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Performance Update
The portfolios had a great month, rising between 1.70% and 4.54%. The FTSE 100 and MSCI World rose 2.05%

and 3.57% respectively. One of the best performing indices though was the FTSE 250 which is made up of

smaller UK companies. This rose by over 5% and shows how positively investors are viewing the UK at the

moment.

August, traditionally the quietest of the year, has generally been positive for equity markets with most rising by

over 2%. It was not all plain sailing though - equities suffered a wobble mid-month as worries mounted over the

spread of the delta variant, the possibility of interest rate rises and commentary that economic growth had

peaked and will slow again. They recovered again towards the end of the month.

The stock markets have been behaving a lot like the weather this year. While we are left to wonder what

happened to the sun this summer, the UK actually experienced one of the hottest on record (high temperatures

in Scotland and Northern Ireland made up for the South-East’s dull summer). It’s a similar trend with stock

markets – we feel that they must be in the midst of a storm, yet they have had one of their best 6-month

periods, with companies' earnings in the US at nearly 30% higher than pre-pandemic levels.

Historically, September has always been a bad month for stock markets. On average, the S&P 500 has been

down 0.3% each September (since 1928). However, when the S&P 500 grows by over 10% in the first half of

the year, like it has done this year, September tends to produce an average return of +1%, making the return in

the second half of the year +9.6% (again on average).

Bonds also generally experienced gains in August. South Korea, though, became the first developed economy

to raise interest rates (from 0.5% to 0.75%), post-COVID. This has led to speculation that other countries may

follow their lead and if they do, bonds would be expected to fall somewhat. However, currently they are

experiencing steady growth.

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 1.70 8.39 10.87

Cautious 2.03 8.79 13.19

Balanced 2.38 9.88 15.32

Adventurous 3.01 11.95 17.29

Dynamic Equity 3.80 15.06 18.29

Income Generating 2.25 10.92 19.09

Fourth Industrial Revolution 4.54 12.54 27.69

Retirement Investment Solution 1 2.58 10.58 14.16

Retirement Investment Solution 2 2.78 11.27 14.78

Retirement Investment Solution 3 2.97 11.90 15.34

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

31.08.2021.



Trend Following Signals

The table below shows whether the asset class is 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:

Every major market except emerging market equities is now above trend.

Cautious, Balanced and Adventurous portfolios

Every market that we follow (bonds, commodities and equities) is now above trend except emerging

markets. The portfolios are now fully invested apart from the Balanced portfolio which currently has its

emerging market allocation in cash.

Dynamic Equity portfolio

No changes were made this month and the markets with an increased allocation are the smaller

companies in the UK, Europe and the US, US and North American larger companies, and technology. India

has moved up the momentum scale and could replace any of the above next month. The portfolio

continues to produce strong gains as new all-time highs are reached across many different stock markets.

Foundation portfolio

Again, this portfolio is now fully invested and benefitting from the rise in equities and bonds. The chart

compares the performance of the portfolio to the FTSE 100 since January 2000, and you can see how

steady the portfolio has been:

Income Generating portfolio

The portfolio continues to benefit from companies reinstating and increasing their dividends and so it is

our second-best performing portfolio over the last year, growing 19.09%.

Asset Class
Trend 

Signal

Trend 

Signal

Global Equity ✓ Emerging Market Equity x

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 ✓

Global Infrastructure ✓ Overseas Corporate Bonds ✓



Fourth Industrial Revolution portfolio

Another great month saw the portfolio rise 4.54%, with all 9 of the underlying funds that make up our

portfolio growing, with the AXA Framlington Biotech fund being the best performer rising 8.23%. After a

small correction early this year, the portfolio has now reached a record high and is accelerating higher

once again. Since launch, the annual growth of the portfolio is now 19.88%, which is exceptional. We are

trying to find a portfolio that has outperformed this, but have not yet succeeded.

Retirement Investment Solutions

The Solutions are also fully invested and had a good month, with each growing by up to 3%. As we are

experiencing strong upward trends in most markets, the Solutions are now capitalising on this and have

all risen by over 10% in the last 6 months.

Summary of Portfolios

Overall, summer 2021 in the UK was still in the top 10 for the hottest ever recorded, ranking 9th at around

1oC warmer than average. Scotland recorded the highest UK temperature in August (27.2oC) and Northern

Ireland broke its all-time temperature record on the 21st July, with 31.3oC recorded at Castlederg. In

contrast, the south and east of the UK were duller and wetter than average, with London receiving 50%

more rain than usual.

It feels that the performance of stock markets have been very much like the weather in the UK this

summer. We expect them to have been performing badly, when in fact they have done extremely well, with

many hitting new all-time highs. We tend to use the FTSE 100 as our barometer for global stock markets

and we are still well below the highs of 7,800+ reached in 2018. However, we have seen record highs

reached in the US, UK smaller companies, Switzerland, Poland, Canada, India and Mexico amongst others.

The world’s most important stock market is the S&P 500, in the US. The S&P 500 is home to most of the

world's biggest companies, including many of the world’s biggest technology and biotech companies and

these sectors, having recovered from their poor start to 2021, are now at record highs. The S&P 500 has

been in a very consistent uptrend this year and is now accelerating higher. Some commentators are

likening the current situation to the years between 1995-2000 in which the S&P 500 rose 240% in

sterling terms. Of course 2000-2003 saw it crash again but currently it is proving to be very profitable to

be invested in stock markets.

In addition, bonds are also steadily progressing higher as the panic over interest rates needing to rise

sooner, rather than later, has subsided. Last month we concluded with the paragraph below and it is still

relevant this month:

“That’s why the Delta variant might be the goldilocks ‘opportunity’ for markets. It’s serious enough to

cause concern but not serious enough to lockdown. That should ensure Governments and Central Banks

remain cautious about increasing interest rates and will continue to pump money into the economy. This

will help all markets, bonds and equities, and our portfolios should benefit.”



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. This month we look at the outperforming/underperforming stock markets.

The FTSE 250 hits another new all-time high

The FTSE 250 is a good indication of how the UK economy is doing as it is made up of smaller companies

that generate a lot of their revenue from the UK. The pandemic, coupled with Brexit, hit the FTSE 250

really hard. After taking a year to recover, we have seen the market post new highs, and last month we

experienced a jump of over 5%. A fast vaccine roll-out and the smoother than expected Brexit transition

has made the UK investable again and we have seen bids for many of our companies. This has helped

push the stock market’s value up and we expect many other companies to become takeover targets. The

chart below shows how the FTSE 250 is accelerating higher:

India’s large young population and highly developed pharmaceuticals sector have allowed it to come

through the pandemic in a stronger position. Simultaneously, the economy should continue to benefit as a

primary destination for low-cost manufacturing as companies re-evaluate the wisdom of relying entirely on

China for manufacturing. Similarly to the FTSE 250, we have recently seen India accelerate higher:

India – up 10% in August!



Biotech - back to a new high and racing higher

Biotech peaked in 2015 and then struggled to move higher. However, Covid-19 provided the

stimulus the sector needed and after correcting somewhat earlier this year, the biotech index has

reached another new high:

.

In Summary

We are seeing a fast breakout and new all-time highs in many stock markets and the rate of growth

has begun to accelerate in some. Emerging markets are the exception, mainly due to the

underperformance of China. India is accelerating higher, and emerging markets could benefit from

investors seeing them as “good value” and subsequently lead them to outperform.

Emerging markets underperform

Emerging markets are lagging behind those in the US by the biggest margin since the early 2000’s.

The chart below compares the performance of the two and the lower it goes the worse emerging

markets perform in comparison. The last time they were at this level, we saw emerging markets

significantly outperform from 2002 to 2007:



Inflation Linked Bonds

This month, we thought that we would continue on the theme of inflation as this is now one of the most

important factors that could affect our wealth in the short to medium term. Economists are still arguing over

whether the recent rise in inflation is short-term (transitory) and will then fall back, or whether it will become

a longer-term problem. Last month, we examined how “Quality” companies may help protect your wealth

against inflation and this time we look at how Inflation Linked Bonds could do the same.

The price of most bonds are affected by interest rates. Bonds pay a level of income and when interest rates

rise, the level of income from bonds is less attractive and so the price of bonds fall. However, for the last

20+ years we have seen interest rates generally fall and the price of bonds rise. Last month, South Korea

became the first developed economy to raise interest rates (from 0.5% to 0.75%) post-COVID. This could be

the start of more countries raising interest rates, and so bonds could have a period of decline. The price of

Inflation Linked Bonds (also called Index Linked Gilts), are linked to inflation and if real inflation increases

(inflation minus interest rates) then they increase in value. The chart below shows how Inflation Linked

Bonds (blue line) have generally tracked UK Gilts (red line) over the last 5 years, until now:

This is a sign that we are expecting inflation to rise rapidly and without a corresponding rapid rise in interest

rates. Investing in Inflation Linked Bonds is relatively risky though. If we measure risk through volatility

(volatility is simply the rate of daily change of an investment) then you can see that the blue line above has

experienced much bigger daily changes than the red line. In fact, it is nearly twice as volatile, and Inflation

Linked Bonds have actually been almost as risky as investing in global stock markets.

Interestingly Inflation Linked Bonds have closely matched the performance of the FTSE 100 since 1990:

Inflation Linked Bonds moved above trend recently and we increased exposure to them in our lower risk

portfolios. These portfolios have therefore benefitted from last months 1.91% gain. Whilst Inflation Linked

Bonds do provide inflation protection and can generate good long-term returns, they can still be very risky.



Introducing Abrdn

You may have seen announcements in the news and on social media, that earlier this year Standard

Life Aberdeen plc announced their new brand abrdn as part of their change of name to abrdn plc.

For those clients of ours with investments using the Standard Life Wrap, you will soon receive a letter

confirming that the brand transition from Standard Life to abrdn starts this month. The “Standard Life

Wrap” platform will become “abrdn Wrap” and this abrdn brand will be used globally as a unifying brand

across all the businesses in their group.

Importantly, you don’t need to do anything, and there are no changes to the products you hold and

services you receive. We just wanted to let you know that you can expect to receive abrdn branded

communications.

We were somewhat surprised at the rebrand, given that the Standard Life brand was well known and

trusted, but are confident that their products and services remain appropriate for our clients. (We also

wonder how much the branding team charged to simply drop the “e’s” out of Aberdeen!)

We will of course continue to monitor all existing platforms that you are invested in to ensure they

remain suitable for you and will recommend changes if we feel it is necessary. However, the Standard

Life/adrdn Wrap remains a good, robust product and suitable for many clients. For those clients that

are invested via a different provider, you will be unaffected.



Final Comment

While the FTSE 100 remains well below its previous peak, many other stock markets have made record

highs over the summer and have begun to accelerate further. Statistics have shown that if we experience

a good first half of the year (which we have done), then on average we should look forward to strong

returns in the second half of the year as well.

We remain bullish about our portfolios for the following reasons:

• The G7 group of leading nations pledged to donate one billion coronavirus vaccines to poorer

countries, thereby ensuring every country can participate in strong economic growth over the next

year.

• The $1 trillion + infrastructure deal in the US will further support the economy and confirm that

Governments will continue to print money.

• The savings rate has been extremely high during lockdown for those who have remained employed, so

this could be a catalyst for a surge in spending. For example, it was very difficult to book a summer

holiday in the UK.

• Confidence has returned to the UK, and we are seeing smaller UK companies benefitting with the FTSE

250 hitting new all-time highs.

• Those companies that have survived this year are likely to have implemented cost savings and may

find less competition due to other companies falling by the wayside. Therefore, the profitability of some

of these could increase significantly. This is simple Darwinian theory being applied to economics.

• Inflation is currently only expected to increase in the short-term and therefore we should only

experience modest, (if any), increases in interest rates. Higher inflation will help reduce the value of

debt each year in real terms. The Delta variant has helped reduce the chances of interest rates rising.
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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.


