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Logical Thoughts

THE CONTINUING PANDEMIC...
Almost two years after the pandemic struck, the global economic recovery now has strong
momentum, kicked off in 2020 by huge, unprecedented fiscal and monetary stimulus and
now sustained by a robust capital expenditure cycle and solid household balance sheets.
The broad global economies appear to have suffered limited scarring, but policy choices
have an enduring impact. However, the emergence of the Omicron variant is a reminder that
COVID-19 remains a real downside risk for financial markets and global economies.
Energy sector hardest hit
After the World Health Organisation (WHO) designated the variant B.1.1.529 (Omicron) ‘a
variant of concern’, due to evidence that suggested several mutations may have an impact
on how it behaves, for example, on how easily it spreads or the severity of illness it causes,
volatility spiked in financial markets.
The energy sector was hardest hit (see chart 1 below). This was no surprise given what
happened to the price of oil two years ago when the COVID-19 pandemic began and the
negative impact on global energy demand.
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As the chart below highlights, the S&P/ASX 200 Energy Sector Index fell 7.35% in seven
trading days but after the WHO announced that preliminary data showed that while Omicron
may be more transmissible than previous variants it is not more severe…in fact milder, the
energy sector rallied +5.46% in 4 trading days. As expected, Woodside (-6.43%), Santos
(-8.28%) and Oil Search (-9.91%) are highly correlated to the index and have now recovered
sharply on the back of the WHO’s announcement.
Chart 1: Australian Energy Sector performance

Global technology stocks weighed on markets
Technology mega-cap stocks, the stars of the 2020 lockdown economy, fared worse during
the Omicron variant market volatility (see chart 2 below). Shares for Meta Platforms (formerly
Facebook), Netflix, Amazon and Microsoft were down between 3.4% and 11%. Meta and
Netflix fell furthest, declining roughly 10% each. Apple is the one exception, finishing flat
during the volatile seven trading days since markets first dipped. The sharp moves in
technology stocks highlight how quickly investments that were widely favoured by individual
and institutional investors alike, retreated, in some cases dragging the broader market lower
as they unravelled. Like the energy sector, technology stocks have bounced back on the
positive news from WHO.
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Chart 2: Global Technology Stocks: Meta Port (FB), Netflix (NFLX), Amazon (AMZN), Apple
(AAPL) & Microsoft (MSFT)

Many investors now expect the US Federal Reserve to raise interest rates next year after a
prolonged period of keeping them near zero, a policy that has propelled the US equity
markets to record highs over the past year. Poor performance comes as the influence of the
tech giants on the index wanes. In 2020, the five largest stocks—four of which were tech
giants—contributed more than a third of the US S&P 500 index’s returns…that’s down to 8%
in 2021.
Investors flock to the safety of government bonds
Unsurprisingly, the uncertainty around Omicron caused massive volatility in the multi-trilliondollar fixed interest market. Investors retreated to the safety of government debt even as
they digest the US Federal Reserve’s increasingly hawkish stance. In separate statements
last week, US Federal Chairman Jerome Powell and Reserve Bank of Atlanta President
Raphael Bostic both suggested the Fed could accelerate the end of its $120 billion-a-month
bond buying program in the face of inflationary pressures. This suggests that interest rates
and yields should continue to move higher in 2022.
Key risk and macro implications
If there is an emergence of a resistant strain of COVID-19 or an entirely new pathogen then
it may once again result in rolling lockdowns and massive disruptions to global and domestic
supply chains. This is a negative for global and domestic economic growth and may result in
further Government stimulus, leading to cyclical volatility and risking further expansion of
deficits. This is very positive for defensive assets like bonds in the short run as yields fall
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and the price of bonds rise, but a risk to the long-term growth of the economy. We should
expect greater volatility in equities and credit as there is uncertainty around future earnings,
but it’s a positive for real and “alternative” assets and commodities relative to public market
financial assets.
Final Comments
What the latest mutant strain of COVID-19 has demonstrated is that there remains a
heightened level of uncertainty and trepidation about what impact ‘a variant of concern’
may have on the global economy and financial markets.
This was reflected in the speed of policy reaction by Governments around the world who
closed their borders to Southern Africa within a matter of hours. Also, investors reacted
quickly by selling out of stocks (sensitive to COVID-19) and driving their share prices
materially lower.
Even though it’s entirely possible that the existing vaccines and booster shots might still be
effective or can be tweaked in a matter of weeks or months to fight the new variant, the
new virus and any additional ‘variant of concern’ adds further uncertainty to the
macroeconomic and policy outlook over the next few months.
What the recent market volatility has shown is that if Australian equity risk represents a
high proportion of a portfolio’s total risk, then when
Whatanother
Will be‘variant
Paid? of concern’ event
transpires, it is likely portfolios will exhibit heightened negative price volatility.
At Logical we try and reduce this equity risk and diversify through ‘best of breed,’ unlisted
managed investment funds across multiple asset classes (including property, commodities,
infrastructure, private equity & debt, credit, fixed interest and equities). This gives our
clients exposure to a wide range of investments helping to spread the overall risk and
dampen the price volatility.

Logical’s key goal is always to construct portfolios in line with one’s risk tolerance
and profile and then create strategies containing multiple asset classes and
quality, best of breed investments that over the long-term investment horizon,
increases the likelihood of meeting one’s overall target objectives (which is often
retirement planning, encompassing longevity planning and finally estate planning).
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MAGELLAN FINANCIAL GROUP
Much has been written and spoken about in all forms of the media in the last 6 months with
regard to Magellan and their very high-profile Chief Investment Officer, Hamish Douglass.
Some of the criticism has bordered on ridiculous and it reminds us that many have very short
memories and that “tall poppy” syndrome is still alive and kicking in Australia.
Most of the media don’t understand the real issues and thus messaging is confusing to the
public potentially leading to bad investment decisions.
As an independently owned consulting advice practice it is certainly not our role to defend
Magellan or indeed Hamish, but we would remind people that Magellan’s flagship unlisted
wholesale Global Fund, which many of our clients have had a long association with, has
more than delivered on long term return expectations. As such, we remind everyone that
sensible investing is a marathon and not a sprint.
So, we thought it appropriate to include a link below to a short Q&A between Hamish and
Graham Hand, Managing Editor of Firstlinks, which answers most of the important questions
that actually should be asked and answered.
https://www.firstlinks.com.au/hamish-douglass-movie-hasnt-ended-yet

5

16 DECEMBER 2021

LOGICAL THOUGHTS

Gavin has been an investment specialist for more than 20
years and is the head of Investment Research at Logical.
Gavin's qualifications include a Masters of Applied Finance
(Macquarie University), Bachelor of Agricultural Economic
(Sydney University), Graduate Diploma of Applied Finance
and Investment (Finsia) and he is currently studying a Master
of Financial Planning at the University of New South Wales.

Gavin Shepherd
Portfolio Construction & Investment
Research Manager

Steve has been in the industry for over 30 years and is a
senior adviser and director at Logical.
Steve is a Certified Financial Planner (CFP), he holds a
Diploma of Financial Planning (Deakin University and RMIT)
and an Advanced Diploma of Financial Services, with a
specialist SMSF accreditation.

Steve Blaker
Certified Financial Planner,
Director

DISCLAIMER: This newsletter contains information of a general nature only. The reader should not act on the information contained in this newsletter,
but should seek professional advice tailored to their personal situation, needs and objectives. Whilst every care has been taken as to the accuracy of
the contents published herein, no warranty is given, or liability accepted by Logical as to the correctness of the information.

