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The speed and magnitude of the 
Covid-19-induced sell-off that 
triggered in March was of historic 
proportion – no market was left 
unscathed. While we wait and see 
as to how a sustained recovery may 
play out, one theme that has become 
apparent for emerging market (EM) 
investors is price dislocation. 

While April’s early rebound 
looked robustly positive at a high 
level, digging deeper into the 
numbers shows a mixed picture. 
The performance of the sub-asset 
classes within the EM universe 
was far from consistent – we saw 
meaningful divergence within 
corporate and sovereign assets. 

Among EM corporates, the 
index was up some 4%, with high-
yield names leading the way and 
registering returns in the region of 
6%. Conversely, the sovereign index 
gained a more modest 2% with 
high-yield names returning less 
than half of the performance they 
delivered on the corporate side. 

What drove this dislocation? In 
our view, investors held back in the 
sovereign market as they wait to 
understand the path of governments 
over the next 12 months. Corporates 
faired better given the broad spread 
of geographies that make up the EM 
universe – many ‘postcodes’ can 
result in a more diverse opportunity 
set, especially in Asia, where Chinese 
real estate names delivered. 

One surprise ‘winner’ of the 
dislocation was local currency 
bonds. Asia again led the way with 
an impressive 6% return thanks to 
both rates and FX appreciation. 

We expect to see continued 
differentiation in local currency 
markets over the coming months.

With a ‘W’-shaped recovery 
looking more likely for EM than 
the classical ‘V-shaped’ rebound, 
volatility and dislocation are likely 
to become a market mainstay for 
some time. 

We believe now more than ever 
is the time for unconstrained 
thinking – when we do not know 
where the next surprise ‘winner’ 
is going to come from, or indeed 
the next invisible threat, ability 
and adaptability seem like the 
order of the day.   
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Investors who have sat out the bull 
market in precious metals may 
wonder if they have missed the 
train. The gold price recently hit an 
eight-year high, but the good news is 
potentially more big gains lie ahead.  

Valued in sterling, gold has already 
outperformed all other major asset 
classes since 2000, which belies 
its cult image as a speculative 
investment. Consistent with our 
long-held view, the metal remains in 
a primary 20-year bull market that 
is likely to peak in the next 12-to-18 
months, potentially with a blow-out 
top in prices Notably, 40% of the 
entire gains in the last great bull 
market of 1960-1980 were made in 
the last nine months.

Prospects are even more bullish 
for silver, which looks very cheap 
relative to gold. The gold/silver 
price ratio  fell to an all-time low 
in March this year but it has since 
started to narrow the gap. 

The strongest driver for both 
metals is the unprecedented 
quantity of money being printing 
by central banks worldwide to 
stave off a global economic slump 
caused by the Covid-19 pandemic.  
The US Federal Reserve alone 
is likely to increase its balance 
sheet by $4trn this year. Together 
with massive stimulus from 
other authorities, we expect this 
eventually to stoke inflation. 

With US interest rates moving 
towards negative, investment 
demand for gold and silver has 
soared,  spurred by their safe-haven 
status as a store of value. Gold-
backed exchange traded funds 
increased their holding of the metal 

by seven-fold year-on-year in the first 
quarter of 2020. Central banks have 
also continued to be buyers though 
not at the rates seen in recent years. 
Jewellery demand fell however. 

 While gold and silver have long 
been considered as one of the best 
hedges against inflation, historically 
gold and silver mining equities 
outperform the physical metals by 
several times. Any balanced portfolio 
should have a meaningful exposure 
to such equities. Our own strategy 
is to have a significantly overweight 
position in both gold and silver 
equities with a strong bias for silver 
due to its greater upside potential 
and relative value.  

Short term, both metals’ prices 
could drift lower due to seasonal 
factors before picking up the pace 
again this autumn. It may provide 
the last big buying opportunity for 
latecomers to climb abroad. 
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(IA) Global Emerging Markets: Over three years
3yr % chg Rank Vol monthly Fund size (£m) Morningstar ratingTM

Top 5

Baillie Gifford Em Mkts Lead Coms 21.38 1 4.95 663.88 QQQQQ
Vontobel mtx Sust EmMkts Ldrs 21.33 2 4.03 4,453.42 QQQQQ
BlackRock Emerging Markets 20.97 3 4.43 361.07 QQQQQ
Quilter Inv Em Mkts Eq Gr 20.37 4 4.48 145.98 QQQQQ
JPM Emerging Markets 17.65 5 4.47 1,901.19 QQQQQ

 Bottom 5

MI Somerset Emerg Mkts Sm Cp -13.69 94 5.17 14.84 QQQ
Lazard Emerging Markets -15.48 95 4.79 575.83 QQ
Templeton Em Mkts Smlr Companies -15.98 96 5.17 367.01 QQQ
Jupiter Global Emerging Markets -18.68 97 5.11 56.87 Q
Comgest Growth GEM Promis Com -33.61 98 5.21 44.50 Q

SECTOR AVERAGE 0.71 4.58 594.77

Performances calculated bid to bid, net income re-invested, GBP to 18/05/20. Source: © 2020 Morningstar. 

(IA) Specialist: Over three years
3yr % chg Rank Vol monthly Fund size (£m) Morningstar ratingTM

Top 5

Ninety One Global Gold 92.16 1 9.38 397.71 QQQQQ
LF Ruffer Gold 75.96 2 8.68 1,393.87 QQQQQ
Polar Capital Biotech 65.45 3 5.80 533.92 QQQQQ
Candriam Eqs L Biotech 52.34 4 5.65 1,490.99 QQQQ
BlackRock Gold and General 52.23 5 9.37 1,369.31 QQQQ

 Bottom 5

Alquity Latin America -33.64 222 8.08 3.18 QQ
Liontrust India -34.02 223 7.30 29.59 QQ
Jupiter India Select -40.49 224 6.96 86.42 QQ
Jupiter India -40.51 225 6.73 470.86 QQ
Brown Advisory Latin American -40.90 226 8.11 115.79 QQ

SECTOR AVERAGE 1.60 4.62 514.74

Performances calculated bid to bid, net income re-invested, GBP to 18/05/20. Source: © 2020 Morningstar. 


