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Introduction:
The second part of the “Sell in May” phenomenon (“Buy after Halloween”) should bring some much needed 
relief to the markets. Anomalies such as this are not uncommon in financial markets, but they tend not 
to persist for long - as soon as they are known about they are usually arbitraged out of existence. No 
one knows why for sure why this anomaly has been so persistent. One theory attributes the anomaly to 
seasonal affective disorder (SAD). As nights lengthen in the autumn investors become more risk adverse, 
which drives prices down such that by the end of October prices are artificially depressed and ready to 
bounce back reverting to their ‘normal’ levels.
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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 overweight. In three weeks of October, nine-
months of grudgingly won, grind-higher gains disappeared. A range of factors contributed to the initial 
selling - rising interest rates, a slowdown in the technology economy, inflation fears and worsening trade 
rhetoric. After the initial selling got underway, programme trading and defensive institutional positioning 
led to renewed waves of selling. The final tally was that October 2018 was the worst month for the stock 
market since 2011.

However, we believe this was a correction, not the beginnings of a protracted bear market. As we see it, the 
real economy is looking positive and points to continuing strong growth. Unemployment is at its lowest 
since the Vietnam War and the momentum of leading indicators has risen to the highest level since 2011, 
when the economy was coming out of a deep recession. Unlike the selloffs in 2000 and 2008, which had 
clear catalysts (a hugely overvalued internet and housing economy), we do not see anything fundamentally 
“broken”. No asset class screams “overvaluation”. Indeed, stocks have not kept up with earnings. The S&P 
500 for example is currently only modestly up this year, whereas earnings are forecast to be well over 20% 
higher. There is also little reason to expect a recession in corporate profits in the next 18 months. 

At times like these, and in fact at all times in the market, we recommend going back to the fundamentals. 
The global economy is in good shape, and corporate earnings are strong. Stocks have pulled back to  
below fair-value and are the most attractively valued they have been in a year. Altogether, we are cautiously 
optimistically, that the October 2018 selloff will go down as one more buyable dip.
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Recommended Investment:
Impact Healthcare REIT
Impact Healthcare REIT plc is a real estate investment trust listed on the London Stock Exchange. Launched 
in March 2017, the trust aims to provide shareholders with an attractive return, principally in the form of 
quarterly income distributions, through exposure to a diversified portfolio of residential care homes. The 
trust’s strategy is to acquire, renovate and extend high quality care homes in the UK and lease them to 
healthcare operators under full repairing leases (where the tenant has total responsibility for the repair 
of the premises). Through such active asset management it also aims to deliver growth in net asset values 
over the medium term. 

Changing demographics are favourable to this sector. A growing and ageing population is increasing demand 
for care in the UK, while the supply of suitable homes for providing that care is falling. Between 2005 and 
2018, revenues of care home providers grew by 4.2% per annum, with total revenues growing from £8.9 
billion to £15.2 billion. 

The property portfolio is currently comprised of 67 residential care homes (3,139 beds) let to five tenants. 
When identifying potential tenants, management looks for those with:

i-strong balance sheets with no debt
ii-a track record of delivering good quality care
iii-high occupancy levels
iv-a consistent trading performance; and
v-rental cover of at least 1.75x.

Leases are established with fixed terms of no less than 20 years, no break clauses, and annual RPI-linked 
uplifts with a 2% floor and a 4% cap. They also favour tenants that have a desire to add value and add more 
homes to the portfolio. 

This is allowing the REIT to pay a quarterly dividend of 1.5 pence, equating to a yield of 5.8%. The inflation-
linked nature of the rental income is particularly attractive to income-seekers.

The fund’s shares currently trade at a 2% premium to NAV, while its closest peer, Target Healthcare 
REIT, trades at a 5% premium. As such, we think that it offers some relative value and see scope for this 
differential in rating to narrow.

In summary, we believe that the portfolio’s long-term, inflation-linked leases are appealing in the current 
environment. The trust utilises prudent financing with a maximum LTV of 35% of gross assets to seek to 
enhance returns and management has large equity stakes. The prospective yield of 5.8% is very attractive 
and the current 2% premium to the NAV offers value against its peers. Buy.
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Tweet of the Month:
“Normally I would not recommend a book that tells you how to make money in the stock market. Most of these 
books are aimed at gullible folk, and they usually make much more money for their authors than they do for the 
investing public” - Gavyn Davies

We quite agree. There is obviously a large market for such gems as “Make a Million in Twelve Months” but 
such novels are not for serious investors. However, there are classics we recommend that are as true today 
as the day they were written. Here are our top five with their top essential pearls of wisdom.

The Intelligent Investor - Benjamin Graham (1949)
The greatest investment advisor of the twentieth century, Benjamin Graham, taught and mentored the 
legendary Warren Buffett, amongst others. Graham’s philosophy of “value investing” - which shields inves-
tors from substantial error and teaches them to develop long-term strategies - has made The Intelligent 
Investor the stock market bible ever since its original publication.

Top 5 Quotations
1-“The intelligent investor is a realist who sells to optimists and buys from pessimists”
2-“An investment operation is one which, upon thorough analysis, promises safety of principal and an adequate 
return. Operations not meeting these requirements are speculative”
3-“Those who do not remember the past are condemned to repeat it”
4-“The stock investor is neither right or wrong because others agreed or disagreed with him; he is right because his 
facts and analysis are right”
5-“As the Danish philosopher Søren Kierkegaard noted, life can only be understood backwards-but it must be lived 
forwards”

Common Stocks & Uncommon Profits - Philip Fisher (1958)
One of the most important works ever written on investment theory, Common Stocks and Uncommon 
Profits lays out the fundamental principles of intelligent investing. Widely respected and admired, Philip 
Fisher is among the most influential investors of all time. His investment philosophies are not only studied 
and applied by today’s finance professionals, but are also regarded by many as gospel.

Top 5 Quotations
1-“The stock market is filled with individuals who know the price of everything, but the value of nothing”
2-“Be extra careful when buying into companies and industries that are the current darlings of the financial com-
munity”
3-“Doing what everybody else is doing at the moment, and therefore what you have an almost irresistible urge to 
do, is often the wrong thing to do at all”
4-“Even in those earlier times, finding the really outstanding companies and staying with them through all the fluc-
tuations of a gyrating market proved far more profitable to far more people than did the more colourful practice 
of trying to buy them cheap and sell them dear”
5-“Never promote someone who hasn’t made some bad mistakes, because if you do, you are promoting someone 
who has never done anything”
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Tweet of the Month (cont):
Reminiscences of a Stock Operator - Edwin Leferve (1923)
This book is an account of the life of infamous securities trader Jesse Livermore. Despite the book’s age, 
it continues to offer insights into the art of trading and speculation.

Top 5 Quotations
1-“If a man didn’t make mistakes he’d own the world in a month. But if he didn’t profit by his mistakes he wouldn’t 
own a blessed thing”
2-“A man must believe in himself and his judgment if he expects to make a living at this game”
3-“The desire for constant action irrespective of underlying conditions is responsible for many losses in Wall Street 
even among the professionals, who feel that they must take home some money every day, as though they were 
working for regular wages”
4-“If you do not know who you are, the stock market is an expensive place to find out”
5-“I did precisely the wrong thing. The cotton showed me a loss and I kept it. The wheat showed me a profit and I 
sold it out. Of all the speculative blunders there are few greater than trying to average a losing game. Always sell 
what shows you a loss and keep what shows you a profit”

Where Are the Customers’ Yachts? - Fred Schwed, Jr. (1940)
Humorous and entertaining, this book exposes the folly and hypocrisy of Wall Street. The title refers to a 
story about a visitor to New York who admired the yachts of the bankers and brokers. Naively, he asked 
his broker where all the customers’ yachts were.

Top 5 Quotations
1-“Speculation is an effort, probably unsuccessful, to turn a little money into a lot. Investment is an effort, which 
should be successful, to prevent a lot of money from becoming a little”
2-“It seems that the immature mind has a regrettable tendency to believe, as actually true, that which it only hopes 
to be true”
3-“There have always been a considerable number of pathetic people who busy themselves examining the last 
thousand numbers which have appeared on a roulette wheel in search of some repeating pattern. Sadly enough, 
they have usually found it”
4-“All of these theories are true part of the time; none of them true all of the time. They are, therefore, dangerous, 
though sometimes useful”
5-“History does in a vague way repeat itself, but it does it slowly and ponderously, and with an infinite number of 
surprising variations”

The Art of Money Getting - P. T. Barnum (1880)
Widely known as the founder of the famous traveling circus, in this book Barnum shares his knowledge of 
business and teaches readers how to be successful in making money. 

Top 5 Quotations
1-“The foundation of success in life is good health: that is the substratum fortune; it is also the basis of happiness. 
A person cannot accumulate a fortune very well when he is sick”
2-“Fortune always favours the brave, and never helps a man who does not help himself ”
3-“The safest plan, and the one most sure of success for the young man starting in life, is to select the vocation 
which is most congenial to his tastes”
4-“The great ambition should be to excel all others engaged in the same occupation”
5-“Money is, in some respects, like fire. It is a very excellent servant, but a terrible master”
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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  Chemicals   Oil & Gas Producers
2nd  Personal Goods  Construction & Materials
3rd  Banks    Oil & Gas Producers
4th  Chemicals   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 (2956p, 13.2x P/E, 2.9% yield, 45% potential upside to average broker price target). More sophisti-
cated 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 Bae Systems plc February 500 puts at 11p
FTSE 100 stock trading at a 2-year low. Trades on a low P/E multiple of 12.2x, yielding 4.2% and with 23% 
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:
This is a busy month for interim results: 64 companies from the FTSE 350 make their announcements this 
month.

2nd November Nonfarm payroll report
7th November  FOMC Meeting
   New Moon (markets tend to reach tops around this time)
8th November  MPC interest rate announcement at 12 noon  
16th November Options Expiry Day
23rd November NYSE Closed (Thanksgiving Day)
   Full Moon (markets tend to reach a low point around this time)

Quote of the Month:
Smoot and Hawley ginned up The Tariff Act of 1930 to get America back to work after the Stock Market Crash of 
‘29. Instead, it destroyed trade so effectively that by 1932, American exports to Europe were just a third of what 
they had been in 1929. World trade fell two-thirds as other nations retaliated. Jobs evaporated” - Elaine Chao

It’s funny how history has a habit of repeating itself. A recent survey from the National Association for 
Business Economics in America found that 75% of economists thought President Trump’s trade policies 
would be negative for the US economy. They believe the tariffs, which function as taxes on imported goods, 
will make costs for businesses higher overall. The increased costs to produce goods will force businesses 
to cut costs in other areas and slow down investment in their businesses. In turn, the slowdown in business 
investment and higher costs will help slow broader economic activity.

Economics:
A spike in consumer spending driven by warm weather and England’s surprise run to the semi-finals of 
the World Cup helped the British economy post GDP growth of 0.6% during the third quarter. This was 
the best performance since the fourth quarter of 2016, just after the country voted to leave the EU. It 
also means that Britain’s growth outpaced the 0.2% recorded by the 19-country Eurozone. However, the 
economy has a few challenging months ahead as negotiations with the EU draw to a close. Many economists 
think it won’t become clear before next year what Brexit means for the economy and that many firms will 
enact contingency plans in the coming months, hurting investment and hiring.

The European Commission has warned that global trade tensions, Italy’s fiscal battles and US overheating 
pose risks to the euro-area economy, lowering its GDP growth forecast for the coming year to 1.9%. 
Whilst the list of threats is not a surprise, they come amid mounting signs of a persistent slowdown. The 
Bundesbank said Europe’s largest economy may have stagnated in the third quarter, but HSBC believes it 
may actually have contracted. While growth will return this quarter, “the underlying trend is not anywhere near 
as strong as it was”, HSBC said.

The Federal Reserve held interest rates steady at its last meeting, as it pointed to a healthy economy that 
was marred only by a dip in business investment growth. “The labour market has continued to strengthen 
and ... economic activity has been rising at a strong rate,” the central bank said, leaving intact its plans 
to continue raising rates at a gradual pace. The Fed has hiked rates three times this year and is widely 
expected to do so again in December.
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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.

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 59% of years in November, with an average return of 1%, 
making it the 6th best month of the year.

Fourth Quarter 
The FTSE 100 has risen 25 of the 34 years between 1984 and 2017, 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.

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: 
The technical picture is challenging. The ADX lying at 26 is showing that there is a strong trend to this mar-
ket and unfortunately for investors, the downward-sloping 200-day means that trend is to the downside. 
And the typical pattern with a stock market correction is for stocks to retest lows sometime in the month 
following the initial selling spasm. Despite this, we remain bullish. The market has bounced 165 points from 
its lows yet is still 301 points below the 200-day. An RSI of 56 should assist in continuing to make up some 
of the lost ground. 

“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)

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



Printout from Alpha Terminal  -  09/11/2018  17:42

N

9/11/16 16/11/18'18'17 Apr Jul Oct Apr Jul Oct 

FTSE 100 Index

7900

7800

7700

7600

7500

7400

7300

7200

7100

7000

6900

6800

6700

7900

7800

7700

7600

7500

7400

7300

7200

7100

7000

6900

6800

6700

80 80

60 60

40 40

20 20

40 40

20 20

14 RSI (simple - Daily)

14  ADX (Daily)

7105.34


