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FTSE 100 5,500

VIX 33

GBP/EUR 1.15

FTSE 100 7,535

Resistance 7,620

Support 7,355

VIX 10%

S&P 500 2,553

Gold $1,307

GBP/EUR 1.1280

GBP/USD 1.3300

Introduction:
‘Quad … what? A US broker recently made us aware of this term, describing the phenomenon of all four 
US indices making all-time highs on a single day. Last week it was the Dow Jones, the S&P 500, the Nasdaq 
and - finally - the Russell 2000 hitting highs unseen before. Four in one go - quadfecta as in a horse-betting 
trifecta (where the bettor must forecast the first three finishers in a race in the correct order). That is 
quite an achievement as the markets face continuing White House shenanigans, North Korean tensions and 
a Catalan-driven European showdown. It is worth noting that in stock market history, this phenomenon 
rarely marked the end of a bull market.
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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 equalweight. Whilst not rushing to put new money 
to work we would not rush to take money off the table either.

As the stock market rallies into its strongest quarter of the year, to paraphrase America’s 32nd president 
Franklin Roosevelt, we have nothing to fear but the absence of fear itself. The market is rising across nearly 
all sectors, styles and size categories. While greed and complacency in the stock market are cause for 
concern, the fundamental setup is favourable and more times than not that is a good thing for stocks. 

With economic recovery (begun in June 2000) and the bull market (begun in March 2009) both within 
shouting distance of their decade marks, stock investors are on heightened alert for signs of erosion in 
the former and valuation imbalances in the latter. However, GDP is growing strongly in the world’s major 
economies and earnings are growing faster than they have since 2012. And whilst it is true that the majority 
of stock markets do appear fully valued, since 1960, no bull market has peaked before rising 8%-17% above 
fair value.

We could also see increased investor participation in the final quarter. All major indices finished the third 
quarter up at least 10%. This is typically a positive sign for final-quarter and full-year stock performance. 
As the calendar moves into Q4, bearish investment advisors may have to capitulate to bullish sentiment
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Recommended Investment:

Reckitt Benckiser Group plc
Mention the name Reckitt Benckiser (“Reckitt”) and chances are you’ll draw a blank look from most 
investors. Yet if they were to open their kitchen cupboards they would probably find at least one of the 
company’s products in them. Reckitt is the world’s largest producer of household products and consumer 
health whose brands include Vanish, Calgon, Dettol (the world’s largest-selling antiseptic), Durex, Scholl, 
Cillit Bang, Harpic, Finish, Air Wick (the world’s second largest-selling air freshener), Strepsils (the world’s 
largest-selling sore throat medicine), Nurofen, Clearasil, Brasso, Lemsip, Bonjela, E45 and Mr Sheen. 

This year has seen a major refocusing of corporate strategy with the purchase of global infant formula 
and children’s nutrition leader Mead Johnson Nutrition for $16.6 billion.  Reckitt also disposed of its food 
business to McCormick in July for a consideration of $4.2 billion, which it plans to use to pay down debt. 
Corporate strategy is now to grow consumer health and to invest in the company’s Power Brands which 
now include Enfamil.

The fact that Reckitt is so geographically diverse has been in its favour given the recent decline in sterling. 
The majority of profits are earned outside the UK (with 40% coming from emerging markets alone), 
which has helped insulate it from the worst of the currency’s fall. With Brexit around the corner, this 
diversification should continue to support the share price.

The shares have fallen 11% from their all-time high following a major cyberattack. The strike wiped 2% off 
like-for-like sales growth during the second quarter as it left Reckitt unable to invoice and ship some of its 
orders. But the group is taking steps to rid itself of the virus, and so some revenue lost during the second 
quarter should be recovered in the third.

In any case, we believe the long-term investment case for Reckitt remains intact. This is a well-positioned 
international business with an excellent portfolio of established global brands. The shares have 11% 
potential upside to the average broker price target of 8001p and a useful dividend yield of 2.2%, which 
should continue to rise in line with earnings growth at a double-digit rate for the foreseeable future. The 
shares trade on 22x earnings, cheap against recent history, and the growth potential makes the shares 
worth the price. Buy.

Market Outlook (cont):
or risk losing their clients.

While longer-than-average bull markets create anxiety around risks of their demise, bull markets tend not 
to die of old age. Most bull markets end because of recession, inflation, or circumstances that severely 
impair earnings. When we consider the two major bull “assassins” of recession and inflation, neither seems 
to be much of a concern at present.

Therefore while the absence of fear is noteworthy if not worrisome, it appears that this is not the time to 
fight the tape.
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Tweet of the Month:
“’Sell in May’ is one of the strongest market anomalies. One strategy based on this theme has outperformed the 
FTSE 350 by 910% since 1999”

The idea of the ‘Sell in May Sector Strategy’ is to stay in the market throughout the year and to rebalance 
the stock portfolio according to which sectors perform best in the two six-month periods as defined by 
the Sell in May effect.

First, the performance of the respective FTSE 350 sectors is analysed for the two periods in recent years 
(since 1999). Then, the following filters are applied:

1-Sectors with less than four component stocks are not considered
2-Sectors must have a minimum 13-year track record
3-Standard deviation (i.e. volatility) of a sector’s returns must be below the average standard deviation
4-Positive returns must be over 50% during the backtesting period

From this, the sector portfolios selected were:

Summer Portfolio   Winter Portfolio
Gas, Water & Multi-utilities  Construction & Materials
Beverages    Industrial Engineering
Health Care Equipment & Services Chemicals

The ‘Sell in May Sector Strategy’ is therefore going long the Summer Portfolio from 1st November to 30th 
April and then switching to the Winter Portfolio from 1st May to 31st October.

Since 1999, this strategy would have returned 1021% compared with a gain of just 11% from a buy-and-
hold FTSE 350 portfolio. The returns do not include transaction costs but as the strategy only trades twice 
a year, these would not significantly affect the results.
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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 
Diageo plc in the fourth quarter (2602p, 21.6x P/E, 2.6% yield). 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 trends to rise in the first two weeks, then to fall back, before a surge in 
prices in the last few days of the month. This is perhaps because October marks the end of the weak six 
month period of the year, so many investors are looking to increase their exposure to equities towards 
the end of the month. Going long the market via a CFD at the beginning of the month before switching to short 
on 16th October and then going long on 27th October 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%.

Strongest Days
The 5th of October is the 10th strongest day of the year, rising 77% of the time, posting an average gain of 
0.4%. Going long via a CFD would be best to capture this move.

Option of the Month
Sell Reckitt Benckiser December 6400 puts at 31p

FTSE 100 company with 11% 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:
5th October 10th Strongest Market Day
  Full Moon (markets tend to reach a low point around this time)
6th October Nonfarm payroll report
19th October New Moon (markets tend to reach tops around this time)
26th October ECB Meeting 
29th October Daylight Saving Time ends (clocks go back) 

Quote of the Month:
“The most popular investing products are the worst ones for investors” - Robert Folih

And we have seen them all. Structured Products so complicated that even the advisor does not understand 
them and the only one to make money is the bank. Unit trusts with high initial fees, high management fees 
and even exit fees when you want to sell. We suggest that investors stick with what has worked in the 
past and will continue to increase wealth in the future – listed stocks, investment trusts, ETFs and bonds.

Economics:
Britain’s manufacturers are undergoing a substantial recovery as exports and domestic orders surge, 
raising hopes that the industry will support the wider economy. Unemployment is at a 42-year low and 
companies are finding it difficult to fill their vacancies - 74% of manufacturers and 67% in the services 
sector are reporting rising recruitment difficulties. Indeed, both sectors have strong and steady profitability 
and turnover forecasts for the next 12 months, indicating their belief that growth is resilient even if GDP 
has been sluggish in recent months.

The Eurozone economy grew at the fastest pace in more than two years in the third quarter after an 
unexpected upturn in September. IHS Markit’s index of private-sector activity jumped to a four-month high 
of 56.7 from 55.7 against economist forecasts of 55.6. Both services and manufacturing strengthened, with 
a gauge for the latter reaching a level not seen in more than six years. The European Central Bank also 
raised its GDP forecast to 2.2% with ECB President Mario Draghi stating the expansion “continues to be 
solid and broad-based across countries and sectors.” Against that backdrop, policy makers have begun a debate 
on how to slow the monthly asset purchases they’ve used to help support the economy in recent years.

The International Monetary Fund has dialled back its expectations for the US economy as it believes that 
President Trump’s tax cuts will not get past Congress. The US economy will still expand, just not as quickly 
as some had hoped. The IMF forecasts 2.2% growth in 2017 and 2.3% in 2018 versus previous projections of 
2.3% and 2.5% respectively. This is, however, still “above trend” and much better that last year’s 1.5% growth.
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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.

October 
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. Despite its reputation for volatility (since 1987, seven of the ten largest one-day falls in the market have 
occurred in the month of October), for the most part the market posts a positive return - rising 0.9% on average 
75% of the time.

Fourth Quarter 
The FTSE 100 has risen 24 of the 33 years between 1984 and 2016, posting an average gain of 3.6%.

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: 
The market is clearly bullish, as reflected by the upward-sloping 200 day moving average. The ADX at 26 
also suggests that the bullish fervour is in a strong trend. However, we would short the market at these 
levels from a technical perspective. The FTSE 100 is 180 points above its 200-day moving average and has 
just formed a “triple top”, a distinctly bearish pattern. With the RSI also at 84% and pointing downwards, the 
market is clearly overbought and set for a fall. A 133 point drop to the 20-day moving average is our likely 
scenario.

“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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