
VAM’S DFM WEEK IN 

REVIEW AND WEEK AHEAD

The following is a weekly review from VAM’s DFM Manager, Sanlam Private Wealth. This update 
gives a snapshot as to the Manager’s view of the current crisis, events that are unfolding and their 
impact on its decision making, and recent changes to the funds. We invite your questions and 
feedback.
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This Week’s Key Points

• Globally, the spread of the virus has continued to accelerate this week, with global cases 
surpassing one million yesterday. France, Spain and the UK all recorded their deadliest day, so 
far, on Wednesday and the US death toll is now greater than China’s official count. Italy, however, 
recorded the lowest daily increase in deaths on the same day, demonstrating the effectiveness of 
the country’s lockdown measures which are being replicated throughout Europe.

 
• The grim reality of the threat Coronavirus poses has now even been reflected in the conferences 

and statements issued by one of the most sanguine of global figures. In a press conference on 
Tuesday, President Trump finally acknowledged the human impact the Coronavirus pandemic 
presents to the US, stating that in the best case scenario, 100,000 Americans could die from the 
virus. He has emphasised the importance of social distancing and claimed that the next two weeks 
are going to be “very, very painful”.

 
• Oil prices surged this week amidst signs that Saudi Arabia and Russia may end their oil feud. 

President Trump tweeted on Thursday that Saudi Arabia and Russia had reached a deal on 
production cuts. Prices spiked by 25% on Thursday, the largest single-day gain on record, 
recouping some losses from selling earlier in the year which had driven the benchmark to near 20-
year lows.
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Current View

The investment committee agrees that a neutral to mild positive slant on risk assets is 
appropriate, and that to become more bullish would require a further fall in valuations to 
price in a more severe contraction or sufficient evidence to determine the glide path back to 
normality. The risks from here are that many companies, which have drawn on their revolving 
credit facilities, ultimately become insolvent as the short-term cash flow problems wipe out 
equity holders and hurt creditors. While government are likely to bail out creditors, this could 
stress the banking system and generate a second leg down for markets.

The big unknown at this point is the length of the disruption and until there is evidence that 
current measures have slowed the transmission of the virus, it remains uncertain.  Once 
investors have sufficient data to get clarity on the duration of the recession, they will look 
through a couple of quarters of negative growth expecting economic conditions to improve 
once the situation is contained. However, the world needs to prove containment measures are 
working, and until it can do so a sustained recovery in equity values is unlikely.  
 
The calls for increased government spending continue to intensify and national debt levels look 
set to surge as politicians step in to spend where the consumer is not. The Manager anticipates 
that governments will take advantage of cheap Central Bank financing to spend taxpayer’s 
money, and note that the ongoing sustained deficit spending and loose monetary policy are 
necessary conditions for an inflation shock. Few are questioning how this debt will be repaid, 
but such elevated debt levels pose longer-term problems and inflationary risks.

 

Portfolio Asset Allocation

Given the material pull-back in valuations which price markets for a coming recession, the Manager 
adopts a positive approach to risk assets recognising the attractive long-term prospects.  However, it 
does not dismiss the risks lightly and seeks to get the balance right between protecting client assets 
and investing to secure long-term returns. The Manager maintains a focus on quality and safety in 
individual assets as weaker companies are at higher risk of default, and leveraged companies or 
highly cyclical businesses are most likely to suffer permanent rather than just temporary capital 
impairment. The Manager continues to maintain a focus on companies with growth prospects 
that are less dependent on the economic cycle, with limited operational gearing and low levels of 
leverage.  If equity markets were to fall and price in a more severe recession, or if a more certain end 
to the economic disruption could be predicted, then the funds have scope to further add to equities.
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All investment views are presented for information only and should not be taken as financial advice. The value of investments and any income from them 
can fall and you may get back less than you invested.  Past performance is not a reliable indicator of future results.

Portfolio Update (security-specific examples)

This week, the Manager executed a purchase of Acciona, a Spanish conglomerate group dedicated 
to the development and management of infrastructure and renewable energy. This purchase 
was one made from cash, which has risen in recent in weeks due to sales of assets which have 
performed well in relative terms. Acciona has been an infrastructure company covered for some 
time by the Manager’s real assets analysts and is one in which its high conviction remains in spite 
of the current situation. The VAM funds have held this equity name previously, as recently as earlier 
in March. The relative valuation of the security in the early stages of the market drawdown had 
looked extended, with it performing positively against a broader market which had been falling. 
This holding was sold on 6th March; since then it has fallen by around 20%. Given the Manager’s 
continued conviction in the long-term earnings potential of the business as well as its strong 
management team, it reintroduced the holding into the funds this week.
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