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IntroductionIntroduction

Welcome to the 4 Shires Investment Commentary for the Autumn of 2020. 

The world is seeing a second Covid-19 surge amid reports of exciting vaccine 
breakthroughs.  

Stock markets have surged on the back of the potential of ridding the world of this threat 
in all but a few rare cases within the next twelve months.

The US election remains disputed by President Trump, notwithstanding the clear victory 
by challenger Joe Biden.  But what of ‘Bidenonomics’?  What sectors will benefit from the 
new president and who will bear the brunt of tax rises?

In this commentary we will look at the above issues, as well as the revival in fortunes of 
the ‘value’ shares in the UK, potential tax changes in the UK, the potential for technology 
regulation in the US and our usual section of funds and stocks in the UK.

We hope that you enjoy reading this latest Investment Commentary.

Jeremy Le SueurJeremy Le Sueur
Managing DirectorManaging Director



BidenomicsBidenomics

What will the new Democrat president and his administration do with the US economy 
when they take office in mid January?  Will they indeed be able to get their legislation 
through Congress?  What will this mean for American companies and the world 
economy?

Joe Biden has already given clear ideas as to what he would like to do.  First will be 
dealing with the Covid-19 pandemic which President Trump’s administration has given 
up on pending arrival of vaccines.  The stimulus package would have to be passed by the 
Senate after it gains approval in the Democrat controlled House.

Part of the Covid-19 support bill includes the next part of the Biden agenda, a $2-3 
trillion investment in an environmental agenda .  This infrastructure lead initiative will 
see investment in electric car charging stations and increased investment in electicity 
transmission networks.  The bill will also include a rise in the minimum wage to $15 an 
hour, cash for small companies and also an increase in federal unemployment benefits.
After the bill, there will be further green stimulus measures and billions of dollars of 
investment into green technologies as Biden hopes to turn America carbon neutral by 
2035.  There will also be educational intiatives including national free pre-school, child 
care tax credits and free state university education for those families earning less than 
$125,000 p/a.

Despite what seems like an enormous increase in government expenditure to pay for the 
above policies, there will also be tax rises for the rich to help pay for some of the costs 
of his programme.  Capital gains tax will rise for those earning more than $1m, federal 
income tax will rise (with a top rate of 39.6%) and the corporate tax rate will rise to a 
maximum rate of 28% from 21%.

What is the total cost of such a programme?  The estimate of the cost is an annual deficit 
of circa 3% of GDP, which albeit expensive is primarily expenditure on investment in 
physical assets, improved environmental strategy and education.  Many Americans no 
longer view the surging total deficit with such hawkish, reductionist tendencies, having 
learnt to live with ever-expanding budget deficits since the budget balancing days of Bill 
Clinton.

Whether Biden will be able to get his programme through the Senate will depend on 
how much he can appeal ‘across the aisle’.  Biden has always built consensus to keep the 
legislature functioning, and these skills will be in particular need after the partisan Trump 
presidency and bitterly divided senate under Mitch McConnell’s majority leadership. 



The impact on the American economy is likely to be stimulatory, but there will certainly 
be winners and losers.  The defense industry is unlikely to benefit, whereas green 
technology will no doubt benefit.  Construction companies and infrastructure related 
businesses should also benefit(we hold Hill and Smith that has zinc galvanizing plants 
across the country and is already a beneficiary of federal infrastructure expenditure).

The accusations of socialism levelled at Biden are simply not true, and the move for rich 
Americans to pay more in taxes has many supporters amongst the super rich, including 
Warren Buffett and Bill Gates.  

The modest initiatives are likely to be supportive of economic growth, but will they be 
enough?  It is tempting to say the US will need more stimulus packages, although the 
ongoing recovery in the US economy is indicating that reduced stimulus may well suffice 
to keep Uncle Sam’s people prosperous.

Trade & ChinaTrade & China

What of trade?  Henry Kissinger has called for a rapprochement with China, although 
over 70% of Americans would not seek such a move, viewing China as a threat to the US, 
primarily economic in nature.  

Kissinger said without that cooling of tensions, a World War 1 like conflict could occur.



We see the Biden government de-escalating some of the tensions, but much of that has 
been overtaken by the dramatic unfurling of the new Asian free trade agreement that 
includes 2.2bn people and 30% of the world economy.  The Regional Comprehensive 
Economic Partnership (RCEP).  

The signatories include Asean, Japan, South Korea, Australia and New Zealand.  India 
would have signed but it was concerned about the end of protecion of key industries and 
agriculture.  India, with its 1.4bn people, could still join at a later date, although recent 
fighting in the Himalayas between China and India make this unlikely in the near term.  
The American countries involved (Canada, Chile, Peru and ) are part of the agreememt as 
members of the Comprehensive and Progressive Agreement for Trans-Pacific Partnership 
(CPTPP) signed in 2018.

This is a significant and large reduction in trade barriers by China, and it is viewed as 
a major concession by China.  Its industries will prosper as it remains the region’s, and 
the world’s, primary manufacturing nation.  What it also signifies is China’s increasing 
leadership of the drive to free trade.  It also signifies a move away from the US being the 
key arbiter of free trade post the Trump tariffs.  These changes can also be seen in China’s 
new 5 year plan which will no doubt have an impact on the world economy.



China’s New 5 Year PlanChina’s New 5 Year Plan

The chart above shows the slowdown in GDP growth in China since the heady days of 
the 1990s when economic deregulation led to growth rates around 10%. 

The current Covid epidemic and the trade war with the United States has caused GDP 
growth to collapse.

With attacks on Huawei, Tik Tok and bans on semiconductor equipment exports that 
have hurt the Chinese semiconductor industry, the Chinese government is looking to 
increase its technological self reliance as one of its five major themes for the coming 5 
year plan.  This will include R&D funding and subsidies for high end manufacturing.

The defence budget is likely to increase as Xi Jinping has said the Chinese armed forces 
need to be ready for war, and military training will increase. The recent Chinese sabre 
rattling over Taiwan shows that China under Xi will project its power in the region.
There will also be an emphasis on environmental change, with China aiming to be 
carbon neutral by 2060.

China aims to dramatically increase its GDP per capita from the 2019 level of $10,261to 
closer to that of South Korea or Spain over the next 15 years (circa $30,000 p/a).  It is 
worth pointing out that based on purchasing power parity, GDP per capita is already 
nearer to $16,784 according to the World Bank.  The change in expected GDP will be felt 
across the world as China catches up with the US economy in terms of size and power.



Covid-19 (Season 2) Vaccine UpdateCovid-19 (Season 2) Vaccine Update

Pharmaceutical companies, Pfizer and Moderna/Lonza, have made a clinical 
breakthrough with their vaccine candidates for immunisation against Coronavirus.  
Pfizer’s drug claims to be 95% effective with no side effects, and Moderna’s vaccine has a 
similar efficacy and safety profile.  

The main difference between the two drugs is the temperature at which the can be stored.  
The Pfizer drug needs to be stored at -70 degrees celsius, while the Moderna drug can 
be kept at higher temperatures.  But there is a major difference between the two, namely 
the ability to produce in large quantities.  This will give the Pfizer vaccine the edge in 
production volumes and enable their vaccine to be the one adopted first.  

With the Oxford/AstraZeneca vaccine close behind and now declared effective for 70% of 
cases, it looks nearly certain now that this will be the last season where the world has to 
lockdown and restrict travel and activity.

The next stage will be the immunisation of those priority candidates, such as health care 
workers and the elderly and at risk populations.  Thereafter a progressive vaccination 
system, akin to the current flu jab system, will be out in place.

Where Vaccines will be used by Destination RegionWhere Vaccines will be used by Destination Region

    

The graph above shows that the vaccine being developed by AstraZeneca and Oxford 
university will have more signficance for the developing world than the Pfizer or Moderna 
vaccine. 

(Source: Airfinity Ltd/Bloomberg)



The reason the Oxford vaccine has such potential take-up is the price, with doses priced 
at circa $5 each versus Pfizer at $39.50 for the two shots needed, and Moderna at a similar 
price point.  Having a vaccine in the West does not mean the rest of the world cannot 
re-spread the disease as coverage will be poor until winter of 2021.  A lot still rides on the 
Oxford AstraZeneca vaccine for developing nations.

The successful vaccines will mean the economies can recover quicker than governments 
expected, and that economic recovery will take place.  People will return to offices, 
unemployment will peak and GDP growth will return.  This won’t happen immediately, 
and it will feel like we are in a recession for the next few months.  But we believe pent up 
demand will cause a surge in demand for goods and services in 2021.  The next article 
looks at what that recovery, that surge in demand, will mean for investment markets.

Early Cycle Economic RecoveryEarly Cycle Economic Recovery

As a result of the vaccine breakthroughs we believe tht 2021 will be a year in reverse, as 
people have rising confidence to return to their previous way of life.  This does not mean 
that conditions will change overnight, and indeed full recovery is unlikely until 2022, 
by which time there ought to be sufficient vaccine manufacturing capacity in place for 
approaching global coverage.

The economic strangulation of economies by the virus has caused companies to reduce 
capacity, notably in the retail, leisure and travel industries.  The intital increase in 
unemployment from these industries ought to reverse in 2021 as society returns to being 
social.  

There are three reasons to suspect an uptick in inflation.  Companies will need to raise 
prices to recoup some of their losses.  The current level of central bank intervention has 
caused a large amount of liquidity in the system.  Government stimulus of economies is 
likely to continue.  All of these factors should mean strong economic recovery and a pick 
up in inflation.

We expect cyclical stocks to do well in the current environment and be a reversal of some 
of the trends in 2020.  We believe cooped up people will want to shop in person, to eat 
out, to go on holiday and to recover from living inside.  Wealth has not been as badly hit 
as in a normal recession due to saving rates being high, and this return to expenditure 
could also fan inflation.  Stocks that benefited from the lockdown, such as Zoom, have 
already fallen in anticipation of the relaxation of the global restrictions.



The recent announcement from US Treasury Secretary Steven Mnuchin could moderate 
the move to higher inflation.  He has indicated that five of the nine Federal Reserve 
schemes to aid liquidity should be allowed to expire and that these funds can be repaid to 
the US government, in total a repayment of $454bn.  This is viewed by some economists 
as a dangerous withdrawal of liquidity.  However the new administration could reverse 
this strategy if new liquidity is required until the full recovery is underway.  But ot looks 
likely that cyclical and value stocks are outperforming.

Growth vs. ValueGrowth vs. Value
Every investment can be considered as being part of a “factor” or “style”. These are the 
characteristics that might drive future stock performance. Examples include the income 
from the investment, or the size of the company, or the sector is it in.  Two styles that 
are in focus at the moment are growth and value, which many investors consider to be 
opposite to each other.

Growth companies, simply put, are those companies which are expected to continue 
growing their earnings, sometimes with a degree of predictability. This may be due to an 
expanding market, or improving margins, or growing market share.

Value companies, conversely, are those companies which look excessively “cheap”, because 
they have fallen out of favour with investors and their share prices have fallen. This may 
be due to investors ascribing a lower value to the company’s earnings. The shares may 
trade at a lower price than the intrinsic value of the company’s assets would suggest.

This chart shows that value investing has never been more out of favour in living memory. 
In the UK, value shares are trading at a 60% discount to growth shares, according to 
RWC. This is an even steeper discount than during the “dot com” bubble in the late 1990s 
or the global financial crisis in 2008.



Value shares tend to perform well when inflation is high. This means investors are forced 
to apply a higher discount to the future earnings of growth companies. In turn, this 
reduces today’s value of those future earnings, causing growth-company share prices to 
fall. This forces investors to sell, and reallocate their equity exposure to value shares. These 
companies are less impacted by inflation expectations, and the earnings that they are 
receiving “today” become more highly valued than they were before.

Central banks have been printing money like never before in order to help shore up the 
global economy in light of the pandemic. During the global financial crisis, $1.4tn of 
new money was created but this time around $4tn has been created by the worlds’ central 
banks in only a matter of months. It is possible this could go up further if government 
deficits continue as the quarantine extends.

If the value of money falls enough to cause the return of inflation, then value stocks ought 
to close the gap with growth stocks. As you can see from the chart, this can occur quite 
rapidly. At 4 Shires we are making sure that investors have the right balance between 
growth and value in their portfolios.

UK Debt & TaxesUK Debt & Taxes
The UK government has been forced to spend money it doesn’t have, to shore up the 
finances of households and business whilst large swathes of the economy have been put 
into stasis by Covid-19 quarantine measures.

Conveniently, the UK government uses a financial year up to 31st March when citing its 
public debt statistics. With the first lockdown having been announced on 23rd March, 
this means that the figures are fairly clean when making a “pre-Covid-19” and “post-
Covid-19” debt comparison.

In the first half of the government’s current financial year (to the end of September), 
borrowing jumped by a massive £246bn, taking the total debt pile well over £2 trillion 
and over 100% of GDP, to 103.5%. This is more than 4x the deficit for the whole of the 
previous year in absolute terms. 

As a percentage of GDP it is much larger than 4x the previous year, because the economy 
has shrunk due to the spring lockdown. The second lockdown this autumn will further 
stretch public finances.



Since the global financial crisis, the government has sought to grow or inflate its way 
out of its debt burden. By growing the nominal size of the economy (whether by actual 
growth, or simply by inflation), the debt to GDP ratio should fall. In theory, this makes 
debt servicing more manageable from tax revenue.

But with economic growth showing a steep contraction due to the quarantine measures, 
and inflation remaining below 1%, neither of those options seem available in the 
immediate future. Could tax rises to help plug the deficit be on the horizon? And if so, 
what form might they take? The Institute for Fiscal Studies says tax rises of at least £40bn 
a year will be required for several years. This will inevitably have to come from multiple 
sources.

Capital Gains Tax Capital Gains Tax 

From 6th April 2016, capital gains tax was reduced for assets other than property, from 
18% to 10% for basic rate taxpayers, and 28% to 20% for higher rate taxpayers. This is one 
area the government could look at, by reverting the rates back to pre-2016 levels.  The 
Office for Tax Simplification (or increases) has suggested aligning capital gains tax (CGT) 
in line with income tax rates.  This would mean increase to 20% for a basic rate taxpayer, 
40% for high rate taxpayers and 45% for highest rate taxpayers.

(Source: JP Morgan)

(Source: ONS/BBC)



Corporation Tax Corporation Tax has been on a similar downward trajectory. In the late 70s and early 80s 
it exceeded 50%! Today it is only 19% and the UK has one of the lowest corporation tax 
rates in the G20. Only two countries are lower, Switzerland at 18% and Singapore at 17%. 
Maintaining low corporation tax rates has been a way of boosting post-Brexit appeal for 
the UK, but this may not last. The G20 average is 25%.

If income taxincome tax were raised an additional 1%, this would only generate £5bn more in 
income for the Treasury. There is however a general desire among the population that the 
rich need to pay more and so a 1% tax hike on everybody could be unpopular. It would 
also do little to erase the deficit on its own.

Dividend taxDividend tax rates are generously low, at only 7.5% for basic rate tax payers, and 32.5% for 
higher rate tax payers. These are a fair bit lower than regular income tax rates of 20% and 
45% respectively. Some level of normalisation between the two could occur. The dividend 
tax allowance of £2,000 could be in the cross hairs.

We feel it is unlikely that the government will curb pension reliefs too harshly. This is 
because the government is keen to shift the burden of responsibility for retirement away 
from the state and onto the individual. So, the government will not wish to jeopardise 
individual savings. We do not consider the 25% tax free cash element to be under threat, 
although it is possible that higher and additional rate tax relief on pension contributions tax relief on pension contributions 
may be removed. The lifetime allowance is meant to increase with inflation, but could be 
frozen.

In general, we feel that the government will favour indirect taxes, but the reality is that the 
debt is too large to be repaid, and must, over time, be inflated away in real terms, or the 
economy will have to grow sufficiently to reduce the scale of the debt.

(Source: Trading Economics)



New Client Portal : 4 Shires ConnectNew Client Portal : 4 Shires Connect
We will soon be rolling out our new client portal called 4 Shires Connect, to improve 
the online service for our client. 4 Shires Connect is also available to download from the 
Apple App Store, or Google Play Store.

The portal offers a fresh new look with easier to access information. Clients can now be 
linked together, if your accounts are looked after as part of a wider group.

As well as viewing your 4 Shires accounts, you can add as much information as you want 
about your finances, making it your first port of call for all your money matters. 

For example you can add:

• Property and mortgage information
• Details of your loans
• Other investments or pensions you may have, with live data links to your other  
 service providers
• Linked bank accounts to track your income and spending
• Important documents, like insurance details
• Important financial events in the diary



4 Shires Connect provides you with a true picture of your net worth, with a full break 
down by asset type and value.

4 Shires Connect offers a secure messaging service, so you can contact us in confidence 
with your personal details. 

Any documents that we send electronically, such as your quarterly valuation packs, will 
going forward be loaded onto your 4 Shires Connect account.

We are in the final stages of testing and will be contacting you shortly to help move your 
online login to 4 Shires Connect.



Portfolio Activity & Investments Portfolio Activity & Investments 

We remain active in investment markets given the realignment of markets that is 
underway both as a result of the pandemic and also the potential for it to disappear.

In this section we will look at what investment activity we have been doing in several 
funds that we invest in, look at the UK’s deep value shares, Odyssean Investment Trust 
and Investec.  (Price graphs source: Alpha Terminal).  

Portfolio Activity – Recent Fund SwitchesPortfolio Activity – Recent Fund Switches

In the inter-lockdown period we have been busy repositioning our portfolios and have 
made several fund switches after reviewing the market.

Henderson High Income Investment TrustHenderson High Income Investment Trust

We sold Henderson High Income (HHI), an investment trust focusing on UK companies 
at 135p, as it had been underperforming for some time. The fund had a circa 15% 
allocation to fixed interest, as well as equities, which ought to have helped during the first 
lockdown sell-off but did not.

Henderson Far East Income reduction of holdingHenderson Far East Income reduction of holding

We reduced our exposure to Henderson Far East Income (HFEL) for client who did 
not have an immediate need for income. We retain the fund for those client who do 
need income. We continue to be keen on the prospects for Asian income stocks as 
Asia’s population ages, and the need for retirement income among the local population 
continues to rise. However, for some clients we have switched this fund into JPMorgan 
Asia Growth and Income.

JP Morgan Asia Growth & IncomeJP Morgan Asia Growth & Income

We already hold JPMorgan Asia Growth and Income (JAGI) for some income clients, as it 
pays as reasonable yield just under 4%. It aims to pay out 1% of its net asset value (NAV) 
per quarter. We have chosen to purchase this fund as well for non-income receiving 
clients as the total returns have been superior to HFEL. Much of the yield is also paid out 
from capital growth in the underlying portfolio, allowing investors to benefit from a yield, 
as well as access to some of the faster growing sectors within Asia, such as e-commerce.



JP Morgan Emerging Markets Income Trust reduction in favour of JP Morgan Emerging JP Morgan Emerging Markets Income Trust reduction in favour of JP Morgan Emerging 
Markets TrustMarkets Trust

We have performed a similar switch for our general emerging market exposure, having 
chosen to reduce JPMorgan Emerging Markets Income Trust (JEMI), in favour of 
JPMorgan Emerging Markets Investment Trust (JMG) where clients do not have an 
immediate need for income. JMG has more of a growth bias rather than an income bias 
allowing investors who do not require income to potentially obtain higher total returns.

JP Morgan European Income Trust sale, ASI Europe ex UK unit trust purchaseJP Morgan European Income Trust sale, ASI Europe ex UK unit trust purchase

We have conducted an extensive review of European income funds, following 
disappointing performance from JPMorgan European Investment Trust Income shares 
(JETI). As there is a narrow universe of listed investment trusts offering European 
income, we have expanded our analysis to open-ended funds.

Having screened all European income funds, we obtained a shortlist of 3 potential funds. 
Other funds were discounted, as the yield may have been insufficient, or the fund size was 
very small, or performance was not as good or as stable as the shortlisted funds.

We shortlisted the following funds:

• BlackRock Continental European Income
• ASI Europe ex UK Income Equity
• Montanaro European Income

We chose ASI Europe ex UK Income Equity for the following reasons:

• They have the highest yield of the 3 funds at 3.9%, which is important for income  
 investors. 
• They have suffered the lowest amount of dividend cuts during the pandemic from  
 their underlying investments, only reducing their dividend by 7%. This compares to  
 circa 35% for the BlackRock fund and 45% for the Montanaro fund.
• They focus on diversification of companies throughout the business cycle.
• They focus on maintaining exposure to the income “style” factor in a consistent way  
 and avoid too much directional exposure to other factors (e.g. growth or value).



• They are trying to run an holistic income portfolio, rather than the BlackRock   
fund which is effectively running two portfolios – one with very high income, plus  
a pure growth portfolio, and coming out with an average of the two. We prefer the  
holistic approach.

Finally, due to our relationship with the Aberdeen Standard Investments team, we were 
able to secure the share class with a lower fee which would normally only be available to 
larger institutional investors. Our clients will only pay fund costs (OCF) of 0.91% to hold 
the fund, rather than 1.35%.

UK Deep Value SharesUK Deep Value Shares

The table above shows the drop in valuation of the UK market compared to the Morgan 
Stanley Capital Indices (world), and index compiling most of the liquid stock market 
indices in the world.  The UK market at the end of October traded at a 45 % discount to 
the valuations of the rest of the world, or, to put it simpler, were 45% cheaper than the 
world’s average valuation at the end of October.

The UK has plenty of undervalued large companies, and in the table overleaf we highlight 
some of what we see as the current valuation disparities (as at 22/11/20).

(Source: RWC)



The classic value criteria are low valuation of profits, high and reliable yields and a 
discount to book value.  There are more complex valuation criteria, but these will suffice 
for this exercise.

What is clear from the table is that shares are offering excellent yields on moderate 
valuations across a broad range of industries.  The average p/e of circa 12.8x prospective 
profits and an average prospective yield of 6.5% with the blend of companies trading in 
line with their book value.  Such low valuations have made the UK a favoured place for 
investment after the vaccine announcement.

  (Source: 4 Shires)



The UK also has a large amount of cyclical companies.  As the dire predictions of never-
ending lockdowns fades, the oil price has picked up and oil company share prices have 
risen.  Mining stocks have also risen in anticipation of the pick up in economic activity 
and higher metals prices.

Our view is that these companies have further upside as markets price in a normal 
cyclical recovery.  For those requiring income from their investments, the appeal of such 
income returns are obvious, and it is likely that the UK offers capital gains as well as 
confidence returns in its companies.

Odyssean Investment TrustOdyssean Investment Trust

Odyssean investment trust is an activist investment trust that takes large stakes in 
companies in the UK and works with management and other shareholders to garner 
investment returns.  This type of investment can be called ‘private equity in the public 
markets’.

Managed by Stuart Widdowson and Ed Liechekowski, who both have private equity 
backgrounds at HG Capital.  Stuart used to run Strategic Equity Capital which performed 
well under his management last decade.

The two managers’ knowledge of their companies is excellent, and they run a focused 
list of companies, trying to be one of the largest shareholders in each investment.  They 
identify a reason why a good company is trading at a discount to its intrinsic value, and 
have a 3 to 5 year timetable to work to eliminate that deficit.  Since the trust as set up in 
April 2018 they have had four bids for their companies, and they are currently holding 
Elementis, which is subject to a bid from a US company.  They invest in companies with a 
range of £100m to £500m, and they have a maximum of 25 holdings in the portfolio.

Since inception the fund has outperformed the FTSE 100 index by 34% (as at 24/11/20).  
We have started to purchase the trust for clients.



InvestecInvestec

We recently took a position in one of the value shares mentioned above, Investec, the 
Anglo South African financial business.  The core of the business is a business bank which 
generates most of the profits.  It has also owns one of the largest wealth managers in the 
UK, Investec Wealth, which currently manages £52bn of assets.  Finally it owns a 25% 
stake in Ninety One, a fund management business that was successfully demerged from 
Investec plc in 2020.

We have bought shares as the break up value of the business is far in excess of the current 
share price, while also offering a good and recovering dividend yield.

The value of the wealth management business, if valued at 2.5% of assets under 
management, is £1.25bn.  The 25% stake in Ninety One is valued at £0.5bn (25% 
of £2.07bn market cap).  Added together this equates to £1.75bn versus the current 
market capitalisation of Investec of £1.3bn, or a circa 25% discount to the value of those 
businesses, excluding the bank from the valuation that usually makes circa 70% of group 
profits.  

We believe that over time this discount will narrow.  The share price graph shows a 
sudden drop in value of the company and we would expect that gap to be progressively 
eliminated as the shares head up to a more reasonable valuation.  

After all, valuing the bank at less than nothing when it is the largest profit contributor 
makes no sense to us!



Markets & Investment OutlookMarkets & Investment Outlook

In this section we look at technology stocks in the coming Biden era, the outlook for the 
copper price and an article on the changes to the Japanese bond market.

Tech and BidenTech and Biden

US large cap stocks have been the main driver of performance of the US stock market 
of the last few years, and the Covid-19 pandemic has benefited and accelerated the 
digitalisation trend. 

The disparity in performance between technology stocks and other areas of the market 
has resulted in a handful of companies now accounting for more than 25% of the total 
US stock market capitalisation. The last time there was as much concentration in a small 
number of stocks was 1960, the differences today being that all these companies come 
from the same sector. A pullback in technology will have a significant impact on the 
overall market.

Possible catalysts for a technology sector pullback are the policies a Biden presidency 
could introduce. During this summer, the Democrats in the House of Representatives 
published a 449-page report outlining the monopolistic practices of Apple, Amazon, 
Facebook, and Google. This report was followed in October by the Department of Justice 
(DOJ) suing Google for violating antitrust laws, and similar action is expected against 
Facebook. 

Despite a number of Democrats publicly endorsing the breakup of big tech, Joe Biden has 
remained relatively quiet on what actions he would take against the largest technology 
companies, although it is expected he will continue the DOJ action against Google. 

The only action Biden has signalled support for is revoking section 230 of the 
Communications Decency Act, which shields internet companies from liability for the 
content that they host. Perhaps the most significant impact a Biden presidency would 
have on big tech is the proposed increase in corporation tax (28% from 21%), although 
the Republican Party keeping the Senate may scale down these tax reforms.



An area that a Biden presidency is expected to improve is the US/China relations. This 
should be positive for US companies with significant supply chains and sales in China, 
such as Apple and Cisco, who have been caught in the crossfire of the US/China battle 
over 5G and trade. 

Despite strong Democratic Party support for some kind of technology regulation, with 
the coronavirus response, climate change, and the Iran nuclear deal to contend with, 
technology reform may not be high on Biden’s list of priorities. 

Commodity Focus: CopperCommodity Focus: Copper

The price of copper has rebounded strongly since the low point of the first covid-19 wave. 
Having troughed at around $4750 per tonne, the orange metal is now trading at circa 
$6700, having recently peaked at $6950.

(Source: Schroders 2020)

(Source: Markets Insider 02/11/2020)



The simple reason for the rally in copper prices is that demand is now outstripping supply. 
China, the worlds most voracious consumer of industrial metals, including copper, has 
recovered well from the first wave of the pandemic, having dealt with diseases like SARS 
in the past. For 2020 the IMF predicts 1.9% GDP growth for China, the only major world 
economy to be in positive territory.

Supply problems are taking shape in countries like Chile, where mines have seen 
operations disrupted and production levels fall. Antofagasta, whose principal mine 
is in the north of the country, saw a 4.6% drop in its third quarter copper production 
compared to the second quarter, itself 8.4% below their first quarter production volumes. 
Lundin Mining, another Chilean-based miner, has faced strikes by its workers.
Other miners are facing challenges too. In the first 9-months of 2020, Glencore has seen 
an 8% drop in copper production. Rio Tinto saw problems with its smelter at Kennecott 
in the US causing outages for 2 months longer than expected. It has cut its full year 
copper production estimates by 30,000 tonnes.

It is no surprise that the copper price has surged on such a supply/demand imbalance. 
Long term structural trends should help underpin the price. Copper is used heavily in 
renewable energy infrastructure and electric vehicles, as well as most electronic consumer 
goods.  All these areas should continue to expand their markets after the pandemic.
The last factor buoying the copper price is the that it is priced in USD, and the dollar has 
been under pressure thanks to the Federal Reserve quantitative easing programme.

Japanese Government BondsJapanese Government Bonds

It always used to be said that shorting Japanese government bonds, or JGBs, was a “widow 
maker” trade. The reason being is that over the past few decades, anyone betting against 
the price of JGBs has been almost guaranteed to lose money. JGB yields have fallen 
(causing prices to rise) in a near-linear fashion over the past 25 years, save for a small 
window in the early 2000s when JGBs sold off temporarily (see chart below).



JGBs were one of the first sovereign bonds to go into negative yield territory. But why? 

The reason is that inflation expectations for Japan have been persistently low. Stubbornly 
low inflation tends to go hand-in-hand with a shrinking population, another well-known 
hallmark of Japan. With no expectations of interest rate rises, bonds have only traded 
one-way.

However, if you were to have shorted JGBs around 1 year ago, you would have made 
money. At the end of August 2019, 10-year JGBs were trading on a negative yield of circa 
-0.30%. Now they are back into positive yield, albeit a modest 0.04%.

So why the sell off?  Even before Covid-19 struck, the country’s debt to GDP figures were 
a whopping 236%, and this will undoubtedly increase by the end of this year. Future 
generations will have to pay this debt off, and with fewer people to do it, the burden 
becomes heavier on those individuals still in work.

(Source: Trading Economics)

(Source: Bloomberg)



Perhaps more importantly, the Bank of Japan has been slowing the expansion of its 
balance sheet. Having grown the size of its balance sheet exponentially, the rate began 
to slow until Covid-19 struck. This suggests that the Bank of Japan’s bond-buying 
programmes were winding down, removing a large source of demand for JGBs from the 
market.

Size Of The Bank Of Japan Balance SheetSize Of The Bank Of Japan Balance Sheet

Now that the Japanese government is providing Covid-19-related economic stimulus, the 
Bank of Japan is once again buying those newly issued JGBs. But the absolute size is small, 
as Japan has handled the pandemic relatively well. Compared to the massive jump in the 
size of the Federal Reserve balance sheet in the USA (which has helped force US Treasury 
yields down), bond buying by the BoJ has been relatively muted, so JGB prices have been 
weak. 

The size of the Bank of Japan balance sheet chart above shows the slowing of the bond 
purchasing in the three years prior to 2020 relative to the rapid pace of purchases since 
2013.  The bond purchases in 2020 have surged again.

(Source: Trading Economics. Units are billions of Yen)



This can be compared to the chart below which shows the scale of the bond buying and 
the effect it has had on the size of the Federal Reserve Bank’s balance sheet (note the 
shorter timescale of the chart from 2003 onwards).

Size of the Federal Reserve Balance SheetSize of the Federal Reserve Balance Sheet

Investment OutlookInvestment Outlook

The breakthrough vaccine developments in November have changed the world of 
investment decidedly for the better.  We are now experiencing a more normal cyclical 
recovery, and the cash built up by investors is being deployed into shares.

We favour cyclical shares and those with low valuations.  We remain bullish of emerging 
markets given the weak dollar.  

We expect investment returns from the lows of 2020 to be good for the coming two to 
three years.

JLS/DAL/DIS 24/11/20

(Source: Trading Economics. Units are millions of US Dollars)



   
   

In
ve

st
m

en
t P

er
fo

rm
an

ce
 - 

To
 5

th
 N

ov
em

be
r 2

02
0

   
   

In
ve

st
m

en
t P

er
fo

rm
an

ce
 - 

To
 5

th
 N

ov
em

be
r 2

02
0.

   

(S
ou

rc
e:

 4
 S

hi
re

s)
 



Important Compliance InformationImportant Compliance Information
In this section of the commentary, we would like to remind our clients and prospective 
clients of the following regulatory topics:

Risk DisclaimerRisk Disclaimer

The value of investments and the income you get from them may fall as well as rise, 
and there is no certainty that you will get back the amount of your original investment.  
You should also be aware that past performance may not be a reliable guide to future 
performance.  This document is not intended as investment advice. 

Any security mentioned in this commentary is for information purposes only and is 
not a recommendation to buy.  4 Shires, its clients and its staff may own some of the 
investments that we mention in this report.



Wishing all of our clients and their loved ones 
a very Merry Christmas and a happy & healthy 

New Year.



Authorised and Regulated by the Financial Conduct Authority (FRN Number 
557959). Company Number 7657527.
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 Gillingham
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