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Summary 
 UK equities fell sharply in March as concerns over the coronavirus escalated. 

 Gross of fees, the fund underperformed the FTSE All-Share.  

 Detraction from the long book outweighed the gain from the short book. 

 In the long book, we initiated new positions in Rentokil and BHP. 

Market Background 
The FTSE All-Share lost 15.1% in March. UK and global equities experienced the 
worst sell-off since the financial crisis, and volatility spiked as the Covid-19 
pandemic worsened in Europe and the US. As lockdowns were imposed across 
the world to tackle the outbreak, fears mounted about the ensuing demand shock 
and disruption to supply chains. Corporate cash flows have been particularly 
impacted, and many firms have announced several cash conservation measures, 
such as dividend cuts. The market turbulence was heightened by a further 
collapse in oil prices, triggered by a Saudi-Russia price war. This was a further 
headwind for the UK market, due to its significant energy exposure. 

Central banks in the UK and elsewhere responded to the virus with a wave of 
emergency interest-rate cuts and liquidity injections, while governments unveiled 
fiscal stimulus plans accompanied by ‘whatever it takes’ rhetoric. While these 
measures were not seen as ‘silver bullets’, equities did respond favourably to the 
US government’s fiscal stimulus package towards the end of March. Sentiment 
was also buoyed as China’s officially compiled manufacturing purchasing 
managers’ index (PMI) suggested that the sector unexpectedly returned to 
growth in March, following a sharp contraction in February caused by lockdowns. 

The UK’s manufacturing and services PMIs indicated that activity contracted in 
March. The reading for the dominant services sector was the weakest since 
records began, suggesting GDP growth is set to contract in the first quarter.  

Amid the heightened volatility, correlations in markets increased: most sectors 
and firms were impacted, particularly those with high debt levels. The consumer 
discretionary sector was the worst performer in the FTSE All-Share. Travel, 
leisure and retail stocks have been severely hurt by the virtual halt to tourism and 
footfall at stores. Industrials lagged too, on concerns about the disruption to 
supply chains. Healthcare, consumer staples and utilities held up relatively well, 
as investors sought defensives. Healthcare stocks were further buoyed by an 
upswing in interest amid a race for tests, drugs and vaccinations for the virus. 

Performance 
Gross of fees, the fund was down 16.9% in March and lagged the FTSE All-
Share.   

The underperformance was due to the long book, which fell 16.7% and detracted 
227 basis points (bps) in relative terms. 

Returns were hampered by the outperformance of AstraZeneca, which the fund 
does not hold, and by detraction from our travel- and events-related names such 
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as SSP, easyJet and ITV. Additionally, selected financial names underperformed owing to heightened 
volatility and the pressure in credit markets.  

Weir was another detractor, amid concerns over faltering industrial demand, and disruptions to the 
company’s factories as a result of the lockdowns. We believe that Weir’s shares have been excessively 
penalised, and that the firm’s business model is resilient.  

Positive contributors included defensives such as Tesco and Reckitt Benckiser. Both stocks also benefited 
from the expected boost to revenues from consumers stockpiling groceries and other essential goods as a 
result of the pandemic. Reckitt Benckiser is exposed to some of the faster-growing categories in the 
household personal-care sector and boasts strong brands with robust market positions. Following the firm’s 
significant reinvestments, we feel that operational performance can improve, and that growth and margins 
can rebound faster than expected. A new management team brings prospects of a more clearly delineated 
strategy. 

Rio Tinto also outperformed, rallying towards the end of the month following news of the US fiscal stimulus 
and as South Africa’s announcement of a three-week lockdown eased earlier concerns about supply 
outstripping demand. 

The short book was down 17.8%. It underperformed the FTSE All-Share, and hence contributed positively to 
relative performance (+41 bps). The positions in a maker of hazard-detection products and a speciality-
chemicals firm were particularly disadvantageous. However, our shorts in an aerospace components 
manufacturer and an online rail-ticketing platform added value, given the virtual halt to travel and tourism. 

Activity 
We added pesticides manufacturer Rentokil to the long book. We are positive about the firm’s moves to 
mitigate the impact of lower demand for its products from the hotel industry. These measures include 
reducing wage costs and putting acquisitions temporarily on hold. At the same time, increased sales of 
hygiene products should be beneficial. We are also optimistic about Rentokil’s strengthening position in 
several expanding markets. 

BHP was another new holding, as part of our move to increase exposure to potential beneficiaries of fiscal 
and monetary stimulus. Similarly, we also topped up our holdings in CRH and Berkeley. 

We rotated the fund’s consumer exposure by exiting Carnival – we felt that the firm’s financial risk is now 
greater – and by topping up holdings in staples such as Tesco and British American Tobacco.  

We initiated a short in a supplier of assurance and testing services. We closed our positions in the 
aforementioned rail-ticketing platform, a sports-fashion retailer, a variety retailer and a bookmaker.  

Outlook 
The coronavirus has delivered a clear jolt to the world economy, which we feel cannot be entirely offset by 
the substantial monetary and fiscal stimulus measures currently in train. That said, the magnitude of stock 
market falls means that this is already being factored in to some degree. 

While the situation is evolving rapidly, the dislocation should create opportunities for us to capture value 
through our robust process and active management.  

We expect a wave of refinancing to sweep the market as companies seek to shore up liquidity and, just as in 
2009, this can be a fantastic opportunity for long-term, bottom-up investors. The key is to identify decent 
businesses unduly caught up in the crunch – and, of course, to avoid throwing good money after bad. 
Elsewhere, the prospects for selected domestic cyclicals appear interesting as, before the virus emerged, 
these stocks had already suffered from a ‘Brexit malaise’ since the EU referendum. 

We are confident that a well-constructed and balanced portfolio with a diversified set of exposures, coupled 
with accurate and disciplined active management, can navigate the market’s vagaries.  
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 Important information: For internal use and for Professional and/or Qualified Investors only (not to be used with or passed on to retail clients). 
Past performance is not a guide to future performance. The value of investments and any income is not guaranteed and can go down as well as up and may be affected by exchange rate 
fluctuations. This means that an investor may not get back the amount invested. 
Threadneedle Specialist Investment Funds ICVC (“TSIF”) is an open-ended investment company structured as an umbrella company, incorporated in England and Wales, authorised and 
regulated in the UK by the Financial Conduct Authority (FCA) as a UCITS scheme. 
TSIF is registered for public offer in Austria, Belgium, Denmark, France, Germany, Ireland, Italy, Luxembourg, the Netherlands, Portugal, Singapore, Spain, Sweden and the UK. Shares in 
the Funds may not be offered to the public in any other country and this document must not be issued, circulated or distributed other than in circumstances which do not constitute an offer to 
the public and are in accordance with applicable local legislation. 
TSIF is registered with Danish Financial Services Authority for marketing to professional investors only. The Funds may not be offered or sold to retail investors in Denmark. 
TSIF is authorised in Spain by the Comisión Nacional del Mercado de Valores (CNMV) and registered with the relevant CNMV's Registered with number 481. 
Het compartiment is op grond van artikel 1:107 van de Wet op het financieel toezicht opgenomen in het register dat wordt gehouden door de Autoriteit Financiële Markten. / Pursuant to 
article 1:107 of the Act of Financial Supervision, the subfund is included in the register that is kept by the AFM. 
Shares in the Funds may not be offered, sold or delivered directly or indirectly in the United States or to or for the account or benefit of any “U.S. Person”, as defined in Regulation S under 
the 1933 Act. 
This material is for information only and does not constitute an offer or solicitation of an order to buy or sell any securit ies or other financial instruments, or to provide investment advice or 
services. 
Subscriptions to a Fund may only be made on the basis of the current Prospectus and the Key Investor Information Document, as  well as the latest annual or interim reports and the 
applicable terms & conditions. Please refer to the ‘Risk Factors’ section of the Prospectus for all risks applicable to investing in any fund and specif ically this Fund. The above documents are 
available in English, French, German, Portuguese, Italian, Spanish and Dutch (no Dutch Prospectus) and can be obtained free of charge on request from Austria: Raiffeisen Zentralbank 
Österreich AG, Am Stadtpark 9, 1030 Wien; in Belgium: J.P. Morgan Chase Bank Brussels, 1, Boulevard du Roi Albert II, 1210 Brussels; in France: BNP Paribas Securities Services, 66 rue 
de la Victoire, 75009 Paris; in Germany: JP Morgan AG, Junghofstr. 14, 60311 Frankfurt; in Ireland: J.P. Morgan Bank Administ ration Services (Ireland) Limited, J.P. Morgan House 
International Financial Services Centre, Dublin 1; in Italy: State Street Bank S.p.A., via Col Moschin 16, 20136 Milano; in Luxembourg: State Street Bank Luxembourg S.A., 49 Avenue J. F. 
Kennedy, 1855 Luxembourg; in the Netherlands: Fortis Intertrust, Rokin 55,  1012 KK Amsterdam; in Spain: any appointed distributor listed on the Spanish Financial Regulator’s website 
(www.cnmv.es); in Sweden: from Skandiaviska Enskilda Banken AB (publ), Sergels Torg 2, 106 40 Stockholm;  in the UK; Columbia Threadneedle Investments’ Client Services department 
P.O. Box 1331, Swindon SN38 7TA. 
 
Please read the Prospectus before investing. 
 
This document is distributed by Columbia Threadneedle Investments (ME) Limited, which is regulated by the Dubai Financial Services Authority (DFSA).  
For Distributors: This document is intended to provide distributors with information about Group products and services and is not for further distribution.  
For Institutional Clients: The information in this document is not intended as financial advice and is only intended for persons with appropriate investment knowledge and who meet the 
regulatory criteria to be classified as a Professional Client or Market Counterparty and no other Person should act upon it. 
 
The mention of any specific shares or bonds should not be taken as a recommendation to deal. 
 
This document is a marketing communication. The research and analysis included in this document have not been prepared in accordance with the legal requirements designed to promote 
its independence and have been produced by Columbia Threadneedle Investments for its own investment management activities, may have been acted upon prior to publication and is made 
available here incidentally. Any opinions expressed are made as at the date of publication but are subject to change without notice and should not be seen as investment advice. Information 
obtained from external sources is believed to be reliable but its accuracy or completeness cannot be guaranteed. All source information used in the preparation of this document is available 
on request. This document should be read in conjunction with the appropriate fund factsheet for the same fund. The mention of any specific shares or bonds should not be taken as a 
recommendation to deal. 
 
Issued by Threadneedle Investment Services Limited. Registered in England and Wales, Registered No. 3701768. Registered Office: Cannon Place, 78 Cannon Street, London EC4N 6AG 
United Kingdom. Authorised and regulated in the UK by the Financial Conduct Authority. Columbia Threadneedle Investments is the global brand name of the Columbia and Threadneedle 
group of companies. Benchmark Index is the FTSE All Share. Performance attribution source FactSet, calculated using a daily t ime-weighted methodology based on gross returns as at 
global close on the last working day of the month. columbiathreadneedle.com  
 


