
event that Claire or Malcolm are unwell you will be put through to another member of the team who will deal with
matters, who are all trained to deal with your enquiries.
We will have no face-to-face client meetings during this difficult time and do have web conferencing software available
if you prefer a remote but face to face meeting.
If you have not already done so then you can contact us and arrange for access to our secure portal where you can
view valuations and send us secure messages.
With regards investment portfolios, trying to 'time the market' is the reserve of only the highest risk investors. We will
not be drawn into 'gambling' with your savings as we continue to believe that 'time in the market' will prevail, just as it
has done in all previous crises.
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In these difficult market conditions there are options that those taking
income from their portfolios may wish to consider:
1. Reduce the level of withdrawal taken
If your expenditure exceeds your income then you may wish to consider
reducing the amount withdrawn
2. Pause withdrawals temporarily
If you have cash reserves then you may decide to stop withdrawals until
the stockmarket stabilises
This can reduce the 'drag' on the portfolio that taking a fixed income from
a smaller fund can have. If you would like to discuss this in more detail
please contact the office.
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Fed cuts rates to near-zero

In an unprecedented move, the US Federal Reserve (Fed) announced its
second consecutive emergency rate cut as central banks around the world
launched co-ordinated action to support the global economy. Fed Chair Jay
Powell acknowledged the “profound effect” of the coronavirus on the global
population and economy. The Fed cut its key federal funds rate by one
percentage point to almost zero, reducing it to a range of 0% to 0.25%.
The federal funds rate last hit this level in 2008, and it remained there for
seven years, until 2015. The central bank had previously cut the its key
interest rate on 3 March by one-half of a percentage point. The members of
the Federal Open Market Committee (FOMC) voted by nine to one in favour
of the cut, with one official favouring a more modest cut to a range of 0.5% to
0.75%. In its statement, the Fed said: “The Committee expects to maintain
this target range until it is confident that the economy has weathered recent
events and is on track to achieve its maximum employment and price stability
goals”.

Profits warnings as the coronavirus bites

President Donald Trump – who has made no secret of his dissatisfaction with
Chair Powell and the Fed – welcomed the move, commenting: ““It makes me
very happy … I didnʼt expect this, and I like being surprised”. Only the day
before, President Trump had reminded listeners that he had the right to
remove or replace Chair Powell.

Share prices tumbled during February as the extent and severity of the coronavirus continued to intensify. By the end
of the month, 85,403 cases had been confirmed worldwide, with 23 cases in the UK. Over February as a whole, the
FTSE 100 Index fell by 9.7% while the FTSE 250 Index dropped by 8.6%.

The Fed also announced US$700 billion-worth of quantitative easing
measures, comprising US$500 billion-worth of Treasury bonds and US$200
billion-worth of mortgage-backed securities. The central bank intends to use
its “full range of tools” to support the economy, warning: “The effects of the
coronavirus will weigh on economic activity in the near term and pose risks to
the economic outlook”.

Travel and leisure companies were particularly hard-hit by the spread of the coronavirus: British Airways parent
company IAG warned that its profits would be affected by the virus, but was unable to quantify the impact at this stage.
While IAGʼs share price fell by 17.1% over February as a whole, budget airline easyJet dropped by 21%. The share
price of holiday company TUI Travel declined by 22.9%, and cruise company Carnival dropped by 21.9%. Primarkʼs
owner – Associated British Foods – warned that disruption to production in China could harm the availability of some
of its products. ABFʼs share price fell by 14.1% over the month.

Meanwhile, six major central banks – the Fed, the Bank of England (BoE),
the European Central Bank, the Bank of Canada, the Bank of Japan, and the
Swiss National Banks – will work together to boost global liquidity and ease
the supply of credit to households and businesses by increasing banksʼ
access to US dollars. A joint statement from BoE Governor Mark Carney and
incoming Governor Andrew Bailey commented: “These new operations will
help ease strains in global funding markets, thereby supporting the supply of
credit to households and businesses”.

Meanwhile, Standard Chartered – which derives a large proportion of its earnings from Asia, and from China in
particular – issued a profit warning, and its share price fell by 10.9% during February. The Government published its
approach to negotiations on its future relationship with the EU during February. The UK is aiming to achieve a trading
relationship with the EU along similar lines to the EUʼs agreements with Canada, Japan or South Korea. Nevertheless,
the UK remains prepared to call off trade discussions if there is no “broad outline” of an agreement by June, in which
case it would consider changing its focus to concentrate on domestic preparations on WTO terms.

Weathering the Storm
Thereʼs no doubt that periods of market volatility can be very unsettling
for investors. Nevertheless, history shows us that, although equities can
certainly be risky in the short term, they remain the best-performing asset
class over the long term. Although market instability can be unnerving
and hard to tolerate, it can also create attractive opportunities. During
periods of general market decline, the share prices of high-quality
businesses tend to fall alongside those of companies that are
experiencing genuine problems. These instances provide astute investors
with an opportunity to pick up high-quality stocks at bargain prices,
boosting their overall portfolio in the process. Even the most experienced
investment professionals cannot ʻtimeʼ the market consistently. It is all but
impossible to assess whether prices have peaked or troughed. Instead,
during periods of market instability, take the time to assess your own
particular situation. Ask yourself one key question: ʻHave my goals
changed?ʼ Itʼs always worth taking the time to ensure that your portfolio
is on track to achieve your long-term aims whilst weathering the
shorter-term storms.
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The UKʼs Chief Brexit negotiator David Frost called for a “Canada Free Trade Agreement-type relationship” with the
EU. However, the EUʼs Chief Brexit Negotiator, Michel Barnier, said: “The UK says it wants ʻCanada'. But the problem
with that is that the UK is not Canada ... our relationships with the UK and with Canada are worlds' apart”. The British
Retail Consortium (BRC) called on the UK to reach “pragmatic solutions and agreements” with the EU, warning:
“Higher tariffs and extensive checks will harm consumers, retailers, and the UK economy. The BRC believes that
“excessive or avoidable” checks would lead to delays, higher costs and increased administration for UK businesses,
and higher prices and reduced availability for consumers. Article: Gilt yields fall as investors head for the hills
Government bond yields dropped sharply during February as the coronavirus continued to spread across the world,
fuelling concerns over the impact on global economic growth. Worried investors hurried towards the “safe havens” of
government bonds and gold, and drove down the yield on the benchmark UK Government bond to its lowest level for
four months. Over February as a whole, the yield on the benchmark UK gilt fell from 0.53% to 0.44%. The UK
Government unveiled its negotiating stance towards its future relationship with the EU. The EUʼs Chief Brexit
Negotiator, Michel Barnier, said that the EU is ready to grant the UK “super-preferential access” to EU markets, but
the UK has to accept EU standards. According to credit ratings agency Standard & Poorʼs (S&P), the closer the UK
remains aligned to EU regulatory standards, the lower tariffs and trade quotas with the EU are likely to be. Meanwhile,
credit ratings agency Fitch highlighted some of the potential “flashpoints” for the negotiations – including fisheries and
the enforcement of Northern Ireland border arrangements – and outlined various possible scenarios, including a trade
“cliff-edge” or even an extension to the transition period.
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