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Introduction:
After summer the stock market tends to burst back into life in September. Unfortunately, the renewed
activity in shares tends to be on the downside. Since 1984, the FTSE 100 index has an average return of
-1.2% in this month; this gives September the worst record for shares for any month of the year. 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.

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 stock market has retreated
substantially in recent weeks. Concerns over emerging markets, trade tariffs and Brexit negotiations have
created anxiety. That level of anxiety both hinders and, paradoxically, helps the stock market.
Indeed, bull markets need to climb a wall of worry. Worry keeps a good number of investors on the
sideline and eventually results in interim sell-offs. When the selling seems overdone, the sideline crowd
makes their bids, typically pushing stocks to levels just above the prior high. From there, the process starts
over again and repeats, pushing the market steadily higher - assuming healthy worry is not displaced by
truly dire news. This practice of buying the dip, etched in investors’ reflexes after a decade-long bull run,
has sustained the pattern of rising highs and higher lows. Amid anxiety and second-guessing, investors have
“worried the market higher”.
So far, real damage to the economy resulting from the war of words on tariffs appears to be modest.While
global corporations privately bemoan trade barriers, not everyone feels that way. Small business owners
continue to support tariffs, and their optimism is near record highs.
And although September is a poor market month, the end of September is often a watershed for private
wealth managers. Advisors who have been betting against a rising market are usually sending their clients
statements that reflect disappointing returns. And now they have a decision to make - whether to remain
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Market Outlook (cont):
negative into year-end, or to capitulate to a more bullish stance. You only have to consider the stock
market’s 4th quarter performance - the FTSE 100 has posted an average gain of 3.6% since 1984 - to
understand that bearish money managers almost always capitulate to the bullish tendency. And as mildly
bearish investors capitulate, they intensify the bullish tendency, eventually sweeping the last stubbornly
bearish holdouts into the swelling year-end rally.
Thus, despite all the anxiety evident around us, we look for the stock market to follow its usual pattern of
strengthening into the final three months of the year.

Recommended Investment:
JPMorgan Japan Smaller Companies
Japanese valuations are looking attractive. Due to a stronger economy, corporate earnings have grown
substantially. But despite the market rising 50% over three years, the market’s P/E ratio has actually gone
down. Trading on a prospective market of 12 times (vs the long-term average of 15.5x), the Japanese stock
market is trading at a discount to both the US (16x) and Europe (15x). It also looks cheap on dividend yield
and price-to-book. Indeed, whatever metric you choose, Japan looks good.
For this is a market where sentiment is unduly depressed - despite the economy being the world’s third
largest, overseas investors are still underweight. This though may be about to change. Japan’s economy is
in a sweet spot, helped by rising household consumption, private sector capital expenditure and exports last year being the best for exports since the financial crisis. Indeed, economic growth rose 1.7% last year
after trending at around 0.6% for many years. Unemployment is at a record low of 2.5% and competition
for workers has resulted in rising wages, which in turn should create a stronger economy and outlook for
companies.
Recent rumours that the Bank of Japan might reduce its pace of quantitative easing (QE) saw its governor
promise to keep interest rates extremely low for an “extended period” and to maintain the main rate at
-0.1%. Furthermore, he also signalled that the fight to raise inflation to 2% could go on for a lot longer,
after cutting the Bank’s inflation forecasts. Whatever the consequences of QE, such policies have been
supportive of asset prices and this is a country that remains committed to the policy for the time being.
And the government is trying to address the country’s major structural constraint - that of demographics.
The population is ageing - some estimates suggest the workforce will drop from 67m to 59m by 2030.
And while Japan is a world leader in automation, it still needs a larger workforce. Immigration rules are
therefore being relaxed, with many immigrants now not even having to speak Japanese.
Meanwhile, government policies encouraging companies to be more shareholder friendly by way of better
corporate governance and progressive dividend policies seem to be working, with further reforms expected
to move Japan more into line with international norms. This will be attractive to foreign investors. In
addition, huge domestic institutions, such as pension funds, are being encouraged to reverse their traditional
underweighting of domestic equities.
And within this context, smaller companies look particularly attractive. And yet, for a long time many
investment houses have not resourced their investment operations sufficiently given the market’s lacklustre
performance. As a result, this is a segment of the market that is not well covered, with many smaller
World Trade Center, Suite 5.28, Gibraltar. Telephone: +350 200 75181. Website: www.gam.gi

G i b r a l ta r A s s e t M a n a g e m e n t
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
Recommended Investment (cont):
companies not covered at all - many gems are yet to be discovered.
The combination of a market looking good value, with smaller companies in particular looking attractive
and yet remaining under-researched, a government pushing the case for equities, while engineering a faster
pace of economic growth and addressing structural constraints, should make for a powerful combination
for investors. The only downside for income seekers has been the lack of a fund with an attractive yield that is until now.
Investment trust JPMorgan Japan Smaller Companies is introducing a new dividend policy which will pay a
quarterly dividend equal to 1% of the company’s NAV on the last business day of March, June, September
and December.
The trust is listed on the London Stock Exchange (JPS.L), trades in sterling and invests in small and medium
sized Japanese companies. The Total Expense Ratio is 1.09%. As the trust is trading at a 7.6% discount to
NAV, the dividend policy equates to a 4.5% yield. We believe this policy will help to narrow the discount to
NAV in the future as well as help portfolios achieve income from hitherto low-yielding assets.
The trust has beaten its benchmark over 1, 3 & 5 years, achieving a total return of 120% since 2013.
Combined with the 4.5% dividend yield, we recommend the fund for capital growth and income seekers
alike.

Tweet of the Month:
“To many investors, miners and emerging markets seem like different asset classes. Despite this, they are in fact
hugely correlated”
The fall in emerging markets has claimed a UK victim - mining shares. Since late January, the FTSE mining
sector has fallen almost 10% despite the benefit of a weaker pound against the US dollar because it has
been dragged down by a 20% drop in emerging markets.
This is entirely normal - miners and emerging markets are highly correlated. Falls in one are usually accompanied by falls in the other.
One reason for this is simply that both are driven by sentiment and appetite for risk. Both have high and
similar betas with respect to the All-Share index. Also, both are global cyclical investments; optimism about
global economic growth drives both up, and pessimism drives both down.
Investors in both have a problem. Two separate indicators point to them both falling even further.
One is momentum. Because emerging markets and mining stocks are both especially sensitive to investors’
sentiment, both are prone to momentum. This is because rather than rely only upon their own private
valuations of the companies when deciding whether to buy or sell, investors take their cues from what
others are doing. This is why both tend to fall and rise so much - to overreact on both the upside and
downside. And momentum now tells us to sell both.
The second indicator is the annual growth in the M1 measure of the money stock in China. This has in
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Tweet of the Month (cont):
the past been a lead indicator of the country’s industrial production growth and hence of its demand for
commodities. This growth has slowed down in recent months, which points to weak commodity prices,
mining stocks and emerging market shares.
In fact, there’s another reason for caution. Quite simply, both are prone to big losses. In the last 21 years
there have been four occasions when both fell more than 20% at the same time: 1997-98, 2002-03, 200709 and 2015-16. This warns us to be very careful about buying on dips: those dips can be long and deep.
Of course, the very volatility of both miners and emerging markets make them difficult to predict. But both
history and the few useful lead indicators we have warn us not to chase dips.
The point here, however, is not about futurology. It’s about risk. To many investors, miners and emerging
markets seem like different asset classes - and many investors own lots of both. This, however, might well
be riskier than it seems because the hard numbers tell us that both can fall a lot and at the same time.
Sometimes, investors need statistics.
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Trader’s Corner:
Quarterly Sector Strategy
The following
quarters:
Quarter
1st		
2nd		
3rd		
4th		

sectors have been found to be the strongest/weakest in the FTSE 350 over the year’s four
Strongest Sector		
Chemicals			
Personal Goods		
Banks				
Chemicals			

Weakest Sector
Oil & Gas Producers
Construction & Materials
Oil & Gas Producers
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 AllShare of £1,669. Investors looking to trade this strategy could look to buy shares in Barclays plc in the third quarter
(176p, 8.9x P/E, 3.7% yield, 24.6% 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
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%.
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 5779 - on the
evening of Sunday 9th September (at sundown), and runs to Tuesday 11th 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 19th of
September.
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Trader’s Corner (cont):
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 7th September and closing the position at close of business
on 18th September would be best to capture this move.
Option of the Month
Sell Barclays plc November 160 puts at 2.5p
FTSE 100 stock trading on a low P/E multiple of 8.9x, yielding 3.7% and with 25% potential upside to the
average broker price target.
Click here to view our guide to the Traded Options Market.
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Quote of the Month:
“America’s greatest strength has always been its hopeful vision of human progress” - John McCain
Senator John McCain’s passing last month was a sad event, which brought condolences from all sides of
the political spectrum. A decorated Vietnam veteran, the former Republican presidential candidate was
revered by all who knew him. With the markets in the doldrums, it is worthwhile reminding oneself of the
power of mankind (not just Americans) to push forward and progress through innovation and optimism.
This manifests itself in the stock market through the prices of shares, which over the long term, move
upwards. In the meantime, investors should remain upbeat. As McCain also said “It is your character, and your
character alone, that will make your life happy or unhappy”.

Economics:
The UK economy is holding its solid pace of growth with the PMI increasing to 54.3 in August (from 53.5
the previous month), pointing to a 0.4% quarterly growth rate recorded in the three months to June.
Following August’s 0.25% interest rate increase by the BoE (due to concerns that labour shortages will
prevent inflation returning to its 2% target in the short term), it looks unlikely that interest rates will rise
again until after the UK leaves the EU in March 2019, given the major uncertainties that are likely to occur
in the run-up to the UK’s departure.
On the face of it, the European economy looks healthy. Growth is into its sixth year, employment is at a
record high, wages are finally increasing and inflation remains on track to approach the bank’s target at the
end of the decade. However, there are large risks on the horizon to contend with. Uncertainty about Italy’s
fiscal compliance has increased sharply, unresolved Brexit talks are nearing their deadline, trade tensions
with the US have escalated, and volatility in emerging markets is increasing. As a consequence, the ECB is
set to deliver a dovish tone at its next meeting and repeat a promise to keep rates record low at least
through to next summer.
America’s record-breaking streak of job growth continued in August with the US economy adding 201,000
jobs as the unemployment rate remained steady at 3.9%. The US has now added jobs every month for
95 months in a row - the longest streak of uninterrupted growth on record. There are signs, however,
that the rate is slowing and wage growth continues to lag as it has done since the end of the Great
Recession. Nevertheless, the continuing resilience of the jobs market is likely to add to the Federal
Reserve’s determination to continue raising interest rates from their historical lows. The Fed is expected
to announce another rate hike - despite Trump’s protests - when it meets at the end of the month.

Investment Calendar:
7th September		
9th September		
13th September		
				
21st September		
25th September		
				

US Nonfarm payroll report
New Moon (markets tend to reach a high point around this time)
MPC interest rate announcement at 12 noon
ECB Meeting
Options Expiry Day
FOMC Meeting
Full Moon (markets tend to reach a high point around this time)
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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.
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 1.2%, 54% 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 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:
So much for trading within a tight range.The market has dropped like a stone in recent days, falling through
all support levels. Nevertheless, markets do not go up in a straight line and we remain positive with the 200day still pointing upwards. Although the market is now trending downwards, the strength of recent selling
has taken the market to oversold levels with the RSI lying at 28. With the FTSE 100 now 171 points below
the 200-day moving average, we believe a bounce is on the cards.
“The illusion of randomness gradually disappears as the skill in chart reading
improves” – John Murphy

Chart Legend:
20 day moving average (signifies the short-term direction of the security. prices tend to gyrate around their 20 day m/a)
50 day moving average (signifies the medium-term direction of the security)
200 day moving average (signifies the long-term direction of the security - whether it is in a bull or bear market)
(an indicator that measures 2 standard deviations away from the 20 day m/a)

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).
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