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Market review 
 

The spread of Covid-19 has sent global equity markets into 
deep negative territory. Emerging Markets (EM) declined by 
15% in March and more than 20% in the first quarter. The 
last week of March saw some recovery however this was not 
enough to offset earlier losses. 

 
The short-term impact is expected to be very severe. Recession 
fears are growing as the significant near-term impact on 
revenues and earnings is inescapable. Markets in EM are 
indeed discounting a recession if you look at price-to-book 
ratio (P/B) as a measure – MSCI EM's P/B is ~1.3 as of March 
31 which is close to the 2001(dotcom downturn) , 2003 
(SARS) and 2008 (Global Financial Crisis) trough levels. Even 
then there could very well be further downside, which is 
difficult to predict and depends on the evolution of the 
outbreak, as well as the extent of policy support globally – 
which has already been very significant. 

 
It is worth noting though that this time around there had 
been no large build-up of excess capacity in EM - in fact, the 
past decade has seen low investment/capex – hence this 
capacity should get filled up relatively quickly once the 
situation normalizes. In the long-term, we believe the 
underlying secular trends in EM should outweigh the near- 
term losses. 

 
At the country level, the situation varies by region as countries 
are at different stages on the epidemic curve. Governments 
have had to trade controlling the outbreak on one hand, with 
the associated economic impact on the other hand. 

 
China and some other Asian countries have weighed more on 
the side of control early on with other countries partially 
following suit now. Meanwhile, China is now slowly ramping 
up its economic activity - a lot depends on whether businesses 
can reopen without the rate of infections going back up to 
previous highs. In addition, the collapse of oil prices has 
increased volatility in the market in addition to the evolving 
Coronavirus situation. 

 

 
On the sector level, not all industries are equally impacted. We 
observe four trends that are accelerating in EM, including: 

 
• Ongoing consolidation within many industries as 

smaller firms struggle; 

 
• Shift from offline to online across business segments, for 

example in China this includes after-school tutoring, 
financial services, and healthcare diagnosis; 

 
• Investment in R&D and innovation, driven by growing 

demand for automated solutions; 
 
• Shifts in supply chain; South-East Asia and India 

could benefit, plus reshoring back to US, Korea, 
Japan 

 
How are we responding? 

 
We expect companies with high fixed costs, high debt and/or 
high expenses to face difficulties riding out this storm. These 
are mostly smaller players in the unlisted equity space. 

 
We have asked our analysts to look for companies that are 
strong enough to withstand severe economic dislocation for 
12-24 months – these are typically companies with a 
combination of low fixed cost, low interest burden, and low 
operating expenses. We will also look to identify those 
companies which have the most upside as and when the 
situation normalizes. Whenever we find opportunities to add 
companies that meet this criteria, we will make trades. 

 
Even going into the downturn, our portfolio had been tilted 
towards companies meeting the above criteria – with better 
balance sheets and higher ROEs than the broader market at 
large. 

 
Hence, we have not increased defensive stocks like telecoms 
and utilities, because these are not the ones with the most 
upside. Healthcare companies on the other hand are defensive 
and have a higher upside potential. 

 
 



 
 
 
While we aren't able to do our "boots on the ground" research 
for the time being, we still have our ears to the ground. We 
have ramped up talking to our network of contacts, industry 
experts and company representatives. And while we are 
working in BCP (business continuity plan) mode, with many of 
us working from home, our processes and operations continue 
to work well. 
 
EM markets remain volatile with some selling pressure and 
poorer liquidity but we are still able to affect any desired 
portfolio changes. 
 
Our stock selection within consumer discretionary, health care 
and consumer staples added to performance. In contrast, stock 
selection within energy and financials detracted as the oil price 
collapsed and banks across countries have borne the most 
impact of the downturn. 
 
Our Portfolio Managers and Specialists are available to 
respond to any specific enquiries. 

 
 
 
 
 
 
 

Disclaimer: This document is intended to provide general information only and has been provided by UBS Asset Management (Australia) Ltd (ABN 31 003 
146 290) (AFS Licence No. 222605).  
 
For professional/institutional investors only. This document and its contents have not been reviewed by, delivered to or registered with any regulatory or 
other relevant authority in any jurisdiction. This document is for informational purposes and should not be construed as an offer or invitation to the public, 
direct or indirect, to buy or sell securities. This document is intended for limited distribution and only to the extent permitted under applicable laws in any 
jurisdiction. No representations are made with respect to the eligibility of any recipients of this document to acquire interests in securities under the laws 
of any jurisdiction. 
 
Using, copying, redistributing or republishing any part of this document without prior written permission from UBS Asset Management is prohibited. Any 
statements made regarding investment performance objectives, risk and/or return targets shall not constitute a representation or warranty that such 
objectives or expectations will be achieved or risks are fully disclosed. The information and opinions contained in this document is based upon information 
obtained from sources believed to be reliable and in good faith but no responsibility is accepted for any misrepresentation, errors or omissions. All such 
information and opinions are subject to change without notice. A number of comments in this document are based on current expectations and are 
considered “forward-looking statements”. Actual future results may prove to be different from expectations and any unforeseen risk or event may arise in 
the future. The opinions expressed are a reflection of UBS Asset Management’s judgment at the time this document is compiled and any obligation to 
update or alter forward-looking statements as a result of new information, future events, or otherwise is disclaimed. 
 
You are advised to exercise caution in relation to this document. The information in this document does not constitute advice and does not take into 
consideration your investment objectives, legal, financial or tax situation or particular needs in any other respect. Investors should be aware that past 
performance of investment is not necessarily indicative of future performance. Potential for profit is accompanied by possibility of loss. If you are in any 
doubt about any of the contents of this document, you should obtain independent professional advice.  
 
Source for all data and charts (if not indicated otherwise): UBS Asset Management. © UBS 2020.  
 
The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.

 
 
 

Follow us on LinkedIn 
 

© UBS 2020. All rights reserved. 
www.ubs.com/am-au 

 
 
 
 
 
 
 

http://www.ubs.com/am

	Asset Management
	For Professional / Institutional Investors only.
	Market review
	The spread of Covid-19 has sent global equity markets into deep negative territory. Emerging Markets (EM) declined by 15% in March and more than 20% in the first quarter. The last week of March saw some recovery however this was not enough to offset e...


