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An anniversary is always a good time for reflection, and whilst we usually focus our analysis on what the 
future might hold, it is useful to regularly take some time to reflect upon the events of the past. The 
investment committee does so regularly, but given the extraordinary last year we have all been through 
such a review also reminds us how extreme the market disruptions of 2020 were. At the very least, as 
strong economic and market recoveries continue, it also reminds us just how broad the set of possible 
outcomes is when thinking about something as complex as the global economy, and in turn the financial 
markets from which we build the exposures in your portfolio. It also helps reinforce a sense of humility, 
an especially important commodity when exuberance seems in such abundant supply. From an expansive 
list of possible inclusions, these four charts below are the ones that readily come to mind as reflecting the 
extreme volatility that we saw a year ago. 

Major Australian Banks - Intra-Day Trading Range

Each line in this chart represents 
the difference between the high 
and low price for each day’s trading 
in our four major banks. On the 
left, at the start of 2020, a volatile 
day was where this difference was 
about 1%. Then as the crisis 
unfolded, mid-March saw a peak in 
uncertainty and a day in which the 
value of the banks changed by 
between 14% and 16% from late 
morning to late afternoon. 
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Australian Government Bonds – Yields Spike to 2.5%

Here we show how Australian Government Bonds 
traded from 2020 onwards. In simple terms, the line 
going down represents buying demand, pushing 
prices up and yields lower. When the line goes up, 
sellers are exiting which equates to a higher yield. 
In short, the spike shown on March 19th represents 
outright panic, and a view at the time that not even 
government bonds were a safe place to wait out the 
virus crisis. It a was short-lived but incredibly vivid 
illustration of the extreme volatility that gripped 
markets at the time.

United States – Change in Employment

Moving overseas now, 
this chart shows the 
change in monthly 
payrolls data in the 
United States. The full 
data series goes back 
to the late 1930s, 
though as is evidenced 
here, there has been 
nothing in that time 
that comes close to the 
job losses seen in 
March and April last 
year, which together 
combined to be more 
than 22 million. 
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Oil Trades at Negative Price

And finally, we felt compelled to 
conclude this review by recalling 
that a barrel of oil briefly changed 
hands for minus US$40 per barrel. 
That bears repeating, this time last 
year some traders were actually 
paid US$40 to take delivery of a 
commodity that is today worth $60. 
It was also short-lived, and the 
reasons behind this anomaly are a 
little complex, but again this reflects 
the truly remarkable volatility and 
uncertainty of the time.

It has naturally also been a time to reflect on portfolio management decisions made during the last year, 
and here it is also useful to consider those made prior to 2020, to consider the context of how portfolios 
were positioned heading into the market disruption. 

Early last year there was a focus in our written commentaries on managing expectations, in essence 
acknowledging that the strong returns of 2019 were unlikely to be repeated in 2020. Given returns that 
were well above our forecasts, we had made changes in the latter half of 2019 that reduced the exposure 
in Australian Equities and also changed from a strong Overweight stance back to Neutral for Listed 
Property. We were also concerned enough about the risk/return on offer in key defensive investments to 
make a significant change in the Income Securities asset class. A decision to sell more traditional fixed 
rate, investment grade corporate bond funds was made in contemplation of the increases in interest rates 
we have seen in the last few months, and stood the portfolios in good stead when that eventuated. 

Another aspect that is important to remember, and it is a recollection that diminishes over time, is that no 
one knew with any certainty just what the full depth of the health, economic or markets crises would come 
to be. No one could realistically predict that the world’s scientific community would come together and 
produce such effective vaccines in record time. Many were understandably skeptical that the world’s 
central banks and governments would unleash the scale of policy support that they did, or that even when 
they did, that it would prove as successful as it has been in supporting the household and business sectors. 
And of course, no one could know that the low in share markets on March 23rd was the actual bottom.

Rather, a year ago, investors, analysts and pundits were engaged in a seemingly endless debate about 
the shape of the recovery. Very few, if any, were prepared to predict that the mostly V-shaped trajectory 
that has come to pass was even a possibility, let alone the most likely outcome. There was certainly no
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shortage of voices warning that a much worse outcome was ahead, and that another significant decline 
in financial markets was all but assured. It is an inherent part of the behavioural short comings of most 
investors that more credence tends to be given to those that predict doom and gloom, rather than those 
who advocate forbearance and humbly admit their uncertainty. As an investment committee we will 
maintain our long-term focus, and whilst volatile markets can provide short-term opportunities, the more 
typical scenario is the one that unfolded with the buying mentioned above. 

From their peak on February 20th, the S&P/ASX50 (SFY) and the Australian Property ETF (MVA) had fallen 
by 18.9% and 14.4% respectively when we bought on March 11th. As the chart below shows, both then 
fell further in the next couple of weeks, and in the case of the property fund a lot further, in fact another 
40%. However, just over a year later, that trade is now in positive territory and we continue to expect 
solid returns from here. More importantly the buying in the ASX50 fund has returned nearly 23%. 

Buying quality, well diversified exposures at discounted prices, and holding them for the long-term still 
delivers good long-term portfolio outcomes. Whilst we will at times seek to take advantage of the 
opportunities that volatility provides, it is this sort of buying outlined above that will remain at the core of 
our portfolio management style. It has been especially pleasing to see that such a disciplined and patient 
approach, even in the face of extremely adverse market conditions, has delivered the strong recovery and 
returns in your portfolio over the last year. Though as always, we would urge you to also take a long-term 
view on the performance of your portfolio. 

Kind regards,
Asset Allocation & Investment Committee
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Asset Class Tipping Points
The risk-free threshold, where the valuation tips over from Fully Priced to Overpriced, has been maintained 
at 1.4%. This still represents the expected return from a 5-year term deposit offered by one of our major 
banks, and specifically recent rates available of about 0.8% averaged out with an expectation that around 
2% will be available in 5 years’ time. We are monitoring the movements in key interest rates closely, 
particularly the changes in government bonds where rates have moved up by about 1% since late last 
year and will of course share any change to our policy with you when it is agreed. We have also had some 
questions about the forecast for the United States no longer being included below in the International 
Equities – Developed column bellow. The simple answer is that it is literally off the charts at the moment, 
with our current forecast close to zero. We will add it back when the scale permits. 

NOTE: It is important to note that each portfolio is managed to its own mandate, which can mean that activity mentioned above is not reflected 
in your own portfolio. This may be because it is more beneficial to your portfolios after tax performance to complete the trading at a different 
time, or may be due to individual customisation that you have requested. This flexibility is an integral part of the investment process. If you would 
like to discuss the tailoring of your portfolio, please contact your Adviser.

DISCLAIMER: The information in this commentary has not been verified by Implemented Portfolios but is believed to have come from reliable 
sources as noted in the acknowledgements. No Liability is accepted by Implemented Portfolios, its Directors, officers, employees or contractors 
for any inaccurate or incorrect information. The information is a broad commentary and there is no intention that a client should act on the 
information without seeking professional assistance from their own advisers (legal, tax, accounting, financial Planning) for suitability in respect of 
their unique circumstances.
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