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FTSE 100 5,500

VIX 33

FTSE 100 5,906
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Support 5,560

VIX 25%

S&P 500 3,509

Gold $1,939

GBP/EUR 1.1079

GBP/USD 1.3179

Introduction:
The COVID-19 pandemic has achieved another grim milestone with the global number of coronavirus 
cases exceeding 50 million. US data is troubling, while trends in Europe are flat-out alarming. The new wave 
of infection worldwide has followed relaxation of lockdowns on restaurants, bars and other gathering spots 
along with the natural inclination to move indoors as colder weather arrives. Fortunately, fatalities are not 
fully tracking the rise in new cases. But governments want to get ahead of the curve before it worsens 
with further lockdowns and tightening restrictions that were eased just months ago. Amid widely disparate 
commentary from health professionals, Dr Anthony Fauci, one of the US’s top infectious disease doctors, 
has argued that national lockdowns are not the optimal way to combat the disease. Instead, he argues that 
citizens should maintain proven public-health measures such as masking and social distancing “to help us 
safely get to where we want to go.” With the devastating effect lockdowns have had on the economy, we could 
not agree more.
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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. Conventional Wall Street wisdom has it 
that investors prefer gridlock. Although centrist Joe Biden won the Presidential election, the Republicans 
have a slim chance of retaining control of the Senate, setting the stage for a divided government that will 
likely be more favourable for business than a unified Biden White House and Democratic Congress. This 
political stalemate will in turn will set the scene for a favourable backdrop for the world’s largest economy.

Seasonally, we have now entered the strongest half of the year for equities - the second part of the “Sell in 
May” phenomenon (“Buy after Halloween”). Anomalies such as this are not uncommon in financial markets, 
but they tend not to persist for long - as soon as they are known about they are usually arbitraged out of 
existence. No one knows why for sure why this anomaly has been so persistent. One theory attributes the 
anomaly to seasonal affective disorder (SAD). As nights lengthen in the autumn investors become more 
risk adverse, which drives prices down such that by the end of October prices are artificially depressed 
and ready to bounce back reverting to their ‘normal’ levels.

We do not expect another major move to the downside. Corporate earnings, the linchpin of stock market
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Recommended Investment:
iShares World Momentum Factor ETF
Perhaps the strongest deviation from the textbook theory of market efficiency is the success of momentum 
investing. Good returns on momentum strategies were first spotted in US stocks by finance professors 
Sheridan Titman and Narasimhan Jegadeesh in 2001 and since then have been discovered in international 
markets as well as in commodities and currencies. A strategy of buying the 20 biggest rising stocks in the 
previous 12 months, for example, has returned 151% over the last 10 years versus the 33% rise in the FTSE 
350. 

The anomaly exists because investors often cling too strongly to their prior beliefs about a stock and 
therefore do not respond sufficiently to new information. When they see a company announce good news, 
they think it a flash in the pan from an otherwise average company and so don’t bid up its price sufficiently, 
causing it instead to drift up as reality gradually dawns.
 
Buying 20 stocks and rebalancing annually can be, however, too much trouble for many investors who do 
not want to monitor individual stock price movements and end up with a potentially undiversified, by 
sector, portfolio. 

One easy way of obtaining exposure to this theme is to purchase the iShares World Momentum Factor 
ETF (IWFM.L). This is a low-cost Exchange Traded Fund that seeks to reflect the return of the MSCI 
World Momentum Index.  The constituents of this index are selected using a similar strategy of identifying 
equities that have experienced price increases over the past 6 and past 12 months with the assumption 
that increases will continue in the future. With a TER of just 0.3% and a 5-year return of +90%, we rate the 
fund a strong buy.

Market Outlook (cont):
valuation, are surprising on the upside; and the pullback in stocks, centered in mega-cap digital-economy 
names, has created a more favorable valuation set-up heading into two of the best stock months from an 
historical perspective.
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Tweet of the Month:
“None of us are getting any younger - a fact which matters a lot for our investment portfolios”

This is simply because many of us suffer a decline in our mental faculties as we age. A new research paper 
that studied thousands of investors aged between 50 and 80 has found that those who were unaware of 
their cognitive decline (as measured by memory tests) were significantly less wealthy than those who were 
aware of it or who hadn’t suffered such decline. This is because such people are “more likely to make bad 
financial decisions which negatively affect their wealth.”

We know that overconfidence is an expensive error even among younger investors. It’s also a problem for 
those unaware of their fading powers. It has been found that we make more mistakes with our money after 
our mid-50s and that investment skill deteriorates with age. This is because although older investors tend 
to use better rules of thumb (such as “run your winners”), they are also worse at picking stocks.

The issue here is not merely the curse of dementia. Some cognitive skills such as short-term memory or 
the ability to process information begin to decline quite early in adult life. For many of us, this decline is 
offset by the learning and wisdom that come with age. There comes a point, however, when the latter no 
longer outweighs the former.

This did not used to be so big a problem. We used to retire on big final salary pensions or at least be able 
to buy annuities at decent rates. We didn’t therefore need so much to manage our own savings. Today, 
however, we do. Which means that we face huge investment risks at a time when our ability to manage 
those risks is fading.

What can we do about this? We can simplify our portfolios. A portfolio comprising low-cost ETFs and 
investment trusts providing exposure to equities and bonds will do most of what you need. In fact, doing 
this and rebalancing between equities and bonds - buying more of the former when prices are lower - is 
the only trade you need to make each year.

Such an austere strategy of course means that we’ll miss out on some good investment opportunities. 
But we mustn’t overstate these. The only proven strategies for beating the market are momentum and 
defensive stocks. Anything else is quite likely to fail. Which brings us to another change which those of us 
in or approaching cognitive decline must make. We should worry less about looking for the best invest-
ments and instead do what the Nobel laureate Herbert Simon recommended. We should “satisfice” - adopt 
strategies which while not optimal are good enough. A simple mix of funds does just this. Sure, we lose 
the chance of beating the market significantly. But we also lose the chance of underperforming. That’s not 
nothing. Even at the peak of their powers, active investors are prone to many mistakes: hanging onto losing 
stocks; trading on information that’s already in the price; backing overpriced speculative stocks or trading 
too much. Buying funds for the long term protects us from all these errors.

In one sense, all this is in fact elementary economics. Lionel Robbins famously defined economics as “the 
science which studies human behaviour as a relationship between ends and scarce means which have alternative 
uses.” Cognitive ability is scarce, and getting scarcer for some of us. We should economise on it.
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Economics:
The British economy is on course for a double-dip recession this winter as the recovery in the all-
important services sector stalled in October. The purchasing managers’ index for the services sector - 
which encompasses a range of industries from retail to hospitality and financial services - dropped to 51.4 
in October, from 56.1 in September, below City estimates. Two successive quarters of negative growth 
– which occurred in the first six months of 2020 - constitute a recession, with the term “double-dip” used 
to describe two downturns in quick succession. The second wave of Covid-19 is the obvious driver of the 
slowdown, though the recovery likely would have decelerated anyway, given that pent-up demand after the 
first lockdown pushed activity in the consumer services sector above its sustainable level over the summer. 
On top of that, business caution has been added to by uncertainties over whether the UK and EU will 
reach a trade agreement by 31st December.

Fresh lockdowns announced across Europe in recent days to contain the resurgence of the coronavirus 
pandemic have triggered a flurry of downgrades to economic growth forecasts as restrictions on activity 
threaten the continent’s recovery. The eurozone economy is now expected to shrink by 2.3% in the fourth 
quarter of this year, a worse performance than had been predicted before the restrictions were announced. 
The bloc had rebounded from its coronavirus-induced recession in the three months to September, 
recording record quarterly GDP growth of 12.7%, though output was still well below pre-pandemic levels.

The US economy, which has shown signs of recovering, could see its prospects turn given the intensifying 
spread of Covid-19 in the country and a lack of additional support measures. The surge in cases to over 
100,000 a day could see the US follow in the footsteps of Europe, where the outbreak trajectory is about 
four to six weeks ahead. That’s going to start doing some damage. And then there is no additional fiscal 
support on the horizon, at least not in all likelihood until the presidential inauguration in January. That 
leaves the economy vulnerable. In addition, the potential for a “split government” where the Republicans 
retain control of the Senate means a large fiscal rescue package is unlikely to happen. That will result in less 
growth and a longer time for the economy to get back to full employment.

Quote of the Month:
“When the stock market crashed, Franklin D. Roosevelt got on the television and didn’t just talk about the, you 
know, the princes of greed. He said, ‘Look, here’s what happened’” - Joe Biden

During a 2008 CBS interview, the President-elect Joe Biden tried to make a historical comparison between 
political leadership during the trying economic times and the Great Depression. But he got his history 
wrong. First, the stock market crashed in 1929. Franklin D. Roosevelt wasn’t the president; Herbert Hoover 
was. Second, if Roosevelt had been president in 1929 and wanted to make a public statement on the state 
of the economy, it wouldn’t have aired on television. Because no one had a television yet. The TV was 
introduced to the public at the 1939 World’s Fair in New York, almost 10 years after the crash. We can 
surely expect more such gaffes from the oldest elected President in US history in the coming years.
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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.

November 
Since 1984, the FTSE 100 has risen in 59% of years in November, with an average return of 1%, making it 
the 6th best month of the year. In an average November, the market rises in the first three days, but those 
gains are then given up in the following few days. In the middle of the month prices increase and then fall 
back again, before finally rising strongly in the last seven days of the month.

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

November - April 
Delaying re-entering the market from St. Ledgers Day to Halloween has yielded statistically significant 
outperformance with the FTSE All-Share rising an average 13.4% from Halloween to May Day since 1965. 
There is a 1-in-2,000 chance of this arising by chance in random data. One explanation for this is that as 
the nights draw in during winter, we become anxious and depressed, which means share prices fall and 
expected returns rise. This then leads to a decent winter rise.

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: 
Despite falling over 300 points at one stage, the market staged a terrific come back and finished the month 
back at where it started. The long-term outlook of this market is of course still bearish, as reflected by the 
downward-sloping 200-day moving average. But a base appears to be forming. There is no real trend to this 
market, meaning the FTSE 100 should continue to trade within a tight range - between the upper and lower 
Bollinger bands lying at 6,075 and 5,560 respectively. However, we see a potential breakout to the upside 
as the market reasserts itself with its traditional end-of-year rally.

“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:
4th November   FOMC Meeting
5th November   MPC Meeting
13th November  Options Expiry Day
15th November  New Moon (markets tend to reach a high point around this time)
18th November  ECB Meeting
26th November  Thanksgiving Day, USA - Wall Street closed
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