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Performance Update

Global stock markets generally fell last month, with the FTSE 100 falling -1.54%. The performance of the

portfolios ranged between +1.60% and -1.14%.

The US Presidential election race continues at full speed, and as we write, we have learned that Donald Trump

has tested positive for the virus. This adds another level of unpredictability to the race for the Whitehouse. A

Trump victory will probably be better for our wealth (for example, tax cuts won’t be reversed), but it’s possible

that this election may not even be decided this year, with Trump implying that he may contest the result if he

loses. The US postal service is in disarray due to Covid-19, and with postal votes being significantly higher this

year, forecasting the outcome will be much harder. Trump has said “Mail-in ballots are very dangerous –

there’s tremendous fraud involved”.

It is clear that there is a resurgence in new Covid-19 cases. However, the existing testing process is producing

a significant number of false positive tests each day (estimated to be 1,600 in the UK) and a few countries are

abandoning monitoring these statistics. We await better testing, track and tracing and news of vaccines – the

next few months should help clarify how technology will assist us in this fight.

Stock markets generally fell in September, mainly due to the fact that US politicians have been arguing over

the next fiscal stimulus (their equivalent of furlough and more). The delay is causing concern - we know that it

will come but we don’t know when.

Bonds rallied in September as markets believe that interest rates will stay lower for longer and possibly even

turn negative. Therefore any income from a bond becomes more valuable. Finally, Brexit negotiations are

coming to a head and this will make Sterling more volatile and our overseas holdings will therefore be affected

somewhat. A ‘no deal’ should push Sterling down and raise the value of our overseas holdings and vice versa.

The performance of the portfolios over the last month, 6 months and 1 year is shown below:

Portfolio
Performance %

1 month

Performance % 

6 months

Performance % 

1 year

Foundation 0.66 7.59 -1.84

Cautious 0.20 5.99 -3.12

Balanced -0.26 7.51 -3.53

Adventurous -0.85 8.84 -3.08

Dynamic Equity -0.78 24.57 5.34

Income Generating -1.14 9.05 -9.87

Fourth Industrial Revolution 1.60 38.21 31.05

Retirement Investment Solution 1 0.01 9.11 -0.61

Retirement Investment Solution 2 -0.14 11.21 0.20

Retirement Investment Solution 3 -0.28 13.21 0.96

Please note that these figures do not include the platform or Watson Moore’s fees.*All figures are sourced from Financial Express to 

30.09.2020.



Trend Following Signals

The table below shows whether the asset class is either in a positive trend (✓) or a negative trend (x). 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:

Pacific equities moved below trend and UK Gilts went above trend.

Cautious, Balanced and Adventurous portfolios

The Cautious and Balanced portfolios benefitted from their exposure to bonds. With equities mostly falling

around the world the Adventurous portfolio fell as its exposure to equities is much higher. All three

portfolios increased their exposure to UK Gilts after reducing the previous month. This is because bonds

performed well due to the expectation that interest rates will remain lower for longer. All three portfolios

have a higher than average exposure to both bonds and equities.

Dynamic Equity portfolio

The momentum philosophy that forms the core of this portfolio attempts to invest more money in those

stock markets that are experiencing the strongest growth (or the lowest losses). There were no changes

made and we remain overweight US equities, gold miners, healthcare and technology. September saw

technology and goldminers fall around 2%, but this was somewhat offset by a strong healthcare sector

which rose 1.34%. Healthcare should do well if Biden becomes President.

Foundation portfolio

Bonds had an excellent month as interest rates are expected to remain lower for longer. This does not

take away from our longer term view that that yields from bonds are at record lows and if the global

economy fully recovers, then we expect bonds to start falling. The Foundation portfolio benefitted from

this and grew by 0.66% over the month. In addition, UK Gilts moved back above trend and our exposure

increased. Pacific equities moved back below trend and we reduced exposure. Most markets (in both

bonds and equities) remain above trend, with the exception of UK equities which has not been above

trend for some time.

Asset Class
Trend 

Signal

Trend 

Signal

Global Equity ✓ Emerging Market Equity ✓

UK Equity ✓ Commodities x

Europe ex UK Equity ✓ UK Corporate Bonds ✓

US Equity ✓ UK Corporate Bonds (Short dated) ✓

Japan Equity ✓ UK Index Linked Bonds x

Pacific Equity x Global Bonds ✓

Gold ✓ UK Gilts x

Global Property ✓ Emerging Market Bonds x

Global Infrastructure ✓ Overseas Corporate Bonds x

Asset Class
Trend 

Signal

Trend 

Signal

Global Equity ✓ Emerging Market Equity ✓

UK Equity x Commodities ✓

Europe ex UK Equity ✓ UK Corporate Bonds ✓

US Equity ✓ UK Corporate Bonds (Short dated) ✓

Japan Equity ✓ UK Index Linked Bonds ✓

Pacific Equity x Global Bonds ✓

Gold ✓ UK Gilts ✓

Global Property x Emerging Market Bonds ✓

Global Infrastructure x Overseas Corporate Bonds ✓



Income Generating portfolio

The portfolio benefitted from its exposure to bonds but with equities falling (especially UK equities) the

portfolio fell 1.14%. It has still grown by 9.04% though over the last 6 months.

Fourth Industrial Revolution portfolio

There was a sell off in the main technology companies as investors booked in recent profits. The L&G

Global Technology fund fell by 2.02%, but is still one of the best performing funds over the last year (up

39.51%). The portfolio managed to grow by 1.60% though, as it is a very diversified and invests in lots of

different sectors. This month biotech and healthcare rose significantly with the AXA Framlington Biotech

fund rising 6.48%.

Retirement Investment Solutions

We reversed last months purchase in Pacific equities as well as the sell in UK Gilts. The returns over the

last 6 months have been really strong due to the higher than average exposure to bonds as well as the

fact that the portfolios also invest partly in the Dynamic Equity portfolio which has performed exceptionally

well.

Summary of Portfolios

While we continue to see much bad news in the press, with virus cases rising across Europe and local

lockdowns in the UK, we must remember that stock markets are forward-looking and they price in the

earnings of companies many years from now. Therefore, despite all the short-term problems, the longer

term outlook is very positive. Indeed there appears to be a huge pent-up demand, with a survey from the

Office of National Statistics showing that the average UK household is now saving 29.1% of their income.

It was just 6% pre-Covid. Therefore, when we have controlled the virus, we expect a surge in spending and

thus increased profits within many of the companies we invest in.

In addition, interest rates are expected to be lower for longer and to possibly even turn negative. This

allows companies to borrow and invest for growth. It also encourages new companies to start up and is

one of the factors behind the success of Tesla and other innovative companies.



Asset Class Review

This section will give you an insight into our current thinking and we have included some charts that we

believe look interesting.

US – has given up some of the recent gains

The main US stock market (S&P500) has been one of the worlds leading markets, recovering the quickest

from the March crash and hitting new highs. It has fallen from these highs due to the uncertainty of the

next fiscal package (money printing), which is being debated and delayed in the US political system. If it

gets passed quickly then expect this market to move higher:

UK– the FTSE 100 is now trending lower

The FTSE 100 continues to fall and is experiencing a downward trend in which we are seeing a series of

shorter term lower lows. UK equities are below trend and our portfolios have less invested in them due

to this:



Europe - moving sideways since June

While the US hit new highs, Europe is displaying a much more similar pattern to the FTSE100, but is

trending sideways in the short-term rather than falling. With Covid-19 cases increasing, we await the

next piece of good news that will be a catalyst for this stock market to move higher:

Japan - continuing its upward trend

While we have seen some of the main stock markets fall or trend sideways, Japan continues to

advance steadily. 24000 looks like a very important point in this chart and if it can get above this level

and reach a new high, then Japanese equities could move significantly higher.

In Summary

We have seen a recovery in global stock markets since the lows at the end of March. Most of them

have now paused as we await the results of the US election, Brexit negotiations and how technology

will help fight the virus. Perhaps the most important reason that they have paused is the fact that we

have not seen additional money printing in the US due to the political situation. If, as expected, this is

announced shortly, then it should provide the next catalyst for markets to move higher.



Negative Interest Rates

September saw the announcement that National Savings and Investments (NS&I) rates will be reduced

with some being cut significantly. For example, Income Bonds are falling from 1.15% to just 0.01%.

Overall, this is really bad news for savers and we do believe that obtaining interest on cash will become

very difficult over the next few years. In fact, there is even talk of savers having to pay banks to store

their cash (negative interest rates).

What are negative interest rates?

Negative interest rates turn the principles of finance on their head by forcing banks to pay to store their

money at the central bank rather than earn interest on it. At the same time some countries and banks

are paid to borrow money and we have seen this in Europe due to the fact that the deposit rate is minus

0.5%. Some wealthier individuals have begun to pay to store their cash, while borrowers in Denmark

have actually received money from their mortgage loans rather than paying interest!

What do negative interest rates do?

The policy is designed to encourage banks to lend more money and thus stimulate the economy. It also

lowers the cost of borrowing for companies and individuals, further stimulating the economy. If you pay

no interest on your mortgage, then you have more money to spend – it’s that simple! It also allows

Governments to borrow more, which they can use to invest in infrastructure or to keep the economy

afloat with schemes such as Furlough. The European Central Bank have argued that cutting interest

rates to -0.5% has ensured that the Eurozone economy is 3% bigger today and has saved 2 million jobs.

However, economists are split on the effect of negative rates with Denmark, Sweden and Japan also

using them. The argument is that negative rates causes panic and the opposite effect happens. In

conclusion, the effect of negative rates is not completely clear in practise.

Will negative interest rates happen in the UK?

The Bank of England is reviewing negative rates and has asked regulators and lenders to make sure

systems are in place for the policy to work. The Bank has already stimulated the economy by reducing

interest rates to 0.1%, provided more money through Quantitative Easing, given banks a cheap funding

scheme and relaxed financial regulations. Allowing negative interest rates will provide it with another

possible option to further stimulate the economy. However, none of the Banks nine rate setters

currently want to deploy the policy and the earliest it could possibly be used from a practical point of

view is the middle of next year.

Will I have to pay a charge on my savings?

The theory states that this is a possibility. However, in practise it is not possible as it would cause a run

on the banking system as investors could take cash out and “stick it under their mattress” in order to

avoid paying a charge. No other country that has employed negative rates has passed this onto

everyday savers. However, one Danish bank put negative rates on wealthy customers with over £1

million in their account.

What should we do if we have large cash savings?

There are still some accounts that pay reasonable levels of interest and the ones where you can fix the

rate for a year or more seem attractive. However, it is likely that we will see these rates drop shortly.

Premium bonds also offer an attractive option to win tax free prizes. At this stage it would be sensible to

review whether you need as much cash and to see if some of it can gain tax relief via a pension

contribution and/or could be invested in a wide range of asset classes that will hopefully provide a

positive return over the medium to long term. Please contact us for a financial review.



Final Comment

Stock markets have generally paused in their recovery following the ‘crash’ in March. While there is much

bad news in the press in respect of a resurgence in virus rates, the main concern for markets is the delay

in the US announcing a further fiscal stimulus. Although US jobs have bounced back more quickly than

expected, the US job retention scheme has now finished and it is no coincidence that Disney announced

significant job cuts on the day it expired. Additional assistance in the form of a stimulus package is

expected but ‘when’ is the big question and the fighting between the Democrats and Republicans as

election day nears, is not helping. However, a quick announcement will almost certainly see stock markets

trend higher.

Interest rates are expected to stay lower for longer and this helps stimulate the economy as mortgage

rates remain low, Governments can borrow cheaply (reinvest in the economy) and businesses can borrow

to grow. The downside is that we now earn very little on our cash and we will have to get used to this over

the next few years.
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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.


