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Introduction:
The S&P 500 has now gone for 255 days without a 3% correction. For many investors this might be scary, 
but it should not be. It is a sign of strength. Unfortunately, we cannot time the next short-term correction. 
We actually urge investors not to try, as it is impossible and quite costly if implemented. What we can say 
is that long streaks without a correction are a sign of strength and have led to further gains. Do not lose 
sleep over the next short-term dip, remain invested.
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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 moves to overweight. The market has experienced a pullback 
in the last week, giving investors another chance to start investing.

With the bulk of third-quarter corporate earnings season behind us, we note there are several positive 
trends supporting the market:

1-The economy is growing, but not too fast. Inflation is not a problem, at least not yet
2-The weak dollar is helping commodities
3-Companies are reporting better revenue growth, which has been aided by healthy consumer spending 
(helped by the strong labour market) and high consumer confidence
4-Recovering international economies (Europe has not been this economically strong in years)
5-Continued profit margin improvement as wage growth has been kept low through technology efficiencies
6-Rates are inching higher but not pinching.

The market has entered a calm phase of generally higher days but with gains coming in small increments. 
This is a classic bull advance, with the market grinding higher on relatively small daily changes, and with 
positive sessions far outnumbering down days.

Of course, it can be said that the major markets are now trading at a premium. However, we believe this 
premium is justified by the underlying fundamentals. Equity investors are typically willing to pay a premium 
valuation when certain metrics are in place. 
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Recommended Investment:
Europcar Groupe 9.9x P/E, 3.5% yield
Europcar Groupe is a French car rental company founded in 1949 in Paris. 93% of sales currently originate 
from Europe, with the company also operating in Africa, Asia and the Americas. It is now the leading car 
rental company in Europe with well-established brand names such as Europcar and InterRent. The company 
has recently entered the low cost sector in Europe with the purchase of Buchbinder in Germany and 
Goldcar in Spain.

The company is focussed on growing its revenues. First half figures for the current year showed revenue 
growth of 10.1% to €1.03 billion with organic growth of 4.6%, above its 3% target. The group confirmed 
that 2017 will be a year of significant progress towards its 2020 target of reaching €3 billion of revenues. 
There is thus huge growth potential for the business over the medium term. The group also confirmed 
that its exclusive partnership with Easyjet across Europe has been extended for a further two years. The 
partnership has been in operation since 2003 and has been hugely beneficial to both parties.

The company has a healthy balance sheet. Corporate net debt totalled €104 million as at 30 June 2017, low 
for a company with a €1.7bn market capitalisation. The company benefits from strong cash flow generation 
and has ready access to equity capital - it raised an additional 10% of capital in June through a private 
placement to help fund the Goldcar acquisition, for example.

The business is not without risks. A downturn in the European economy would impact both the business 
and leisure markets and likely lead to less travel in general. The company recently posted Q3 figures which 
showed organic revenue growth of 3.9%, ahead of estimates. However, earnings were 5% behind estimates 
which resulted in a +10% fall in the share price over two trading days. 

We believe that this fall is overdone and presents an attractive buying opportunity for investors looking 
for capital appreciation coupled with a growing dividend yield. The shares now trade on a low prospective 
P/E multiple of just 9.9x, yield 3.5% and have 38% potential upside to the average broker price target. Buy.

Market Outlook (cont):
These include an above-average earnings growth rate, less variability in earnings, and the lack of attraction 
of alternative investments. We think the market scores well on all three. Earnings are forecasts to increase 
by low double-digits next year. Absent the volatile commodity-driven Energy sector, earnings have also 
shown more consistency in recent years. Meanwhile, sub-3% bond yields are just not attractive enough to 
provide enough risk-adjusted competition for equities, nor do we expect them to in the next year at the 
expected pace of interest rate hikes.
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Tweet of the Month:
“Min Vol is an all-weather strategy that is timely in any investing climate, and that serves well as a complement to 
a core holdings strategy”

With the stock market racing to new highs, most mainstream investors are looking at staying aboard this 
galloping bull. Even while riding the rally, however, some investors are investigating end-of-rally strategies. 
Minimum volatility, or “Min Vol,” is perceived as falling into that defensive category. We believe, however, that 
Min Vol is an all-weather strategy that is timely in any investing climate, and that serves well as a comple-
ment to a core holdings strategy. Academic literature and historic returns indicate that Min Vol can deliver 
market-matching returns on an absolute basis and superior returns on a risk-adjusted basis across the 
market cycle.

What is Min Vol?
In simple terms, Min Vol is defined as an investing strategy seeking to deliver market-like exposure and 
returns with less-than-market risk. Min Vol is designed to provide asset protection in a steady to rising 
market. But investors really count on Min Vol to provide protection in a falling market by capturing less of 
the downside while continuing to deliver above-market income. Min Vol portfolios are typically populated 
with stocks with low betas, meaning relatively more stable prices.

Typical Stocks
Ideal candidates for a Min Vol portfolio often have some or all of the following characteristics:

1-An established and stable business model
Min Vol stocks tend to be those of well-established companies with solid market-share positions in their 
core markets and the financial and competitive strength to weather near-term fluctuations in their busi-
ness. This allows them to carry on for the long term regardless of changes in the market environment.

2-Participation in steady or slow-growth industries
The underlying companies also tend to operate within stable, often slow-growth sectors that respond 
predictably to a range of economic conditions. Many of these sectors are regarded as defensive, such as 
utilities.

3-Above-market dividend yield
An above-market dividend yield is not a requirement per se for a Min Vol stock, but rather a result of 
the fact that these stocks often come from high-yield sectors. And these high dividend yields are usually 
maintained or even increased, as their shareholders tend to place great importance on growing dividends.

Failure of Capital Asset Pricing Model
Many investors assume that the trade-off for taking on less risk (less beta) is an expectation of lower 
return compared to a high-risk, high-reward strategy. Not only is that not always the case, in fact the op-
posite is often true. A foundation of academic investing literature is that the capital asset pricing model 
(CAPM) predicts a stock’s return based on its beta. Many investors hold that the higher the beta and the 
higher the willingness to take on risk, the greater the expected return on the asset. Given that stocks tend 
to gain about 10% annually and given the current multi-year bull market, investors are increasingly willing 
to chase higher betas in pursuit of higher returns. But note the use of the word “chase” above. 
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Tweet of the Month (cont):
The laws of supply and demand suggest that investors, are willing to pay more for high-demand stocks. 
The hope of capturing the next early-stage Apple or Facebook creates irrational expectations. It also 
causes two interconnected effects: by over-allocating resources to pay for flashy stocks that have become 
overpriced, investors under-allocate resources to low-risk stocks, causing them to be underpriced. Entire 
classes of investors, such as momentum investors, may also ignore low-beta stocks, further driving down 
their price.

Low-beta stock outperformance
A strategy that begins with a portfolio of underpriced stocks thus appears well-positioned for outper-
formance. This intuitive assumption is supported by academic literature. In a 2013 paper called “Betting 
Against Beta” (Frazzini and Pedersen), the authors demonstrated low-beta outperformance in 18 of 19 
global equity markets and in multiple bond markets. A 2011 study (Baker and Haugen) that measured US 
stock returns over 40 years demonstrated long-term outperformance of low-risk portfolios as well as the 
expected lower volatility.

Avoid the need for market timing
Min Vol also mitigates timing risk given its relatively smoother performance across a multi-year time frame. 
In other words, investors may buy into a Min Vol strategy at any time in the market cycle, knowing that 
buying in bull markets won’t lead to badly lagging performance, while buying in bear markets allows them 
to limit the impact of a correction.

The case for Min Vol strategies
Stock markets do have a tendency to go up over the long term. Nonetheless, periodic corrective phases 
are the norm in a healthy and sustainable stock market. Selling episodes cull stocks that have risen with the 
market rather than on merit, while helping to sustain the longer-term advance by luring in Johnny-come-
lately investors priced out of earlier rallies.

This argues for allocating a portion of equity holdings to Min Vol strategies. Given that market timing is a 
key impediment to total returns, Min Vol’s smoother-than-benchmark performance track record and rela-
tive outperformance during corrective episodes is particularly attractive.

Recommended Investments
An alternative to selecting direct stocks is to buy low-cost exchange traded funds (“ETFs”). These funds 
trade on the London Stock Exchange and can be traded throughout the trading day. The Min Vol ETFs cov-
ering the major geographical regions are:

ETF        Ticker TER
iShares Edge MSCI World Minimum Volatility ETF  MVOL  0.30%
iShares Edge S&P 500 Minimum Volatility ETF  SPMV  0.20%
iShares Edge MSCI Europe Minimum Volatility ETF  MVEU  0.25% 
iShares Edge MSCI EM Minimum Volatility ETF  EMMV  0.40%
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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 (2575p, 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 tends to rise in the first three days before then falling back. It has a 
tendency to increase quite strongly over the final seven trading days of the month. Although the longer 
term performance of November is only average, the significant feature of the month is that it marks the 
start of the strong six month period of the year (November to April). In other words, investors should be 
increasing exposure to the market this month if they haven’t already done so in October.  Going long the 
market via a CFD at the beginning of the month would be best to capture this move.

Gold Strength
Gold tends to enjoy good gains in November rising 60% of the time since 1986 with an average gain of 
~1.3%. Going long via a CFD would be best 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, November has statistically been a weak month for GBP/USD, 
falling on average almost 1.5%. 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 and that historically performs strongly in November 
is an option e.g. Shire Plc.

Option of the Month
Sell British American Tobacco February 4400 puts at 49p

Core defensive stock with 16% potential upside to the average broker price target and a 3.7% dividend 
yield. Click here to view our guide to the Traded Options Market.
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http://www.gam.gi/uploads/files/Promo%20Links/a%20guide%20to%20traded%20options%20market.pdf
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Investment Calendar:
2nd November    MPC interest rate announcement at 12.00
3rd November Nonfarm payroll report
4th November  Full Moon (markets tend to reach a low point around this time)
17th November Options Expiry Day
18th November New Moon (markets tend to reach tops around this time)
23rd November Thanksgiving Day (NYSE closed)
29th November   FTSE 100 quarterly review 

Quote of the Month:
“Stocks are simple. All you do is buy shares in a great business for less than the business is intrinsically worth, with 
managers of the highest integrity and ability. Then you own the shares forever” - Warren Buffett

The beauty of Warren Buffet’s investment mantra lies in its simplicity. In reality, Buffett’s investment portfolio 
has had a median holding return of just 12 months since 1980. Only 20% of his stocks were held for more 
than two years. And 30% of his stocks were sold within six months. Yes, Warren Buffett has 100% turnover. 
That is active trading by any definition. We suspect that Warren Buffett is doing what every good investor 
does. He’s using his best judgement to select stocks and then cutting the losers and letting the winners run.

Economics:
UK economic growth expanded by 0.5% in the three months to October, according to the National 
Institute of Economic and Social Research (“NIESR”). This compares favourably with 0.2% growth in Q1 
and 0.3% growth in Q2 but unfavourably this time last year. However, the economy is expected to close 
the year stronger than it started. A shift in UK demand towards international trade in response to stronger 
global growth and a weaker sterling, and away from struggling domestic demand should help support 
growth, NIESR said.

Meanwhile, the European Commission has forecast that the Eurozone economy will grow at its fastest pace 
in a decade this year, with real gross domestic product (GDP) growth predicted to be 2.2%. The European 
economy has performed significantly better than expected, mainly due to resilient private consumption, 
stronger growth around the world, and falling unemployment.

The US economy added 261,000 jobs in October as the country rebounded from hurricanes Harvey and 
Irma as expected, and the jobless rate ticked down to 4.1% - the lowest level since 2000. Manufacturing 
is strong, exports are picking up. Consumer spending has been maintaining a good level - all signs the 
economy is in good shape.
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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.

November 
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. Since 1984, the FTSE 100 has risen in 56% of years in November, with an average return of 0.7%, making 
it the 6th best month of the year.

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

November - April 
Delaying re-entering the market from St. Ledgers Day to Halloween has yielded statistically significant 
outperformance with the FTSE All-Share rising an average 13.4% from Halloween to May Day since 1965. 
There is a 1-in-2,000 chance of this arising by chance in random data. One explanation for this is that as 
the nights draw in during winter, we become anxious and depressed, which means share prices fall and 
expected returns rise. This then leads to a decent winter rise.

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 for 
equities, with negative returns averaging 2.7% for the S&P 500.
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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 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: 
Last month, we felt a 133 point drop on the FTSE100 to the 200-day moving average was likely. In the event, 
our prediction very nearly came good and following a 103 point drop from last month’s six-month high, we 
feel the FTSE 100 is beginning to look attractive again. The market is still in a bull market, as reflected by the 
upward-sloping 200-day moving average and we are now in the strongest half of the year seasonally. With 
the ADX at 15 and the market at the lower Bollinger band, a bounce back to the 20-day moving average 
lying at 7512 is now on the cards.

“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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