
PERFORMANCE UPDATE 
 
 Global stock markets fell significantly in October with the stock markets of the UK, US, Europe, Japan 

and Emerging Markets falling 4.83%, 5.06%, 6.08%, 6.57% and 6.83% respectively. This was the cause 
of our portfolios falling between 2.17% and 9.82% in October. 

 
 October does have a bad reputation from the fact that falls, when they have occurred, have been quite large. 

Since 1984, seven of the ten largest falls in markets have been in October.   
 

 The reason for the current falls appears to be the fact that markets are beginning to become concerned that 
the Trump “trade wars” will cause global growth to slow.  In contrast the correction in February was caused 
by the economy growing too quickly.  

 
 Smaller companies fell even further with the FTSE 250 down 6.66% and European Smaller Companies down 

8.29%.  
 

 On the positive side we are beginning to see a recovery in global stock markets and important lows in the US 
and UK stock markets have held. We are also in a period in which seasonal returns are strong with a possible 
“Santa Rally” approaching.  

 
 The performance of the portfolios over the last month and year is shown below: 

 

Portfolio 
Performance % 

1 month 
Performance %  

1 year 

Foundation -2.17  -2.25 

Cautious -3.68  -5.07 

Balanced -4.30  -3.57 

Adventurous -5.48  -1.86 

Dynamic Equity -6.35   2.53 

Income Generating -3.31  -2.53 

Third Industrial Revolution -9.82   5.90 

Retirement Investment Solution 1 -3.54  -3.19 

Retirement Investment Solution 2 -3.99  -2.53 

Retirement Investment Solution 3 -4.41  -1.90 

 
Please note that these figures do not include the Standard Life platform or Watson Moore’s fees. 
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Trend Following Signals 
 
The table below shows whether the asset class is either in a positive trend () or a negative trend (). The 
portfolios will have more exposure to those asset classes in a positive trend and less (if any) to those in a negative 
trend.  These are the main asset classes we monitor: 
 

Asset Class 
Trend 
Signal 

Asset Class 
Trend 
Signal 

Global Equity  Emerging Market Equity  

UK Equity  Commodities  

Europe ex UK Equity  UK Corporate Bonds  

US Equity  UK Corporate Bonds (Short dated)  

Japan Equity  UK Index Linked Bonds  

Pacific Equity  Global Bonds  

Gold  UK Gilts  

Global Property  Emerging Market Bonds  

  Overseas Corporate Bonds  

 
Summary of Portfolios 
 
Over the last 5 years we have been through an investment period in which any bad economic news has actually 
been seen as good news for the markets because Central Banks pumped money into the economy and this 
pushed up stock markets.  We are now in a different period in which bad news will be seen as just that. In addition, 
if news is too good then that will also be seen as bad news as this could force up interest rates too quickly. We 
must therefore be prepared for much more volatility.   
 
On the positive side, stock market crashes are usually seen 12 months before any recession and with the US 
economy in good shape there are no signs of a recession around the corner. The strong US economy is one of 
the reasons why we are overweight US equities as they have been displaying the best momentum. In contrast, 
Europe and Emerging Markets have been displaying the worst momentum so exposure to them has been 
reducing.  
 
Going forward, we are entering a strong seasonal period in which stock markets tend to do significantly better. 
This has often culminated in a “Santa Rally” and with markets below their highs, economic growth still good and 
the chances of a thawing out of the Trump “Trade War”, we can see the roots of a good “Santa Rally” in 2018. 
 
So, whilst the recent fall may have been scary, we believe that the following are reasons to be positive: 
  
 Recent weakness was not triggered by a deterioration in fundamentals. 
 Growth in the United States remains above trend with inflation under control. 
 Interest rates aren’t causing chaos – they are rising but predictably. 
 Companies’ profits remain strong.  
 As the US market has fallen, we have seen buyers step in at previous support levels (see asset class 

review). 
 There is potential for better news on the trade policy front in the coming months. 
 
Cautious, Balanced and Adventurous portfolios 
 
We have seen a big reduction in risk on all 3 portfolios as equity markets have fallen below trend. Exposure to 
Japan, UK and Europe has been cut. The Adventurous portfolio also cut its exposure to US smaller companies 
as they are below trend and are underperforming larger companies. The Cautious portfolio significantly increased 
its exposure to Bonds as the trend from four Bond asset classes turned positive over the month. Bonds are much 
more volatile than normal, so we are expecting to be buying and selling them until a longer-term trend develops. 
The main changes are below. In addition, cash and the market neutral funds were increased in the Balanced and 
Adventurous portfolios but reduced in Cautious.  
 



Fund Cautious Balanced Adventurous 
Fidelity Index Japan -2.0% -2.0% -5.0% 
Fidelity Index UK -2.0% -2.0%  
Fidelity Index Europe -2.0% -2.0%  
iShares Mid Cap UK Equity -2.0% -2.0%  
iShares S&P SmallCap 600   -5.0% 
iShares Corporate Bonds 1-10 Years +2.5%   
iShares Corporate Bonds  +2.5%   
iShares UK Gilts  +2.5% +5.0% +2.5% 
iShares Index Linked Government Bonds +2.5% +5.0% +2.5% 
M&G Global Floating Rate Notes  -5.0% -2.5% 
M&G UK Inflation Linked Bonds  -5.0% -2.5% 

 
Dynamic Equity portfolio 
 
The momentum philosophy that forms the core of this portfolio attempts to invest more money in those markets 
that are experiencing the strongest growth. Last month we experienced a change in momentum and the Lazard 
European Smaller Companies fund was sold and replaced with the L&G Global Health & Pharmaceutical Index 
fund. Over the month the Lazard fund fell 11.07% whereas the L&G fund fell 4.45%. This shows how momentum 
can start shifting you into the better performing asset classes.  No changes were made this month.   
 
Foundation portfolio 
 
The Foundation portfolio decreased its exposure to Japanese, UK and European equities but increased its 
exposure to UK gilts, Inflation Linked bonds and Corporate Bonds as they broke above trend.  
 
Income Generating portfolio   
 
The Income Generating portfolio is beginning to display its defensive qualities during this period as it has 
significantly outperformed the FTSE 100: 
 

   
 
Third Industrial Revolution portfolio 
 
The portfolio is our highest risk portfolio and since launch in December 2016 has grown by 32.62%.  It has also 
been the portfolio that has recently experienced the biggest loss and if you had invested at the top and sold at 
the bottom then you would have lost 13.43%. This compares to the FTSE 100 which has fallen 10.10%.  The 
recent falls have perhaps presented an opportunity to buy into this portfolio at a much lower price.   
 
Retirement Investment Solution portfolios 
  
The trend following part of these portfolios has significantly decreased its exposure to equities and increased its 
position in Cash, Bonds and Gold.  This will help to protect the portfolios if equities experience further falls. The 
Retirement Investment Solutions portfolios are invested in not only a trend following portfolio, but the Foundation 
and Dynamic Equity portfolios as well.  
 
Summary 
 
October saw many equity markets fall below trend and most of our portfolios have reacted to this, by lowering 
their risk.   



ASSET CLASS REVIEW 
 

This section will give you an insight into our current thinking, as we have attached some charts that look 
interesting. This month we assess what damage last month’s correction did to global equity markets. 
 
The FTSE 100 possibly hitting a floor 
 
The chart below shows the FTSE 100 over the last 5 years. You can see that there was a ceiling at just over 
7,000 which it couldn’t quite break above until December 2016. Once it broke above the ceiling, the ceiling now 
acts as a floor in which the FTSE 100 keeps bouncing off. As we have regularly discussed in this investment 
update, ceilings tend to act as support zones once we have broken through them and therefore we could be at 
the start of a bounce in the FTSE100. 
 

  
 
 
The US stock market also looks like there is a support zone which it is bouncing off 
 
If we look at the main US stock market, we can see that up until early 2018 the market had been increasing 
almost in a straight line. February then saw a correction and the market fell to 2600. The previous low is holding 
and acting as a support zone which, as long as the market doesn’t break below, is positive news. A market that 
shows a series of higher lows and higher highs is very positive. 
 

 
 



Europe shows negative signs 
 
In contrast, European stock markets are displaying lower highs and lower lows which is extremely negative. 
There is no sign of any support and this pattern could continue:   
 

 
 
Emerging Markets are just as negative as Europe 
 
A similar pattern can be seen in Emerging Markets and we are seeing lower lows and lower highs. This is 
extremely negative: 
 

 
 
In Summary 
 
We appear to be at a crunch time for stock markets in which there is some positive evidence that we are bouncing 
off support zones in some major markets but also experiencing a downward spiral in other major markets. Whilst 
this can continue, it will not continue indefinitely and eventually either the positive charts will break below the 
support zones or the negative charts will start showing a series of higher highs. 

 

 



WHAT IS A TRADE WAR? 
 
A trade war is when a nation imposes tariffs or quotas on imports and foreign countries retaliate with similar forms 
of trade protectionism. As it escalates, a trade war reduces international trade. A trade war starts when a nation 
attempts to protect a domestic industry and create jobs. In the short run, it may work, but in the long run, a trade 
war costs jobs and depresses economic growth for all countries involved. It also triggers inflation when tariffs 
increase the prices of imports.  
 
The last major trade war occurred with the 1930 US Smoot-Hawley Tariff. It increased 900 import tariffs by an 
average of 40 to 48 percent. Its purpose was to support US farmers who had been ravaged by the Dust Bowl, 
but it also raised food prices for Americans who were already suffering from the Great Depression. Other 
countries retaliated with their own tariffs. It forced global trade down by 65 percent, worsened the Depression, 
and contributed to the start of World War II. 
 
Why has Trump started a Trade War with China? 
 
Concern that the current trade war between the US and China will escalate is one of the reasons that stock 
markets have fallen recently. 
 
On May 4, 2018, the Trump administration presented China with five demands. It asked China to: 
 
1. End subsidies to technology companies. 
2. Stop stealing US intellectual property. 
3. Cut tariffs on US goods by 2020. 
4. Open China to more US investment. 
5. Reduce the trade deficit by $200 billion by 2020. 
6.  
Points 3, 4 and 5 should pretty much resolve themselves due to the fact that China wants to reduce its economic 
dependency on exports anyway and they have agreed to some demands already. However, they also want to be 
a technology leader and have a law that essentially steals technology from other companies that want to do 
business with China. This has resulted in them building their own technology companies to compete with the 
leading US technology companies. Therefore points 1 and 2 are the reasons why this trade war has started.  
 
Who is winning the trade War? 
 
According to Trump, the rising stock market is evidence of how “awesome” his presidency has been for the US 
economy. Up until last month the stock market was doing extremely well. The charts below show how the US 
market (left side) was performing well but has fallen significantly and the Chinese market (right side) has been 
falling significantly over the last year. Clearly therefore the US has been winning but Trump will not want to see 
the US stock market fall much further. 

  

 



 
 
What will happen now? 
 
The one thing we can all agree on about Trump is that he has an ego. He wants to be remembered as a great 
President and one of the ways he can demonstrate this is by stating how much the stock market has gone up 
since he became President. His tactics have caused the Chinese stock market to fall significantly and the Chinese 
economy is now starting to strain with lower economic figures than expected. However, this has also caused 
concerns that global growth will slow and US companies will be affected - hence stock markets falling this month. 
It is not great timing for Trump with the US mid-term elections looming. 
 
Trump says he expects a ‘great deal’ with China but threatened to impose tariffs on all remaining Chinese imports 
into the United States if Beijing fails to meet US demands for sweeping changes to Chinese trade, technology 
transfer and industrial subsidy policies. 
   
Therefore, we are at that knife edge of the negotiations and we believe that Trump will want a deal and therefore 
markets will recover but if China is prepared to accept more pain then we can see them fall even further.  
 
 
 
 
 
 
 



FINAL COMMENT 
 

 
The global economy is performing well and with no sign of a recession, stock markets should be doing well. 
However, investors are beginning to fret about the impact of the trade war and what impact this could have on 
global growth. We have just seen global markets “wobble” but with the US and UK stabilising above important 
support zones this could be just that – a “wobble”.  However, we also have Europe and Emerging Markets that 
appear to be in free fall and this is worrying.   
 
Our momentum strategy ensures that we have more money invested in those asset classes displaying the 
strongest ‘momentum’.  This has led us to invest more in the US than average but also retain more cash than 
normal as well. 
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The past is not necessarily a guide to future performance. The value of any investments can go down as well as up and 
you may not get back the full amount invested.  Taxation is subject to change and you may have to pay tax on any gains. 
The Watson Moore portfolios are unlikely to exactly mirror our clients' portfolios due to the timing of the initial investment 
and the speed of response to our fund switch recommendations as well as the effect of charges. The figures above 
therefore assume a client invested on the launch day and have responded immediately to our recommendations. As from 
the middle of 2016, the portfolios have been run on a discretionary basis by our sister company WM Capital Management. 
All figures and charts are provided by Financial Express.    


