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Introduction:
The financial pain of the pandemic has mainly focused on those least able to afford it - low-wage workers 
in people-facing industries, such as restaurant workers, airline employees and physical trainers. Knowledge 
workers, who have been able to continue working from home, have been less affected by the shutdown. 
Indeed, this group of workers has benefited - not from higher wages, but from sharply reduced costs. 
Without being able to spend their salaries, their saving rates have rocketed. Increasingly, reporters have 
adopted the term “K-shaped recovery” to describe this disparate experience of those at the top and bottom 
of the economy. The structure of the letter ‘K’ lends itself to this analogy, as the fortunes of those on 
the upward thrusting arm of the letter diverge from those on the downward-sloping leg. It is certainly 
a more apt analogy than that provided by, say, a V-shaped recovery, with its assumption that we are all in 
this together. Given that the stock market is experiencing its worst case of indigestion since March, the 
message is simple: the economy - and by extension the stock market - cannot flourish if a large segment 
of the population is left behind.
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Market Outlook:
Over the long term (since 1962), the FTSE All-Share has returned 7.2% per annum and that does not include 
the average 3.8% dividend yield earned on top. Therefore, ‘strategically’, it pays to be in the market. Also, considering 
inflation averaged 6.2% over the same period, it is vital that an investor invests in equities in order to preserve the 
purchasing power of their money. However, markets can be subject to swings in the interim and investors should be 
mindful of these with a view to protecting their capital and thus maintain a ‘tactical’ view. 

Our allocation to the stock market moves to overweight. Throughout the 11-year bull market 
from March 2009 to February 2020, investors tended to wait out selling episodes and quickly buy the dips. 
Often the market recovered rapidly to new highs. Most typical of this rising market has been a quick-strike 
selloff with about a month or two required to recover to past peaks. As we enter the strongest half of the 
year, it may be wise to be fully invested.

It is often said that the stock market is anticipatory and thankfully the news on vaccines has never been 
better. Dozens are in development with at least three vaccines in Phase 3 trials. As vaccines start to become 
widely disseminated, this cohort on the upper arm of the ‘K’ may expect to go back to what they used to 
do before anyone had heard of COVID-19. The combination of brilliant science, medical urgency, and even 
politics has accelerated the timeline for vaccine availability from mid-2021 into perhaps the end of 2020.

This year, the stock market has been trying to adjust to a 1-in-100-year pandemic, not to mention the 
largest social justice movement since the 1960s. Yet through it all, the economic recovery continues. The
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Recommended Investment:
Shires Income plc
Shires Income plc (SHRS) is an investment trust whose shares are listed on the London Stock Exchange. 
The Company’s investment objective is to provide shareholders with a high level of income, together with 
the potential for growth of both income and capital.

SHRS is differentiated from the wider UK Equity Income peer group by its higher yield (5.6% vs. 3.7% 
average) and its preference share portfolio (making up 30% of the portfolio), which is funded by gearing 
(currently standing at 20%). Interestingly, the trust also obtains income by writing call options on stocks 
that it wants to sell and put options on stocks that it wants to buy. Typically, options are short-dated (1-3 
months) and 5–10% out of the money (the share prices are under or over, as appropriate, the option 
exercise price). By doing so, the Company generates premium income.  The upshot of all this is that SHRS’s 
sources of income are much more diverse than would be the case for many equity income funds, especially 
given that a handful of stocks account for a significant proportion of the income available in the UK equity 
market.

When selecting equities for inclusion within the portfolio, the manager (Aberdeen Standard Investments) 
adopts a buy-and-hold strategy. It looks for good quality companies that are trading cheaply, defined in 
terms of the fundamentals that in their opinion drive share prices over the long term. Particular emphasis 
is placed on meeting the management of these companies, at least twice a year. This long-term approach 
helps limit portfolio turnover, although the manager does take advantage of gyrations in markets to trim 
holdings that have performed well and add to existing positions, where appropriate. Top holdings include 
preference shares issued by Ecclesiastical, General Accident & Standard Chartered and blue-chip equities 
such as Astrazeneca, Prudential, BATS, Chesnara & SSE.

The fund’s shares are currently trading at a 7% discount to NAV, offering investors an attractive entry point

Market Outlook (cont):
explosive growth numbers seen earlier this summer - in industrial production and retail sales - have 
moderated to more normal levels after the recovery burst; but activity continues to move higher. Economic 
data in the late spring and summer was bouncing off trough levels, producing gaudy upside numbers. While 
the data is no longer so explosive, it has not levelled off or, worse, begun to pitch lower in a second-wave 
recession. The all-important housing sector remains strong, reflecting a combination of attractively low 
mortgage rates and an overdue millennial housing boom, spurred by the desire to get away from crowded 
urban spaces.

For eight months, investors piled into technology, resulting in a particularly crowded trade in a handful of 
tech giants. All of the tip-of-tongue tech names, including Facebook, Microsoft, Amazon, Netflix and Apple 
have at least hit correction territory with 10%-plus retreats from their peak. That leaves room for further 
upside as we head into year-end.

Despite its reputation for volatility (since 1984, seven of the ten largest one-day falls in the market have 
occurred in the month of October), for the most part the market posts a positive return in the month of 
October- rising 0.9% on average 76% of the time. This strength may not be unconnected with the fact that 
the strong six-month period of the year starts at the end of October (part of the Sell in May Effect) and 
investors may be anticipating this by increasing their weighting in equities during the month.
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Recommended Investment (cont):
given its 12-month average discount of 2%. Long-term performance is good - over the last 10 years the 
shares have risen 95%, comfortably outperforming its benchmark.  The company pays a quarterly dividend, 
the last declared was 3p. Based on the current share price, that equates to a 5.6% yield. Buy.
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Tweet of the Month:
“Although the economy faces countless problems, there’s one it doesn’t have - inflation”

CPI inflation in the UK fell to just 0.2% in August. Granted, some of this was due to the Eat Out to Help 
Out scheme cutting the cost of restaurant meals. Nevertheless, there are good reasons to expect inflation 
to stay low.

One is the international background. Although oil and other commodity prices have recovered from April’s 
lows they are still well below pre-pandemic levels. Another is that wages are falling, 1% down from a year 
ago. This will hold down prices simply by forcing consumers to become more price-conscious and so resist 
price rises. And then of course there’s the fact that unemployment is rising, and likely to do so more when 
the furlough scheme ends. This will push down inflation both by depressing wage growth and by cutting 
consumer demand.

Nevertheless, there are some offsetting factors. In January, the restoration of VAT on hotels and restau-
rants will push up inflation. And then next spring, this year’s oil price fall will drop out of the data.

One big fact, however, tells us not to expect inflation to move very far. It’s simply that, since the early 1990s, 
it has not been terribly cyclical. At its low point in the 2009 recession it fell to 1.1% - but this was a higher 
rate than we saw during the better economic times of 2000 or 2015. Indeed, for those of us formed in 
the 70s and 80s, the salient fact about inflation in the last 25 years has been its stability. This tells us not to 
expect significant deflation nor a big rise in inflation.

More likely, inflation will stay below its 2% target for a long while. For savers, this is ambiguous. It’s good 
news, as it means that our money isn’t being eroded very much by rising prices. But it has a downside too. 
With inflation low and economic growth weak, the Bank of England will focus its efforts on stimulating 
the economy. That means nominal rates will stay low for a long time. Indeed, futures markets are pricing in 
negative rates next year and rates of less than 1% until at least 2025. Which probably means that real rates 
will be negative for many years.
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Economics:
The Bank of England’s chief economist, Andy Haldane, believes the media has focused on the risks to the 
economy and downplayed the strength of the UK’s recovery. Negatives abound including lob losses of 
more than 1 million and rising, difficult Brexit negotiations stalling business investment and large parts of 
the economy - from wedding planning businesses to sporting events and nightclubs - remaining shut, with 
little sign of reopening. However, Mr Haldane believes there are positives to focus on as well. The Bank 
of England expects GDP to increase by 20% in the third quarter, leaving the economy about 3-4% below 
its pre-Covid level by the end of the third quarter - not the 18% the BoE forecast in May. UK consumers 
appear to have adapted and have been spending most of their money, albeit on different things, such as 
food and households goods. And online spending, which has increased from 20% to almost 27% of overall 
spending during the course of this year, has created a more resilient retail environment at a time when 
another lockdown is possible.

The eurozone economy rebounded in the third quarter, but the recovery “remains incomplete, uncertain 
and uneven” according to ECB President Christine Lagarde. The recovery is limited by consumers who 
“remain cautious owing to anxiety about their job and income prospects”. Business investment is also subdued 
despite the pick-up in the third quarter as “elevated uncertainty continues to weigh on firms’ investment 
plans”. Headline annual inflation is expected to remain negative over the coming months after slipping into 
deflation in August for the first time in four years.

Six months after the coronavirus pandemic tore a hole in the US economy, the once-promising recovery 
is stalling, leaving millions out of work, and threatening to push millions more - particularly women - out 
of the labour force entirely. September’s 661,000 jobs figure was the third straight month of slowing job 
growth, a worrying trend given the scale of the challenge ahead. The economy has nearly 11 million fewer 
jobs than it did before the pandemic, a bigger loss than the 8.7 million at the depth of the recession a 
decade ago. It isn’t clear how much the economic data will matter to an election race upended by the news 
that President Trump tested positive for the coronavirus. But economists said recent data carried a clear 
message: Without a “Phase 4” spending package in Congress, the slowdown will only get worse.

Quote of the Month:
“Tonight, @FLOTUS and I tested positive for COVID-19. We will begin our quarantine and recovery process 
immediately. We will get through this TOGETHER!” - Donald Trump

The President’s result came after he spent months playing down the severity of the outbreak that has 
killed more than 200,000 in the United States and hours after insisting that “the end of the pandemic is in 
sight”. Mr Trump’s positive test result poses immediate challenges for the future of his campaign against 
former Vice President Joe Biden, the Democratic nominee, with barely a month until Election Day. It will 
undercut Mr Trump’s effort to change the subject of the campaign away from a pandemic that polls show 
most Americans believe he has mishandled and onto political terrain he considers more favourable. The 
president has sought to focus voter attention instead on violence in cities, mail-in ballots and Mr Biden’s 
relationship with liberals.
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Seasonality: “History doesn’t repeat itself, but it does rhyme” - Mark Twain

The January Barometer 
Historically, the returns in January have signalled the returns for the rest of the year. If they are positive, 
the returns for the whole year tend to be positive and vice versa. First mentioned by Yale Hirsch in the 
Stock Trader’s Almanac in 1972, a variant has it that returns for the whole year can be predicted by the 
direction of the market in just the first 5 days of the year.  Judging by the first 5 days, 2019 is likely to be a 
positive year for the stock markets.

October 
Despite its reputation for volatility (since 1984, seven of the ten largest one-day falls in the market have 
occurred in the month of October), for the most part the market posts a positive return - rising 0.9% on 
average 76% of the time. This strength may not be unconnected with the fact that the strong six-month 
period of the year starts at the end of October (part of the Sell in May Effect) and investors may be 
anticipating this by increasing their weighting in equities during October.

Fourth Quarter 
The FTSE 100 has risen 26 of the 36 years between 1984 and 2019, posting an average gain of 3.1%.

Sell in May and go away; don’t come back till St Leger Day 
Historically, this is the worst time of the year. Since 1966 to 2009, the FTSE All-Share has returned an 
average of just 0.7% between May Day and Halloween (it is known as the Halloween effect in the US) 
compared with 7.8% between Halloween and May Day. Some investors, therefore, tend to reduce exposure 
to the stock market from May. Our pagan ancestors knew this, which is why Beltane is a time of festivity 
(where people look ahead to fertility, plenty and joy) while Samhain marks the beginning of the “darker 
half” of the year. In March & April lighter evenings and warmer days cheer us up, which makes us more 
willing to take risks such as buying shares. So prices rise to high levels, which are difficult to sustain over 
the summer. In the autumn the darker nights make us gloomier, with the result that prices fall to low levels 
from which they recover.

Fourth-Year US Presidential Cycle 
The stock market tends to bottom out during the second year of each new presidential term and then 
recover strongly in the final two years. This is due to each Administration ensuring that the economy is 
strong by re-election time. Unfortunately, the excessive stoking of the economic fires creates excesses, 
including over-priced stocks, leading to poor stock market returns in the first two years of the next 
term. Since 1948, the UK market has risen 14 times out of 17 (82%) in US election years, with a rather 
extraordinary average annual return in those years of 33%. Generally, the UK market tends to rise in the 
few weeks leading up to the election.

Chinese New Year - Year of the Rat 
The Chinese calendar revolves around a 12-year cycle where each year is associated with an animal (rat, 
ox, tiger, rabbit, dragon, snake, horse, goat, monkey, rooster, dog and pig). Each New Year starts between 
21st January and 21st February, the exact date being dependent upon a variety of complex factors. The 
best performing animals since 1950 have been the goat and dog. The worst performing animals have been 
the rooster and snake.  The Year of the Rat ranks as the third worst period for stock market returns with an 
average gain of 3.3%. Chinese feng shui masters predict the stock market will be soft this year as the elements of 
earth and water, which are strong in the Year of the Rat, weaken the fire element that influences shares.
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Technical Analysis: 
Last month we targeted the recapture of the psychologically-important 6,000 level, which it duly did, reach-
ing 6,100 at one stage. Unfortunately, and yet again, it could not manage to hold onto the gains and has 
since retraced 300 points, though the previous market low of 5,750 reached in May was again held.  The 
long-term outlook of this market is indeed bearish, as reflected by the downward-sloping moving average. 
However, with the ADX lying at 13, there is no discernible trend. Therefore, we see the FTSE 100 trading 
within a tight range - between the upper and lower Bollinger bands lying at 6,120 and 5,755 respectively.

“The illusion of randomness gradually disappears as the skill in chart reading 
improves” – John Murphy
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Chart Legend:

Technical Analysis Guide:
RSI (relative strength index) - indicates whether a security is overbought (above 70) or oversold (below 
30).  Also when the RSI moves above 50 that is considered bullish (or vice versa).

ADX (average directional index) - indicates whether a security is in a trend (above 20) or not in a trend 
(below 20). For trending markets moving averages work best when considering lines of support/resistance. 
ending markets Bollinger Bands work best (sell at upper band, buy at lower band).

20 day moving average       
50 day moving average
200 day moving average 

(an indicator that measures 2 standard deviations away from the 20 day m/a)

(signifies the long-term direction of the security - whether it is in a bull or bear market)
(signifies the medium-term direction of the security)
(signifies the short-term direction of the security. prices tend to gyrate around their 20 day m/a)
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Investment Calendar:
1st October  Full Moon (markets tend to reach a low point around this time)
7th October  ECB Meeting
16th October  Options Expiry Day
   New Moon (markets tend to reach a high point around this time)
25th October  British Summer Times ends - clocks go back one hour
29th October  ECB Meeting
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