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FTSE 100 5,500

VIX 33

GBP/EUR 1.15

FTSE 100 6,820

Resistance 6,865

Support 6,555

VIX 12%

S&P 500 2,003

Gold $1,289

GBP/EUR 1.2652

GBP/USD 1.6619

Introduction:
Last month, we continued with our equalweight position on the stock market whilst noting that the market 
had a slight bullish bias and that investors should aggressively buy into the market should it fall to the 6,550 
level.

In the event, the market rose 1.3%, rebounding 4% from a large pullback to 6,555 on the back of geopolitical 
concerns. Our only recommendation was easyJet, which finished the month up 3.1%.

Economics:
Eurozone inflation edged down further in August, falling to 0.3% yoy. That strengthens households’ real 
spending power, but for the ECB, the distance of actual inflation to the 2% target keeps growing.  With 
inflation inching towards zero, the cushion against deflation is getting smaller and smaller. This is reinforcing 
pressure on the ECB to consider further monetary stimulus on top of what is already is in the pipeline. 
We see the launch of a major QE programme as a result, probably as early as December. The region’s 
unemployment rate remained at 11.5% in August but youth unemployment remains stubbornly high at 
23.2%.

The UK economy continues to gather pace, as witnessed by the latest house price figures which show a 
0.8% rise in August, compared with a rise of 0.2% in July. Economists had expected a rise of just 0.1%. 

As house prices are outpacing earnings by a wide margin, the outlook for the housing market is highly 
uncertain. On top of this, we feel that rapid economic growth will prompt the MPC to raise interest rates 
in Q1 2015 and more than the market has priced in over the next 2-3 years.
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Economics (cont):
Revised US GDP figures show the economy grew by a larger than thought 4.2% in Q2, as US-based 
corporations posted higher profits. Corporate profits totalled $1.84tn, up 6% from $1.74tn in Q1. The 
quarter-on-quarter rise comes after two consecutive quarters of declining profits. Consumers also picked 
up the pace with personal consumption expenditure increasing 2.5% in the second quarter, compared with 
an increase of 1.2% in the first. This is good news, proving that businesses have bounced back after the 
bad winter disrupted production and demand, and consumers are gradually earning and spending more. 
Despite this, we do not expect the FED to hike rates until Q3 2015 and the QE programme should be 
complete by October.

Market Commentary (cont)

Technical Analysis: 
Last month, we advised that the market had a bullish bias and that investors should buy into any dips and be 
aggressively long should the market fall to the 6,550 level. In the event, the market rose 1.3%, rebounding 4% 
from a large pullback to 6,555 on the back of geopolitical concerns. With the ADX at 15%, the market is still 
directionless.  However, with the FTSE 100 within 45 points of the upper Bollinger band and the RSI at an 
overextended 85%, we see a correction on the cards and initially target the 200 day moving average at 6712.

“The illusion of randomness gradually disappears as the skill in chart reading 
improves” – John Murphy
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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. 

Whichever variant you use, statistically 2014 is likely to be a down year if the past has anything to go by.

September 
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. September is the worst month of the year, rising just 48% of the time, with an average return of -1%.

After the summer lull, things get exciting again for investors in September in what is historically the worst 
performing month of the year, falling on average 1%, 52% of the time. It is even worse for the mid-caps with 
the FTSE 100 historically outperforming the FTSE 250 by a full percentage point.

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) 
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Seasonality (cont):
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 more gloomy, 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 Horse 
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, chicken, 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 the dog. The worst performing animals have been 
the chicken and snake.

This year is the year of the horse, a decent year historically for equities, with positive returns averaging ~7%.

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 4th year has been positive in 13 of the 21 decades, rising on average 6.2%.

Quote of the Month:
“An investment in knowledge pays the best interest” – Benjamin Franklin

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 underweight. Technically, the market is overextended 
with the RSI at 85%. The FTSE is also just 45 points away from the upper Bollinger band at 6865, a significant 
resistance level considering the ADX is lying at 15%.
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Market Outlook (cont):
Seasonal factors also have a significant effect on the markets in September in what is historically the worst 
performing month of the year, falling on average 1%, 52% of the time. The month contains two of the weakest 
weeks and days for stock market of the year. We would rather get this month out of the way before putting 
new money to work in October, which marks the start of the better performing half of the year.

Longer term, we remain constructive on equities and we would continue to aggressively buy on any dips. 
Though the equity bull market is maturing, it is too early to call the end of the current profits cycle. Earnings 
growth will be the key driver of markets from here and investment bank Citi expects global EPS to grow 
by 9% in both 2014 and 2015. They believe that the US bull market has legs over many more years given 
favourable demographics and an underinvested public. Quarterly results have been robust and the guidance 
from companies has been improving, providing support to share prices.

The markets we like most are Europe, Emerging Markets and Japan. Europe has near-term geopolitical 
risks but ~10% EPS growth in 2014-15 should support decent equity returns from here without further 
significant re-rating. Emerging markets exhibit low valuations, strong liquidity and recovering earnings 
revisions. Japan is benefitting from a weaker yen, driving robust earnings growth whilst the market is trading 
on a reasonable valuation.

Tweet of the Month:
“With interest rates expected to rise within months, investors would not be blamed if they expected equities to fall. 
But they would be wrong”

Understandably, low interest rates encouraged investors to buy riskier assets, namely equities. Conversely, 
rate rises remove this encouragement, and reduce the urge to buy risky assets merely to get out of cash.

However, history shows that the rising rate scenario is not so frightening for shareholders. In the 13 pe-
riods of rising bank rates since 1976, eight of these produced a positive stock market return, and five a 
negative return. The total stock market monthly return during these 13 periods was 0.24%, compared with 
a gain in all months since 1976 of 1.10%. 

Thus, equity returns during periods of rising rates are disappointing but not disastrous. Perhaps the very 
fact that we all know that rates will rise means that this prospect is already reflected in share prices.

Trader’s Corner:
Quarterly Sector Strategy

The following sectors can be have been found to be the strongest/weakest in the FTSE 350 over the year’s 
four quarters:

Quarter Strongest Sector   Weakest Sector

1st  Industrial Engineering   Pharmaceuticals

2nd  Electricity    Construction & Materials

3rd  Software & Computer Services Oil & Gas Producers

4th  Beverages    Banks
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Trader’s Corner (cont):
This suggests a strategy which cycles a portfolio through the four strong sectors throughout the year – 
Industrial Engineering from 1st January to 31st March, Electricity from 1st April to 30th June, Software & 
Computer Services from 1st July to 30th September and Beverages from 1st October to 31st December. 
Over the last 10 years, this strategy would have grown a £1,000 portfolio into £13,300, compares 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 ComputaCentre Plc in the third quarter 
(630p, 13.5x P/E, 3% yield, 11% upside to average broker 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

The market tends to gently drift lower for the first three weeks before rebounding slightly in the final 
week.

Going short the market via a CFD at the beginning of the month before switching to long on 26th September would 
be best to capture this move.

Strongest Weeks

The week starting 29th September is the ninth strongest week of the year, rising 66% of the time, posting 
an average gain of 0.8%. 

Going long the market via a CFD would be best to capture this move.

Weakest Weeks

The week starting 8th September is the sixth weakest week of the year, falling 59% of the time, posting an 
average fall of 0.5%. The week starting 15th September is the seventh weakest week of the year, falling 59% 
of the time, posting an average fall of 0.3%. 

Going short the market via a CFD would be best to capture this move.

Weakest Days

The 9th of September is the 8th weakest day of the year, falling 70% of the time, posting an average loss of 
0.3%. The 11th of September is the 9th weakest day of the year, falling 70% of the time, posting an average 
loss of 0.1%. 

Going short the market via a CFD would be best to capture this move.
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Recommended Investments:
Fixed Interest
1) Burford 6.5% 19/08/2022
With equities at elevated levels, it is no surprise we are shying away from the stock market this month and 
recommending a bond.

The Burford 6.5% 19/08/2022 was issued in July. Unfortunately, though the subscription period ran from 
21st July to 12th August, the issue closed early due to strong investor demand and the bond is now trading 
above par on the secondary market. However, we still feel the bond warrants another look.

Burford Capital Limited is the world’s largest provider of investment capital and risk solutions for litigation 
and arbitration. The Group has approximately 40 staff located in the US (NYC, Washington & California) 
and the UK. 

The Group has a large and well-diversified portfolio (with different risk and return profiles) that can bear 
the inevitable risk of loss on some litigation matters. Indeed, the Group approaches litigation investing 
as investing first, and litigation second. This has resulted in an enviable track record. Since inception, 26 
investments have generated $67,000,000 net of invested capital, producing a 63% net return on invested 
capital. 

Whilst the issue is unrated, the bonds are senior unsecured, ranking ahead of ordinary and preference 
shareholders. A financial covenant ensures that the company’s debt does not exceed 50% of the Group’s 
total assets. There is also a negative pledge where Burford Capital Plc will not create a security interest 
over any of their assets to secure any debt without equally and at the same time securing the bonds. It is 
interesting to note that Neil Woodford holds the equity in his fund (albeit just 0.44% of the fund), but he 
has been a long-term shareholder before buying again for his new fund.

The bonds have been issued on the Order Book for Retail Bonds and trade on the London Stock Exchange 
with a minimum subscription size of £2,000 and £100 thereafter.

The nature of its business makes the bond a good diversifier away from other financial assets as it is an 
uncorrelated asset class providing high returns with automatic exits. Priced at 103, the bond still offers a 
generous gross redemption yield of 6%.
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Investment Calendar:
1st September  Labor Day (US) – NYSE Closed
4th September MPC interest rate announcement at 12 noon
   ECB Meeting
5th September Nonfarm payroll report
8th September 6th weakest market week
9th September Full moon (markets tend to reach a low point around this time)
   8th weakest market day
10th September FTSE 100 quarterly review
11th September 9th weakest market day
15th September 7th weakest market week
16th September FOMC meeting
18th September Scottish independence referendum
19th September Options Expiry Day
24th September New Moon (markets tend to reach tops around this time)
29th September 9th strongest market week

Market Commentary (cont)

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. 

20 day moving average       

50 day moving average
200 day moving average 

bollinger bands       (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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