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“Worrisome Signs on the 
Pandemic and the Economy”
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 fl at-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.

by Mark Maloney, Managing 
Director, Gibraltar Asset 
Management Limited

Market Outlook

O
ur allocation to the 
stock market remains 
at 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 
valuation, are surprising on 
the upside; and the pullback 

in stocks, centred in mega-
cap digital-economy names, 
has created a more favourable 
valuation set-up heading 
into two of  the best stock 
months from an historical 
perspective.
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.
Please be aware that the value 
of  your investments may 
fall as well as rise and your 
capital is at risk. Income from 
the investment may fluctuate 
in value in money terms. 
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