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Introduction:
Despite its reputation for volatility (since 1984, 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 76% of the time. This strength may not be unconnected with the fact that the strong six-month
period of the year starts at the end of October (part of the Sell in May Effect) and investors may be
anticipating this by increasing their weighting in equities during October.

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. In what is one of the longest and also
most unloved bull markets in history, the bull has thrived by climbing an ever-higher wall of worry. Inflation
is the latest challenge, or the latest brick in the wall, depending on your investing disposition.
Yet stocks, the best pure metric of investor confidence, continue to move higher. The all-important S&P
500 has been in a positive phase of higher highs and higher lows with the market grinding quietly higher as
small rising sessions vastly outnumber declining sessions. Indeed, the major US indices, both large and small,
are near all-time highs.That makes it hard to make a bearish case. Major corrections generally do not start
with so much internal strength, but rather with divergences under the surface.
On main street, consumer confidence is strong with consumers benefitting from rising employment levels,
rising wages, and higher asset values, as reflected in their pensions and homes.
Meanwhile, we have now entered what is historically the strongest quarter of the year. The FTSE 100 has
risen 25 of the 34 years between 1984 and 2017, posting an average gain of 3.6%. Of course, lots can and
will happen between now and 31st December.There are a range of geopolitical events that may come to a
climax, including trade deals, nuclear disarmament efforts, and Brexit. It would not take much to upset an
ageing bull market. However, rather than running to the sidelines in an uncertain environment, we continue
to defer to the strong fundamentals in the economy and earnings, which argue for investors to remain fully
invested.

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:
British American Tobacco plc
With the shares languishing at multi-year lows, we thought it apt to revisit our core defensive holding
British American Tobacco plc (“BATS”) and outline the investment case for new investors as well as to
reassure existing shareholders.
BATS is one of the world’s largest tobacco companies, selling tobacco in over 180 countries worldwide.
Key brands include Dunhill, Kent, Luck Strike, Pall Mall, Rothmans and Newport as well as next-generation
vaping brands ‘glo’ and ‘vype’.
Various factors have undermined the shares of late, including Canadian litigation, FX headwinds, FDArelated regulatory concerns and, probably most importantly… the debate as to whether industry pricing
will be undermined by vaping potentially fragmenting market share.
Today’s debate may be considered ‘different’ to those of the past in that it is now skewered to operational
fundamentals (the decline of cigarettes and the rise of vaping) as opposed to regulation/litigation. However,
we believe that BATS is probably the best placed to adapt to how the new ‘nicotine world’ of combustibles
and vaping plays out by function of BATS not having ‘put all its eggs in one basket’.
As regulation intensifies, the ‘cost of business’ increases. Coupled with the financial clout of the big four
global companies, we see these factors driving the industry incumbents as the net winners. In addition, we
note evidence suggesting vaping is actually incremental to market nicotine volumes.
Given a business of BAT’s operational record and consumer insights, coupled with a low valuation (11.3x
P/E), we believe we are closer to the end of its share price underperformance than the beginning. Investment
bank Deutsche Bank has gone through prior periods when tobacco has been out of favour.To date, all have
proved long-term buying opportunities.
In summary, we appreciate market concerns but see them as significantly overplayed.We see this as a good
buying opportunity to obtain shares in a high-quality business, with a strong earnings growth history, driven
by both top-line growth and cost-cutting programmes. A 5.9% dividend yield amply rewards investors
whilst they hold the shares in the hope of reaching the average broker price target of 4674p, implying 35%
potential upside.
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Tweet of the Month:
“Brexit is casting a long shadow over the UK stock market with valuations languishing at the bottom end of a range
of valuation metrics”
Just as investors benefited from defying consensus and increasing their domestic exposure over the referendum period, they are hoping to again benefit from the market reaction to the sceptics presently holding
sway - this time about the consequences of a ‘no deal’ outcome to the EU negotiations.
History often repeats itself. There were serious misjudgments from the Remain camp during the referendum campaign as to the immediate consequences of an ‘out’ vote. Yet, contrary to all the official predictions of gloom, the UK economy has done very well since. Record inward investment, record manufacturing output and record low unemployment has prevailed.
The renowned economist JK Galbraith once said “Pundits forecast not because they know, but because they
are asked”. Indeed, historical data suggests that economists have a poor record of economic forecasting.
Part of the problem is that economists cannot accurately predict human behaviour - the so-called ‘animal
spirits’ - when it comes to investment, spending, saving, etc. Accordingly, there is a tendency to extrapolate
the trend of the recent past because this is the least awkward and perhaps safest approach. And this has
proved to be folly.
It should be likewise when it comes to dire predictions about the effect of a ‘no deal’ outcome. Suggestions the UK will ‘crash out’ of the EU if there is ‘no deal’ with the economy being on a ‘cliff-edge’, that the
adoption of World Trade Organisation (WTO) rules would be negative, that complex supply-chains would
be disrupted, etc., should again be treated with caution. We should instead focus on what we know.
Complex supply-chains already span various customs arrangements around the world, particularly in the
Far East, and so should not prove an insurmountable problem. Likewise, the UK already trades very profitably with the majority of the world’s major economies on WTO terms, in part because the EU itself has
such a poor record on trade deals.
And, as evidenced by our recent performance, we know economic investment is about relative advantage.
One of the most competitive tax rates in the developed world, labour market flexibility, excellent universities spawning research and development, an innovative and industrious people, our language and the rule
of law are just some of the reasons the world is knocking at the UK’s door.
Then there are the specific upsides from a ‘no deal’. The £40bn no longer paid to the EU would be available for domestic priorities, including helping those less fortunate than ourselves. Because of our trade
deficit with the EU, average tariffs of 3-5% would provide additional annual revenue of billions of pounds.
Because we would no longer have to impose EU tariffs on imported foodstuffs, shop prices should fall. And
we would be free to benefit from trade deals.
Trade usually prevails. Those in business are doing well. The UK market is cheap in part because of unfounded concerns. Sentiment trails fundamentals, particularly given ‘no deal’ remains the least likely outcome. Good outperformance dawns. Investors looking to play this theme should look towards Mercantile
Investment Trust (MRC.L), which offers well-managed, low cost, diversified exposure to UK Mid and Small
cap companies.
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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
All-Share of £1,669. Investors looking to trade this strategy could look to buy shares in Johnson Matthey plc in the
fourth quarter (3359p, 15.6x P/E, 2.4% yield, 28% 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
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 15th October and then going long on 29th 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%.
Option of the Month
Sell British American Tobacco plc December 3200 puts at 75p
FTSE 100 stock trading on a low P/E multiple of 11.3x, yielding 5.9% and with 35% 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:
“Big money is made in the stock market by being on the right side of the major moves.The idea is to get in harmony
with the market. It’s suicidal to fight trends.They have a higher probability of continuing than not” - Martin Zweig
Martin Zweig started buying stocks as a teenager and from that point on vowed to become a millionaire.
He certainly achieved that and became renowned for his eccentric and lavish lifestyle, having at one time
the most expensive residence in the United States, atop The Pierre on Fifth Avenue in Manhattan. Between
1970 and 1972, Martin Zweig wrote several articles for Barron’s magazine. In each, he made a successful
prediction for the coming direction of the market. He rose to public prominence when he predicted the
stock market crash of October 1987. The basic Martin Zweig stock market strategy is to be fully invested
in the market when the indications are positive and to sell stocks when indications become negative. Risk
minimization and loss limitation are crucial to the strategy. His book ‘Winning On Wall Street’ describes
how he determines whether to be fully invested or not.

Economics:
Britain’s economy is on course to grow at a quarterly rate of just under 0.4% in the three months to
September - the same as its average growth rate since the Brexit referendum of June 2016. The figures put
little pressure on the Bank of England to raise interest rates again before Brexit takes effect in March. The
economy remains a long way from overheating and growth is likely to slow further if Brexit talks aren’t
amicably concluded soon, given that firms are reporting that political uncertainty is weighing on budget
setting and confidence.
The 19-country Eurozone economy lost momentum in September with the PMI falling from 54.5 the
previous month to 54.1. Though anything above 50 indicates expansion, the decline provides further
evidence that the Eurozone economy cooled during the summer as trade growth stalled. Trade tensions
around the world, mainly between the United States and China, have stoked worries that protectionism is
on the rise to the detriment of business. Despite a flat-lining in exports, the figure still points to quarterly
economic expansion in the Eurozone economy of 0.5%, which is strong relative to the growth seen in the
past decade.
Data from the world’s largest economy on Friday showed that the jobless rate fell to a 49-year low of 3.7%,
justifying Fed Chairman Jerome Powell’s assertion that the economy’s outlook was “remarkably positive”
and he believed it was on the cusp of a “historically rare” era of ultra-low unemployment and tame inflation.
The Labor Department’s closely watched monthly employment report showed a steady rise in wages,
suggesting moderate inflation pressures, which could ease concerns about the economy overheating and
keep the Federal Reserve on a path of gradual interest rate increases.

Investment Calendar:
5th October		
9th October		
19th October		
24th October 		
25th October 		
28th October 		

Nonfarm payroll report
New Moon (markets tend to reach tops around this time)
Options Expiry Day
Full Moon (markets tend to reach a low point around this time)
ECB Meeting
Daylight Saving Time ends (clocks go back)
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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.
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 1984, 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 76% of the time.This strength may not be unconnected with the fact that the strong
six-month period of the year starts at the end of October (part of the Sell in May Effect) and investors may
be anticipating this by increasing their weighting in equities during October.
Fourth Quarter
The FTSE 100 has risen 25 of the 34 years between 1984 and 2017, 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 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
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, 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:
As predicted last month, the FTSE subsequently enjoyed a bounce from the September lows, briefly touching the 50-day moving average. The index has since slid back to below the 20-day moving average (around
which indices tend to oscillate). We are bullish at these levels with the RSI lying in positive territory at 54
and the 200-day moving average upward-sloping. With the FTSE 100 now 167 points below the 200-day
moving average, we believe another 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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