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FTSE 100 5,500

VIX 33

GBP/EUR 1.15

FTSE 100 7,659

Resistance 7,745

Support 7,580

VIX 11.6%

S&P 500 2,840

Gold $1,212

GBP/EUR 1.1215

GBP/USD 1.2964

Introduction:
“Leave me alone, for August’s sleepy charm is on me, and I will not break the spell”. So wrote legendary author 
and poet Edith Nesbit, but this sentiment is not so far from the general attitude seen on many trading 
desks. We are not, of course, referring to our own industrious colleagues. In the markets, rumblings of trade 
tariffs are rattling investor confidence, with equities regularly giving up their hard-won gains. It is very much 
the case for investors this year of one step forwards, two steps back.
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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 remains at overweight. The all-important US economy grew at 
an impressive rate of 4.1% in the second quarter, its fastest pace since 2014. The growth was broad-based 
and featured a welcome recovery in consumer activity, continued strength in investment in business and 
a surge in exports.

Going forward, we look for continued growth in international economic activity to fuel corporate earnings 
growth. That said, earnings growth alone will not be enough to reassure investors. Key risks include inflation, 
the depressive impacts of tariffs on trade, weakening trends in the housing market, and a long-running 
economic expansion that could run out of steam. At the same time, we see more positives than negatives.

The positive trend in equity markets of higher lows and higher highs remains intact. The fact that investors 
don’t quite believe the market is in a sustainable uptrend is an underlying strength; throughout the nearly 
10-year bull market, stocks have been at their best when they’ve had to climb a wall of worry. Investor 
anxiety should result in just enough cash on the side-lines to fuel buying on the dips.

Meanwhile, we believe that earnings growth will supersede any near-term negative impact from rising rates 
with the stock market able to handle a higher-rate environment.
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Recommended Investment:
Lendinvest Secured Income plc 5.375% 06/10/23
Lendinvest Secured Income plc (“Lendinvest”) is a specialist provider of mortgages to experienced property 
investors, landlords and developers who are seeking to finance residential & commercial property projects 
in the UK.

Their principal activity is bridging finance, which is offered for up to a year though typically the loans last six 
months as they are repayable without penalty at any time. What Lendinvest offers over traditional banks is 
speed. It currently takes about three months to get a mortgage, whereas Lendinvest aims to make an offer 
within two weeks. Interest rates are an eye-watering 8-12%, however given developers are likely to want to 
move fast (approximately 30% make their purchase at auction where there is a fixed period to complete), 
using expensive bridging finance is an incidental cost of business and given the short periods involved the 
interest rate is not material.

The bridging loans of Lendinvest have historically had a loan-to-value (“LTV”) of 62%. Thus, there is a good 
amount of protection against a fall in property values should the historical LTV average be maintained. 
Furthermore, providing a downturn in the property market is not sudden and precipitous, the short-term 
nature of bridging finance should provide a constant redemption of old loans and new loans priced to 
current market levels.

The bond will be the only debt of the issuer, so in effect bondholders are secured 100% on the assets (a 
portfolio of loans) of Lendinvest Secured Income plc. In addition, there is a parental guarantee by Lendinvest 
Ltd, whose net assets as of September 2017 stood at £9.3m. In addition, the terms of the Bonds contain 
certain covenants including: a negative pledge, a maximum limitation on the weighted average LTV ratio 
(75% vs current 62%), an interest cover ratio (1.2:1 vs current 1.9:1) and a requirement that the balance of 
the portfolio of loans and cash must at all times equal a certain percentage of the nominal amount of the 
Bonds. The bonds are not rated by any credit rating agency, though that is not unusual in the retail bond 
market.

The bonds are traded on the London Stock Exchange’s Order Book for Retail Bonds (“ORB”), with prices 
quoted during normal market hours. The bonds can be sold before maturity on the ORB and the prices 
are supported by prominent investment firms in a market-making capacity. The bonds can be bought and 
sold in multiples of just £100.

Interest is paid in two equal instalments on 6 April and 6 October every year and the capital plus final 
interest will be repaid (provided Lendinvest does not go out of business or becomes insolvent) on 6th 
October 2023. Note that the bonds can be cancelled early by LendInvest (they have the right to redeem 
early at the higher of 100% or by reference to the prevailing yield of the relevant Treasury Gilt plus a margin 
of 1%).

There are risks to Lendinvest’s model - should interest rates on bridging finance fall or banks speed up the 
time it takes them to offer a mortgage, this would certainly undermine the equity value of the business. 
However, the de-facto collateralisation of the bonds should give good downside protection. Offered at 
100.7% in the market, the bonds are trading on a very attractive gross redemption yield of 5.2%. Buy.
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Tweet of the Month:
“Volatility varies over time, and this truth matters for investors. As volatility rises, stock markets fall”

There are two reasons why rising volatility is bad for shares. One is that a rise in volatility is a sign of a 
change in the investment environment. That itself creates uncertainty which is bad for shares. The other is 
that higher volatility in itself can cause shares to fall. 

One common strategy to overcome this is to sell equities when volatility rises and switch into safer assets. 
Research has shown that this has produced higher returns with less risk because - contrary to economic 
theory - higher volatility often leads to lower returns.

Some shares are, however, more sensitive than others to rising volatility. There have been 25 months in 
which the VIX (an index representing the amount of volatility present in the stock market) has risen by a 
significant amount (at least 5%) since 1990. In 19 of these 25 months the All-Share index has fallen, giving 
an average move in all 25 months of -1.5%. The following table shows the average sensitivity of several FTSE 
sectors to changes in the VIX in these 25 months. 

Correlations with the VIX  
Mining    -0.60    
Construction   -0.57    
Travel & leisure  -0.51    
Industrial Transportation -0.48    
All-share   -0.39    
Banks    -0.22    
Tobacco    0.09    
Non-life insurance   0.17    
Utilities    0.17

There are two points to note. The first is that some sectors are statistically significantly sensitive to spikes 
in volatility even if we control for changes in the All-Share index. Miners, construction and travel & leisure 
stocks all tend to fall when volatility rises, over and above what we’d expect from their correlation with 
the index alone.

The second is that a few sectors have a positive, though small, correlation with the VIX in these months - 
despite the fact that they have positive betas with respect to the All-Share index and so should fall when 
the market falls. These include tobacco, non-life insurance and utilities.

This tells us that ‘volatility risk’ - the danger that volatility will rise - is different from market risk. Some 
shares carry volatility risk on top of market risk, while others do not, and in fact do well when volatility 
rises.

Here, though, lies a surprise. You don’t get compensation for taking on volatility risk. If you did, you’d expect 
to see stocks exposed to volatility risk do well in months when volatility falls. Generally speaking, this is 
not the case - there is no correlation.

This is yet another reason why we favour defensive stocks. Not only do these do better than they should 
over time and on average, but they also do so by not exposing us to volatility risk.
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Trader’s Corner:
Quarterly Sector Strategy

The following sectors have been found to be the strongest/weakest in the FTSE 350 over the year’s four 
quarters:
Quarter Strongest Sector  Weakest Sector
1st  Chemicals   Oil & Gas Producers
2nd  Personal Goods  Construction & Materials
3rd  Banks    Oil & Gas Producers
4th  Chemicals   Industrial Transportation

This suggests a strategy which cycles a portfolio through the four strong sectors throughout the year - 
Chemicals from 1st January to 31st March, Personal Goods from 1st April to 30th June, Banks from 1st 
July to 30th September and Chemicals from 1st October to 31st December. Over the last 10 years, this 
strategy would have grown a £1,000 portfolio into £13,300, compared with a buy and hold in the FTSE All-
Share of £1,669. Investors looking to trade this strategy could look to buy shares in Barclays plc in the third quarter 
(188p, 9.9x P/E, 3.5% yield, 13.3% potential upside to average broker price target). More sophisticated traders may 
look to use a CFD to gain leveraged upside to the sector as well as create their own hedge fund by shorting the 
weakest sector whilst going long the strongest sector via CFDs.

Seasonal Tendency
In an average month, the market tends to drift lower for the first couple of weeks and then increase for 
the final two weeks. Going long the market via a CFD on the 20th of August would be the best way to capture 
this move.

Seasonality of GBP/USD
On 15th August 1971, President Nixon announced that the US was ending the convertibility of the US 
dollar to gold and this led to the end of the Bretton Woods system and fixed-rate currencies, such as 
sterling, became free-floating. Since then, August has statistically been a weak month for GBP/USD, falling 
on average almost 0.5%. Going short GBP/USD via a CFD would be best to capture this move. Alternatively, buying 
a share that derives the majority of its earnings in USD is an option e.g. GlaxoSmithKline plc.

Option of the Month
Sell National Grid plc November 750 puts at 9.5p
Core defensive stock yielding 5.8% and with 16% potential upside to the average broker price target.

Click here to view our guide to the Traded Options Market.
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Investment Calendar:
August is the busiest month of the year for FTSE 100 & FTSE 250 interim results announcements.

2nd August  MPC interest rate announcement at 12 noon
3rd August  US Nonfarm payroll report
11th August  New Moon (markets tend to reach a high point around this time)
13th August  MSCI quarterly index review
17th August  Options Expiry Day
26th August  Full Moon (markets tend to reach a high point around this time)
27th August  Summer bank holiday (LSE closed)

Quote of the Month:
“Your money should be at work at all times” - Donald Trump

It’s not often you get to quote a sitting President of the United States on money matters. Whilst he is 
certainly a controversial figure, this does not make the statement any less true. Money not invested is 
dead money, falling in real terms by the rise in inflation. Therefore, it is imperative to set new money to 
work as quickly as possible, whilst monitoring your existing portfolio regularly for early redemptions, bond 
maturities and takeover proceeds. And no matter what the market is doing, there is always something to 
buy.

Economics:
The Bank of England has raised the interest rate for only the second time in a decade. The rate has risen by 
a quarter of a percentage point, from 0.5% to 0.75% - the highest level since March 2009. The Bank is now 
confident that economic growth will recover from the 0.2% rate seen in the first quarter, to 0.4% in the 
second quarter and maintain that pace later in the year. However, the Institute of Directors said the Bank 
had “jumped the gun” by raising the rate now. It said: “The rise threatens to dampen consumer and business 
confidence at an already fragile time. Growth has remained subdued, and the recent partial rebound is the least 
that could be expected after the lack of progress in the year’s first quarter”.

Higher prices. Disrupted supply chains. Wavering exports. Those are some of the ways that some of 
Europe’s biggest companies have been affected by President Trump’s trade war, offering a preview of how 
tensions in global commerce could begin to ripple through the European economy. The President’s tariffs 
have not just raised the costs of materials like steel, they have also diverted trade worldwide and warped 
the complex global supply systems that businesses rely on. These strains, along with risks ranging from 
Britain’s withdrawal from the European Union to the excessive debt loads of Italy and Greece, are piling 
pressure on the region’s economy.

The US economy picked up dramatically in the second quarter. The 4.1% rise in GDP - lifted by jumps 
in consumer spending and exports - was the strongest in nearly four years. Some economists said those 
were temporary factors - boosted by the Republican tax cuts and increased export shipments ahead of 
retaliatory tariffs by China on US agricultural products. President Trump predictably called the numbers 
“very sustainable”, adding: “This isn’t a one-time shot. ... Next quarter, I think it’s going to be outstanding”.  The 
Federal Reserve noted that the labour market has “continued to strengthen” and that the economy overall 
has also been strong. Though deciding to keep interest rates unchanged at its last meeting, the Fed has 
signalled that it will hike them twice more this year.
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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, 2018 is likely to be a 
positive year for the stock markets.

August 
The variation in performance that exists between the 12 months of the year is statistically significant. For 
example, December is the FTSE 100’s best performing month since 1984, rising 2.5% on average, 86% 
of the time. August is the 8th best performing month, rising 63% of the time, with an average return of 0.6%. 
Generally, August is not a great month for equities; August has the second lowest average monthly returns for 70 
world equity markets. It can also see large falls. As it’s a month for holidays, trading volumes tend to be low, which 
in some years can lead to some increased volatility.

Third Quarter 
The FTSE 100 has risen 22 of the 34 years between 1984 and 2017, posting an average gain of 0.9%.

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.

Second-Year U.S. 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. 

Chinese New Year - Year of the Dog 
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. 

This is the year of the dog and in dog years the S&P 500 has had an average return of 16.8% - the best average 
return of all the years of the Chinese zodiac.
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Seasonality (cont):
Market’s Decennial Cycle 
Since 1801, the strongest years for the FTSE All-Share have been the 2nd, 3rd and 5th years in the decades. 
The market has risen 14 out of the 21 decades in these years, with an average return of over 4%. The 
weakest has been the 10th being the only year to have a negative average change (-1.2%).

The 8th year had been strong in recent decades until the sharp correction witnessed in 2008. Notwithstanding that, 
the year has still been positive in 14 of the 21 decades (67%), rising on average 2.9%.

Technical Analysis: 
We continue to be of the view that the market will trade within a tight range. The ADX, lying at 10%, sug-
gests that traders should go long following a drop to the 7,580 level and take profits at the 7,745 level, the 
lower and upper Bollinger bands respectively. Longer-term investors should remain invested, taking com-
fort from the bullish level of the RSI (56%) and the fact that the FTSE 100 is above an upward-sloping 200 
day moving average.

“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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