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Market review  

“It was the best of times, it was the worst of times”.  There was a Dickensian feel to 

the third quarter of 2020.  The world saw its first $2 trillion company: the market 

capitalisation of Apple has doubled in just two years, making it more valuable than the 

entire FTSE-100.  Co-incidentally, national debt in the UK also exceeded £2 trillion.  

These are remarkable times.   

 

For much of the quarter, a handful of US technology stocks led global equity markets 

higher despite a period of considerable angst.  Investors became spooked by the 

dreadful coronavirus death toll which surpassed one million globally; the economic 

cost of the pandemic; and worries that the virus was again spreading among 

populations after an easing of lockdown restrictions over the Summer.   

 

The last few months have made it clear that countries are not all on the same 

trajectory as they grapple with the impact of Covid-19.  By extension, neither are their 

investment markets.  Asia had a particularly strong quarter, helped by China’s 

apparent success in containing the virus which has allowed life to return to something 

approaching normality.  In major Chinese cities, underground train usage was just 10% 

below pre-Covid levels.  In contrast, London’s tubes were operating at less than 60% 

of normal capacity.  By the same token, UK stock markets were the poor performers 

on the world stage over the quarter.         

 

The economic relevance of this is stark and may be one reason why SmallCap 

outperformed LargeCap during the quarter.  The sharp decrease in economic activity 

has placed pressure on sectors such as Energy and Financials, both of which declined 

sharply over the summer months.  SmallCap is underweight these areas of the 

economy.  A further tailwind for the asset class has been its domestic focus: smaller 

companies have benefitted from localised upticks in business activity, even as global 

trade remained stagnant. 

 

Portfolio  

During the quarter the NAV of the Trust increased by 4.7%, an underperformance of 

1.6% versus the benchmark index.  Since the beginning of 2020, MUSCIT has 

outperformed by over 7%.  

 

The strongest contribution during the quarter came from XP Power, the provider of 

power solutions, which rose after reporting growth in orders from semiconductor and 
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healthcare segments.  First Derivatives, the leading software provider of data analytics 

software and a market-leading time-series database technology, demonstrated strong 

growth in recurring software license revenues in its recent set of results.  Diploma, the 

global specialist distributor of industrial and medical equipment, gained after 

announcing a large and accretive acquisition.   

 

The weakest contribution came from 4imprint, the supplier of promotional 

merchandise, which drifted lower due to negative sentiment regarding US Covid-19 

infection levels.  Restore, the leading provider of document storage, scanning and 

shredding services, came under renewed pressure as the government advised against 

a mandatory return to work.  James Fisher, the marine services provider, declined as 

the company faced two severe headwinds: from Covid-19 and a declining oil price.  

 

Outlook   

The immediate outlook for consumer businesses that rely on customer footfall – 

restaurants, hotels, cinemas, theatres – looks bleak if lockdown restrictions tighten 

during the winter months.  For those working in these industries, some of the suffering 

may be exacerbated by the easing of government aid at the end of October unless 

further support is offered.  Balancing support for the needy, protection for the 

vulnerable and opening up the economy all at the same time is a difficult balancing 

act.    

 

Since the turn of the century there have been a number of “zoonotic” diseases – those 

that normally exist in animals but infect humans too – that have had a global impact: 

Covid-19 is the most serious in a list that includes SARS, MERS, Ebola and Zika.  While 

there is a case for stating that we should have been better prepared, we now have a 

clear roadmap of how investing in preventative measures can save lives and money in 

the long run. 

 

Sectors such as Healthcare and Technology, where we are structurally overweight, 

should help to deliver both the cures and the prevention that we need to get the world 

back to normal.  The development of a Covid vaccine would be the good news that 

outweighs all else, even worries over the looming Brexit deadline.  Lest we get too 

despondent, it is worth remembering that stock markets have recovered strongly, 

which is a positive sign for the future.  To quote Charles Dickens once more: “while 

there is infection in disease and sorrow, there is nothing in the world so irresistibly 

contagious as laughter and good humour”.  
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The views expressed in this article are those of the author at the date of publication and not necessarily 

those of Montanaro Asset Management Ltd. The information contained in this document is intended 

for the use of professional and institutional investors only. It is for background purposes only, is not to 

be relied upon by any recipient, and is subject to material updating, revision and amendment and no 

representation or warranty, express or implied, is made, and no liability whatsoever is accepted in 

relation thereto. This memorandum does not constitute investment advice, offer, invitation, 

solicitation, or recommendation to issue, acquire, sell or arrange any transaction in any securities. 

References to the outlook for markets are intended simply to help investors with their thinking about 

markets and the multiple possible outcomes. Investors should always consult their advisers before 

investing. The information and opinions contained in this article are subject to change without notice. 


