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Performance Overview
Since the last update on the 15th of March, global markets fell even further down before starting to rebound
in the last week of March. At their lowest points, equity indices were down between -30% and -40% from
the start of the selloff, with both corporate bonds and commodities also in disarray. During April, markets
essentially recovered at least half of what was lost during the previous quarter, on the back of the
unprecedented monetary support from all Central Banks and the flattening of COVID-19 curves across
Europe and the US, as well as first signs of economic revival in China and wider Asia. What pushed markets
up was the “wave of money” coming to support economies on a scale never ever seen before.

Fusion portfolios, both Optima and Active Ranges, strongly outperformed their respective benchmarks – for
all risk profiles the outperformance from the beginning of the year is around +5%. This is the result of
defensive positioning, which we advocated at the previous re-balance in our January 2020 Re-balance
update. When we said that “There is a considerable chance that we are at the end of one of the longest bull
markets and at a setup stage of a large market event” nobody, including Fusion investment team, could
foresee what was coming. However, through our defensive stance, both asset allocation and asset selection
contributed positively to the out-performance. Our decision to under-weight GBP and over-weight USD
exposure contributed to the significantly reduced drawdown levels.

Year-on-year performance remains positive for defensive (circa +1.4%) and balanced (circa 0.4%) portfolios
and is slightly negative (-2.3%) for equity-like, most risky, generation programs.

Market Commentary
While stocks and other risky assets rebounded strongly, the underlying economic picture is not so rosy.

Confidence level has unsurprisingly collapsed across the economy, falling to its second lowest level in the last
35 years. The services sector has seen the biggest slump, with sentiment declining to its lowest level on
record. Fears of a rise in unemployment have jumped to an eight-year high, without any significant rise
in households’ savings, which could create a negative feedback loop for the economy. The first-quarter US
GDP shrank by an annualised -4.8%. Dropping demand and the oil trading war saw the price of oil
collapsing – front-end futures at some point were trading at – (minus!!!) $37. While this was a technical
effect specific to that particular futures contract, it really tells us that there is no free capacity to store excess
oil and there is limited hope of quick revival of the demand for energy.

Stocks at the current price levels are not cheap if the economic state of affairs is taken into account. The S&P
500's almost 30% rally from the March lows has sent its 12-month forward P/E ratio to about 19.4. That
is nearly the highest level since March 2002. It is abnormal for stocks to be this expensive against the
backdrop of a particularly ugly earnings season. As of April 21st, about a fifth of the S&P 500 and as of April
23rd a quarter of the Stoxx 600 companies have pulled their 2020 forecasts.

The best-case scenario for the euro area this year is an 8% contraction in GDP, according to Bloomberg
Economics. A second wave of infections prompting tighter controls could result in a 10% decline. There is
also the possibility of governments failing to act strongly enough in a timely manner, scarring the economy
for longer and risking turning a public health crisis into a sovereign debt crisis. According to Bloomberg, in
their base case, they assume that the outbreak comes under control in Q2, massive stimulus replaces a
substantial share of the lost income, and the removal of lockdown controls allows activity to resume at a
rapid pace at the start of the second half of the year. That still leaves the most advanced economies facing
the biggest economic decline since the Great Depression.



Downside risks are significant. Without a vaccine, relaxing lockdowns may trigger a fresh wave of infections.
It is also possible that the stimulus will miss the mark. If that happens, a deep downturn in Q2 will leave deep
scars, with high unemployment, bankrupt businesses and financial turmoil resulting in a painfully slow
recovery.

Re-Balancing Portfolios
Looking forward, we continue to combine strategic allocations through models with tactical adjustments,
based on our current cautious view on global markets.

During the last re-balance we maintained essentially the same asset allocation weights, with the only
difference of re-allocating half of the UK investment grade corporate bond exposure into US investment
grade bonds. This was done partially to increase geographical diversification and partially to benefit from
the FED program of bonds buying in the US. In the UK bond space around 4% was re-allocated from longer-
term bonds to shorter-term Gilts to reduce the duration risk and partially lock gains from decreased to
nearly zero government interest rates.

On the asset selection side there are minor changes, primarily on the equity front. In the Optima range a
US Low Volatility equity fund has been swapped for a low-cost equity index tracker. This is done partially to
reduce portfolio costs and partially to reflect our view that volatility had peaked and in both positive and
negative scenarios the economic stimulus will firstly lift easily tradable, large-capitalisation equity indices.

In the Active range, the Global Low Volatility fund has been swapped for the PIMCO fund which tracks
Research Affiliates (RAFI) Dynamic Multi Factor US Equity index. The index follows a smart beta index
strategy that is designed to provide investors with the benefits of a dynamically-weighted exposure to
multiple equity style factors in a low cost and transparent manner. This index provides exposure to
such equity factors as value, quality, low volatility and size, which had been proven to be robust from both
an academic and empirical perspective. Though the value factor has lagged the market in the recent
years, the current relatively low price levels for many value companies in comparison to growth stocks have
made them uniquely attractive going forward.
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For professional advisers only.
The information provided in this document has been drafted by Fusion Asset Management LLP (“FAM”) and is intended as general
information and is not oriented to your personal situation. The information may therefore not expressly be regarded as a
recommendation or as a proposal or offer to (1) buy or trade financial instruments and/or (2) procure investment services nor as
investment advice. Decisions made on the basis of the information in this document are your own responsibility and at your own
risk.

FAM does not give tax or legal advice. Investors should seek advice from their own tax experts and lawyers, in considering
investments and strategies suggested by FAM.

The contents of this document are based upon sources of information believed to be reliable. However, save to the extent required
by applicable law or regulations, no guarantee, warranty or representation (express or implied) is given as to its accuracy or
completeness and FAM, its directors, officers and employees do not accept any liability or responsibility in respect of the
information or any recommendations expressed herein, which, moreover, are subject to change without notice. The material in this
document is for information purposes only and should not be deemed to constitute the provision of financial, investment or other
professional advice in any way. The services, securities, investments and funds described may not be available to or suitable for your
clients. For your security, communications may be recorded.

Neither FAM nor any of its agents or subcontractors shall be liable for any damages (including lost profits) arising in any way from
the information provided in this document or for the use thereof.

FAM, or the relevant owner, retains all rights (including copyright, trademarks, patents and any other intellectual property right) in
relation to all the information provided in this document (including all texts, graphic material and logos). The information in this
document may not be copied or published, distributed or reproduced in any form without the prior written consent of FAM or the
appropriate consent of the owner. The information in this document may be printed for your personal use.

The manner of circulation and distribution of this document may be restricted by law or regulation in certain countries, including the
United States. This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or
resident of or located in any locality, state, country or other jurisdiction, including the United States, where such distribution,
publication, availability or use would be contrary to law or regulation or which would subject FAM to any registration or licensing
requirement within such jurisdiction not currently met within such jurisdiction. Persons into whose possession this document may
come are required to inform themselves of, and to observe, such restrictions. FAM cannot be held responsible for any damages or
losses that occur from transactions and/or services in defiance with the restrictions aforementioned.

Investments are subject to various risks, including market fluctuations, regulatory change, possible delays in repayment and loss of
income and principal invested. The value of investments can fall as well as rise and you may not recover the amount originally
invested at any point in time. Furthermore, substantial fluctuations of the value of the investment are possible even over short
periods of time.

FAM cannot guarantee that it will achieve the objectives set out for the portfolios. Past performance is not a guide to future
performance. The value of investments and the income from them can go down as well as up and an investor may not get back the
amount originally invested and investments may be affected by fluctuations in exchange rates. The levels and basis of tax
assumptions may change. You should obtain professional advice on taxation where appropriate before proceeding with any
investment.
This document may not be distributed in Canada, Japan, the United States of America, or to any U.S. person.

This brochure is an independent publication and is not affiliated with, nor has it been authorized, sponsored or otherwise approved
by FIL Limited.

© 2020 Fusion Asset Management LLP
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