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FTSE 100 5,500

VIX 33

GBP/EUR 1.15

FTSE 100 7,378

Resistance 7,450

Support 7,305

VIX 11.2%

S&P 500 2,461

Gold $1,335

GBP/EUR 1.1017

GBP/USD 1.3209

Introduction:
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 1.1%, 56% of the time. It is even worse for the mid-caps with 
the FTSE 100 historically outperforming the FTSE 250 by 0.7%. Whilst past calendar month performance 
should not be seen as an indicator of future performance, all investors would do well to remember that 
experienced investors are aware of seasonal patterns in the market. These market veterans are not likely 
to “fight the tape” should a seasonal pattern begin to prevail.
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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 neutral. Even if investors use September as an 
excuse to rebalance or rejig their portfolios, we still remain positive into year-end. We see little on the 
horizon in the coming months that we believe this long-running bull cannot handle.

We do recognise that the bull market is now in its 100th month (since March 2009). However, bull markets 
do not tend to die of old age, but rather from central banks raising interest rates too aggressively or 
from geopolitical events. Whilst it is true that stock markets appear fully valued, historically they tend to 
overshoot by anything from 8% to 17% before hitting their peak.

Given expectations for US corporate earnings growth of 13% in 2017 and 9% in 2018, low inflation 
readings that are likely to keep central banks from raising interest rates, continued healthy payroll growth 
and strong consumer and business confidence, we believe the equity market has a better-than-average 
chance of reaching historical overvaluation levels before a meaningful correction occurs.

Also, remember that September is followed by the best three-month stretch of the year, namely October 
through to December. Based on the economic fundamentals mentioned above, we believe investors would 
do well to remain invested into year-end. 
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Recommended Investment:

UK & German Equities
With the US stock market having reached ‘fair value’, this month we give provide recommendations from 
investment bank Deutsche Bank’s two overweight countries in Europe - the UK and Germany.

UK
The UK remains Deutsche Bank’s largest overweight equity market, given that:

1-The FTSE 100 tends to outperform when sterling weakens (around two thirds of UK company sales 
come from abroad), and their FX strategists see mild downside to year-end

2-As a defensive index (the FTSE 100 has a small overweight in defensive sectors), the FTSE 100 tends to 
outperform in periods of fading Euro area PMI momentum, which they expect to turn negative over the 
coming months

3-The FTSE 100 ranks as the cheapest market on Deutsche Bank’s European valuation scorecard (based on 
Price to Earnings, Price to Book and dividend yields relative to their long-term average)

4-The UK’s relative performance tends to move in line with energy, which is one of Deutsche Bank’s key 
sector overweights

5-The UK’s relative earnings revisions have recently turned positive again.

Recommendation   Price P/E Yield Av. Price Target Av. Upside
Shire Plc    4072p 10.4x 0.6% 5285p   30%
Imperial Brands   3330p 12.9x 4.9% 4174p   25%
British American Tobacco  4906p 16.7x 3.8% 5863p   20%
Reckitt Benckiser   7092p 21.3x 2.3% 8183p   15%
Vodafone Group Plc   215p 30.4x 5.3% 247p   15%
BP     447p 19.9x 5.5% 503p   13%
Aviva Plc    509p 13.0x 5.2% 572p   12%
International Consol. Airlines  602p 7.1x 4.0% 670p   11%
Royal Dutch Shell B   2178p 17.1x 6.7% 2415p   11%
Prudential    1785p 13x 2.8% 1963p   10%

Germany
Deutsche Bank has upgraded Germany to overweight on the basis of:

1-The DAX has underperformed as of late and is now trading on a 15% P/E discount to the wider European 
equity market. This leaves the relative P/E more than one standard deviation below the long-run average

2-Germany ranks as the second-cheapest country on Deutchse Bank’s European valuation scorecard.



Gibr altar Asse t Management
S T O C K B R O K E R S  &  I N V E S T M E N T  M A N A G E R S

Market Commentary (cont)

World Trade Center, Suite 5.28, Gibraltar. Telephone: +350 200 75181. Website: www.gam.gi 

Recommended Investment (cont):
Recommendation   Price P/E Yield Av. Price Target Av. Upside
Fresenius    70.39 19.1x 1.1% 83.2   18%
Deutsche Telekom   15.11 16.4x 4.7% 17.7   17%
Daimler    63.99 7.2x 5.4% 73.3   15%
HeidelbergCement   83.22 11.6x 3.1% 95.2   14%
Covestro    65.13 11.2x 2.9% 73.1   12%
United Internet AG   51.1 19.1x 2.1% 57   12%
Linde     161.93 20.9x 2.7% 179   11%
ThyssenKrupp    26.3 15.2x 1.1% 28.9   10%

Note: the above recommendations carry a Deutsche Bank Buy-rating, have a market capitalisation above EUR10 
billion and are excluded from sectors where Deutsche Bank is underweight. We have also included only those with 
a minimum 10% potential upside to the average broker price target.
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Tweet of the Month:
“It is an uncomfortable truth that a persistent sense of loss is something that investors have to learn to live with”

How do investors measure unrealised losses? One way, of course, is to compare the current price with 
the price paid for an investment. For example, if you paid 100p for a stock and its market price is now 90p, 
then you are sitting on an unrealised loss of 10%. But, if after buying the investment at 100p, the price had 
risen to 120p before then falling back to 90p, then there is the temptation to anchor the price at 120p and 
regard the current price of 90p as a 25% loss.

The 25% loss is referred to as the ‘drawdown’, which is defined as the percentage loss from a previous 
peak. The concept is common in investment funds but it also applies to ordinary investors. 

If you look at a typical long-term chart of the stock market (or many individual shares), you will usually 
see a line that starts at the bottom left and increases (moderately steadily) to the top right. This is a good 
thing - stocks go up in the long term! However, this chart does not necessarily reflect the actual experi-
ence of being invested in the market over this period. This is because investor’s portfolios are underwater 
for most of the time, i.e. the portfolio value is below its peak value (which will likely be a recent and strong 
memory for the investor).

The table below breaks down how long the market has spent at various drawdown levels since 1969. As 
you can see, the market is below its peak level 95% of the time. It was indeed in a drawdown state of over 
20% for a massive 27% of the time. And, while a drawdown of just up to 5% may not seem very much, in 
practice it is 31% of the time that investors are likely feeling slightly disgruntled, having “lost” money.

Drawdown Time spent
0% to 5% 31%
5% to 10% 16%
10% to 20% 21%
>20%  27%

So, while the data shows us that stock markets increase over the long term, the direct personal experience 
of investing may be for investors largely that of a prevailing sense of loss. This sense of loss is something 
that investors have to learn to live with.
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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  Industrial Engineering   Pharmaceuticals

2nd  Electricity    Construction & Materials

3rd  Software & Computer Services Oil & Gas Producers

4th  Beverages    Banks

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, 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 
Micro Focus International Plc in the third quarter (2397p, 17x P/E, 3.0% yield, 0% 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 25th September 
would be best to capture this move.

FTSE 100 Outperformance vs FTSE 250
Although the FTSE 250 index has greatly outperformed the FTSE 100 over the long term (since 1986, the 
FTSE 100 has increased 377% compared with an increase of 1013% for the FTSE 250), the FTSE 100 has 
outperformed the FTSE 250 in the months of September and October. This suggests a strategy of investing 
in the FTSE 250 for most of the year but switching into the FTSE 100 in September and October. From 
2000 to 2014 a FTSE 100 portfolio would have grown -3%, a FTSE 250 portfolio 144% and a switching 
portfolio would have gained 225%.

Weakest Weeks
The week starting 4th September is the 2nd weakest week of the year, falling 53% of the time, posting an 
average loss of 0.5%. Going short the market via a CFD would be best to capture this move.

Weakest Days
The 11th of September is the 7th weakest day of the year, falling 70% of the time, posting an average loss 
of 0.1%. Going short via a CFD would be best to capture this move.
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Trader’s Corner (cont):
Option of the Month
Sell Aviva November 480 puts at 7.5p
FTSE 100 company with 12% potential upside to the average broker price target, whilst yielding 5.2%. Click 
here to view our guide to the Traded Options Market.

Sell Rosh Hashanah, buy Yom Kippur
“Sell on Rosh Hashanah, and buy on Yom Kippur” is one of the more obscure calendar-based trading rules that 
old-school Wall Streeters watch and the effect has been found to be just as strong on the London market. 
Indeed, during the period 1984-2014, the mean return of the FTSE 100 has been approximately -1%. 

Rosh Hashanah, which marks the Jewish New Year and literally means “head of the year,” occurs on the first 
and second days of the Hebrew month of Tishri. Since the Jewish calendar is lunisolar (based on the sun 
and the moon) and differs from the solar-based Gregorian calendar used by most people around the world, 
Rosh Hashanah does not fall on the same date each year. It starts this year - the Jewish year 5778 - on the 
evening of Wednesday 20th September (at sundown), and runs to Friday 22nd September. Rosh Hashanah 
also kicks off what is known as the Days of Awe, a 10-day period of intense reflection that culminates on 
Yom Kippur, the Day of Atonement and the holiest day on the Jewish calendar. Yom Kippur falls on the 2nd 
of October.

In order to be free of the distraction of worldly goods during the period of reflection and self-appraisal, 
there was a time when many Jewish investors would sell their holdings ahead of the Days of Awe, or “Sell 
on Rosh Hashanah and buy on Yom Kippur.” On Rosh Hashanah, things are good, upbeat and positive. People 
sit together, wish each other a Happy New Year and feast. That is the perfect time to sell, when spirits are 
high. On the other hand, investors like to buy when the market is low, and Yom Kippur is a downer. People 
worry about the sealing of their judgement, and they fast.

Of course, Jewish traders are only a small part of the market but their withdrawal over this period may 
increase volatility and risk and thus discourage others from trading. The arbitragers exploiting the effect 
can also make it self-fulfilling.

Going short the market via a CFD at market close on 22nd September and closing the position at close of business 
on 29th September would be best to capture this move.
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Investment Calendar:
1st September  Nonfarm payroll report
6th September Full Moon (markets tend to reach a low point around this time)
7th September ECB Meeting
11th September 7th Weakest Market Day
14th September MPC interest rate announcement at 12 noon
15th September Options Expiry Day
19th September Two-day FOMC Meeting
20th September Rosh Hashanah
   New Moon (markets tend to reach tops around this time)
29th September Yom Kippur (until 30th)

Quote of the Month:
“Over the long-term, the stock market news will be good. In the 20th century, the United States endured two world 
wars and other traumatic and expensive military conflicts; the Depression; a dozen or so recessions and financial 
panics; oil shocks; and the resignation of a disgraced president. Yet the Dow rose from 66 to 11,497.” - Warren 
Buffett 

It is all too easy to think you have to monitor the markets on an almost daily basis, to “keep on top of it” 
and constantly try and predict where markets are heading over a short timeframe. The fact is that over 
the long-term, companies massively increase in value. It is important for investors to understand this basic 
dynamic.

Economics:
According to the British Chambers of Commerce (“BCC”), Britain’s economy is “treading water” and it now 
expects growth next year to be the weakest since the 2008-2009 recession, with GDP rising by just 1.2%. 
Overall, the BCC said it is clear that sterling’s sharp fall following last year’s vote to leave the European 
Union had done more harm than good, putting the economy on a “slow-growth trajectory.” Their forecast 
suggests that the hoped-for rebalancing of the UK economy towards investment and export is unlikely 
to materialise in the medium term with little evidence that customers are switching away from imported 
goods.

The Eurozone economy continued to expand in August putting the region’s third quarter GDP on course 
for its best reading in a decade helped by an acceleration in manufacturing production. Underlying the 
continued expansion of Eurozone output was a further solid increase in new business, albeit the weakest in 
seven months. This in turn led to rising backlogs of work, which firms across the currency union responded 
to by increasing employment. With such robust growth being sustained into August, the region is on course 
to see GDP rise by 2.1% in 2017, which would represent the best performance since 2007.

Combined damage from Hurricanes Harvey and Irma could cost the U.S. economy as much as $290 billion. 
Together, these two disasters amount to 1.5% of GDP, which will about equal and therefore counter the 
natural growth of the economy for the period of mid-August through to the end of the year.The economic 
costs include disruptions to businesses, increased rates of unemployment, damage to infrastructure, crop 
losses, property damage and higher fuel prices. Some of the losses will be covered by insurance, some will 
not, so the losses will be felt in a variety of ways by millions of people.
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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, 2017 is likely to be a positive 
year for the stock markets.

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. 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 1.1%, 56% of the time. It is even worse for the mid-caps with the 
FTSE 100 historically outperforming the FTSE 250 by 0.7%. However, although the average return is bad for the 
month, about half of all Septembers actually have positive returns. The problem is that when the market does fall 
in this month, the falls can be very large.

Third Quarter 
The FTSE 100 has risen 21 of the 33 years between 1984 and 2016, 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 more gloomy, with the result that prices fall to low 
levels from which they recover.

First-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. Since 1948, the UK market has risen 14 times out of 17 (82%) in US election years, with a rather 
extraordinary average annual return in those years of 33%. Generally, the UK market tends to rise in the 
few weeks leading up to the election.

Chinese New Year - Year of the Rooster 
Chinese calendar revolves around a 12 year cycle where each year is associated with an animal (rat, ox, 
tiger, rabbit, dragon, snake, horse, sheep, 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 rooster and the snake. This year is the year of the rooster, the worst year of the Chinese zodiac historically
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Seasonality (cont):
for equities, with negative returns averaging 2.7% for the S&P 500.

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 7th year is not one of the stronger years, but has still been positive in 10 of the 21 decades (57%), rising 
on average 2.7%.

Technical Analysis: 
Barring any geopolitical shocks, the stock markets are set to continue to be range bound, trading within the 
upper and lower Bollinger bands of 7,450 & 7,305 respectively. The market is still in an uptrend, as indicated 
by the upward-sloping 200-day moving average and the RSI lying at 56%. Therefore, we would look to buy 
into the market on any fall to the 200-day moving average, currently at 7,295.

“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. 

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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