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Why Equity Income?
During times when interest rates are low and rates on cash
deposits are meagre, many investors look for alternative ways to
boost their income stream. For some investors, the answer may lie
in equity income. Given that dividends are paid out of profits, a
company that pays a dividend is likely to be relatively mature;
companies that are new or still in the expansion phase are less
likely to pay a dividend as they may not (yet) make any profit –
and, if they do, it may need to be reinvested into the business.
Therefore, companies that are able to pay high dividends tend to
be comparatively well established with robust balance sheets,
stable operations, strong cash flow, earnings growth, and an ability
to control their costs. Consequently, these companies are
positioned to deliver positive performance over the long term.
Equity markets can be volatile, and therefore it is important to
remember to take a long-term view. The value of shares will go
down as well as up, but knowing that there is a regular dividend
payment available can help make up for some of that uncertainty.
However, a successful equity income strategy is not merely a
matter of picking the company that pays the highest dividend. Even
well-established companies can decide to cut or cancel their
dividend during difficult periods, and we sometimes see
cancellations when – for example, during a period of recession –
firms need to hold onto their profits. If there is uncertainty about a
companyʼs financial position, management is more likely to favour
cancelling payouts to shareholders in the short term than risk
falling into long-term disrepair.
As an investor, therefore, a well-diversified portfolio is the best
way to protect yourself from the risk that one or two companies
might take this decision, and it may be worth considering one of
the many UK equity income funds available. To be eligible for the
Investment Associationʼs UK Equity Income sector, a fund must
invest at least 80% of its assets in UK equities and have a yield of
at least 100% of the yield of the FTSE All Share Index on a
three-year rolling basis. However, to be successful in the long
term, an equity income strategy needs to balance
better-than-average yields with the potential for some capital
growth. You just need to find the mix thatʼs right for you.
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Double-digit gains in 2019
Despite a year that was filled with political and social upheaval – from the trade war between the US and China,
through Brexit, to the civil unrest in Hong Kong – many world markets achieved double-digit gains over 2019 as a
whole.
The Conservative Party won the UK General Election in December, and Prime Minister Boris Johnsonʼs 80-seat
majority in the House of Commons cleared the way for his Brexit deal. MPs voted by 358 to 234 in favour of the EU
(Withdrawal Agreement) Bill, which will proceed to Committee Stage in January. The bill was amended to rule out any
extension of the transition period, triggering renewed concerns over the possibility of a no-deal Brexit. The FTSE 100
Index edged only 0.1% higher during December, but rose by 12.1% over 2019.
Investors were cheered by the news that the US and China had reached a preliminary trade deal. The “Phase One”
agreement reduces or postpones billions of dollars-worth of tariffs and includes a pledge from China to buy large
quantities of US agricultural, energy and manufactured goods. Nevertheless, the deal represents only a first step in
the process, and there is still much to resolve between both parties. Elsewhere, President Donald Trump was
impeached during December for abuse of power and obstruction of Congress. The Dow Jones Industrial Average
Index rose by 1.7% over December and by 22.3% during the year.
Germanyʼs economy is continuing to put a brake on the eurozone as a whole, according to IHS Markit, which found
that the countryʼs manufacturing sector had contracted for an eleventh consecutive month during November. Growth
in the services sector ticked up slightly, but was not enough to offset manufacturingʼs ongoing slide. Meanwhile,
Germanyʼs central bank warned that the country is likely to continue to suffer lacklustre growth in 2020. The Dax
Index crept up by 0.1% in December, but posted annual gains of 25.5% over 2019 as a whole. Japanʼs economy
grew more rapidly during the third quarter than initially calculated, expanding at an annualised rate of 1.8% during the
period, compared with an earlier estimate of only 0.2%. However, this better-than-expected growth does not reflect
Octoberʼs increase in consumption tax. The Nikkei 225 Index rose by 1.6% during December, but posted an annual
increase of 18.2% over 2019.
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We are pleased to announce that we will be hosting a new book club,
called Reading Matters, at our offices. Meetings will take place on the
last Thursday of every month at 7pm starting in February.
We hope it will be an opportunity to spark interesting conversations,
expand horizons and meet new people, all in a relaxed atmosphere.
If you are interested in reading or meeting new people, then please
contact Sam on 01507 527383 or email mail@fhmanning.co.uk.
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Brexit takes a back seat
Although politics continued to dominate newsflow and sentiment in the UK
during November, Brexit was superseded by the General Election as the
focal point. The UKʼs rate of annualised economic growth slowed during the
third quarter to 1%, posting its lowest growth rate since 2010. The FTSE 100
Index rose by 4.1% over November. US economic growth proved to be
slightly better than initially calculated during the third quarter. Having
originally estimated annualised growth of 1.9%, the Commerce Department
raised its calculation for the period to 2.1%.
Nevertheless, there are fears that growth will have lost momentum during the
fourth quarter, undermined by the unresolved trade conflict between the US
and China. The Dow Jones Industrial Average Index rose by 3.7% during
November, and investor sentiment was lifted by hopes that the US and China
might reach an accord over their longstanding trade conflict. However, their
fragile relationship was further soured by the signing into law of the Hong
Kong Human Rights and Democracy Act, which sets out US policy towards
Hong Kong.
Having shrunk by 0.2% during the second quarter of 2019, Germanyʼs
economy managed to avoid recession in the third quarter, posting growth of
0.1%. Household spending helped to offset a dismal performance from the
countryʼs manufacturing sector, and the Dax Index rose by 2.9% over the
month. The new President of the European Central Bank (ECB), Christine
Lagarde, urged Europeʼs governments to step up public spending in order to
support monetary policy and economic growth. Public investment in the
eurozone remains below pre-crisis levels, and the region has been “slower to
embrace innovation and capitalise on the digital age than others”. Japanʼs
economy slowed sharply during the third quarter, expanding at an annualised
rate of only 0.2% and increasing pressure on the government to support
growth by boosting spending. Meanwhile, retail sales plummeted during
October following an increase in consumption tax from 8% to 10%, falling by
14.4% from September.

Premium bonds: chance of a big win?
For many investors, a major attraction of Premium Bonds is chanceʼs role
in deciding how much return you might make. Premium Bonds are issued
by National Savings & Investments (NS&I) and held by millions of people.
You are not guaranteed to receive any return from Premium Bonds; your
numbers are entered into a monthly prize draw and potential prizes range
from £25 to £1million.
Prizes are tax-free but the chance of a win is 24,500 to one. Despite the
odds, however, many people still regard Premium Bonds as a fun way to
set aside some spare funds.

Retail sales plummet in Japan
During November, Japanʼs government came under intensifying pressure to support the countryʼs economy by
boosting fiscal spending. Economic growth slowed sharply over the third quarter, expanding by only 0.2% following
annualised second-quarter growth of 1.8%. Growth was dampened by ongoing trade tensions between China and the
US and by faltering global demand for Japanese exports, which was exacerbated by the increasingly frosty
relationship between Japan and South Korea. During October, exports to South Korea fell at an annualised rate of
23.1%.
Following an increase in Japanʼs consumption tax from 8% to 10% in October, Japanʼs retail sales plunged during
October, declining by 7.1% year on year and by 14.4% compared with September. Private consumption makes up
60% of Japanʼs GDP, so the data triggered concerns about the resilience of domestic demand at a time when exports
and manufacturing are weak and global demand is slowing. During November, the export-heavy Nikkei 225 Index and
the Topix Index rose by 1.6% and 1.9% respectively, while medium-sized companies – represented by the TSE
Second Section Index – rose by 5.6%.
The International Monetary Fund (IMF) downgraded its economic forecast for 2019 for Japan from 0.9% to 0.8%, and
expects economic growth to continue to slow to 0.5% next year. The IMF cited the risks posed by the global economic
slowdown and urged Japanʼs government to maintain spending to support growth. During November, Governor of the
Reserve Bank of Australia (RBA) Philip Lowe said that he does not expect the central bank to need to resort to
quantitative easing (QE) measures. If QE were to be considered necessary, it would be undertaken via purchases of
government bonds, and would only be considered if the RBAʼs key interest rate fell as far as 0.25%, compared with its
current level of 0.75%. Governor Lowe commented: “The threshold for undertaking QE in Australia has not been
reached, and I donʼt expect it to be reached in the near future”. Australiaʼs economic growth is expected to improve to
“around 3%" by 2021, compared with second-quarter annualised growth of 1.4%.
The ASX All Ordinaries Index rose by 2.6% over November. November saw further protests between pro-democracy
protesters and riot police in Hong Kong as local council elections resulted in victory for pro-democracy candidates.
The Hang Seng Index fell by 2.1% over the month.

