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FTSE 100 5,500

VIX 33

FTSE 100 7,117

Resistance 7,425

Support 7,070

VIX 18.5%

S&P 500 2,888

Gold $1,508

GBP/EUR 1.0932

GBP/USD 1.2137

Introduction:
After a highly positive first half for stocks, equities have come into numerous crosswinds in recent weeks. 
A setback in China trade negotiations led the Trump administration to announce tariffs on an additional 
$300bn of Chinese goods as from 1st September. China retaliated by devaluing its currency and halting 
purchases of US agricultural products. The yield curve has also taken on a worrisome shape, flashing 
potential recession signals. We see further stock market volatility in the weeks ahead as volumes remain 
low. The market does not take much of a summer holiday, not like in the old days, but traders and investors 
still start to vanish throughout the month of August.
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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 returns to overweight. Last month, we wrote that the stock 
market appeared overbought from a technical level and urged investors to exercise caution. The market 
has since retreated substantially and in doing so appears to have gone from one extreme to another.

Selloffs are unfortunately unpredictable, and they can gather momentum with frightening speed.  However, 
we believe the August selloff presents an attractive opportunity for those investors who have been watching 
from the sidelines.

No sustainable stock advance only goes up. There must be some consolidation, some regrouping, some 
rebalancing, some whatever investing cliché you’d like to use.

And now from a technical perspective, the stock market is heavily oversold, and we see more upside 
than potential downside from here. Fundamentally also, we continue to favour equities. Interest rates will 
remain low on a historical and real basis in 2019-2020 and we do not believe a recession is imminent.
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Recommended Investment:
First Trust US Equity Opportunities ETF
First Trust US Equity Opportunities ETF (“FPX”) is an exchange traded fund that tracks the IPOX®-100, 
an index which measures the average performance of US initial public offerings (“IPOs”) during their first 
1,000 days of trading.

IPOs constitute a significant part of capital markets activity and are drivers of innovation and growth. From 
2002 through 2019, US IPOs raised over $570bn of capital.

However, they can be a risky investment. As a company goes public, the excitement often overshadows the 
reality of how fast a company can actually grow. It is also impossible to predict what a stock will do on its 
initial day of trading because there is often little historical data with which to analyse the company. 

This index takes a different approach, providing an unemotional, rigorous, and disciplined approach to 
investing. Constituents are added on the sixth day of public trading; and therefore, FPX may not have access 
to the potential gains derived from the stock’s initial day of trading. 

However, there is a compelling case for investing in a diversified portfolio of recent IPOs beyond participating 
in the potentially risky initial day of trading. This is testified by index’s performance. Since its inception on 
6 August 2004 through to June 2019, the index returned 15.3% per annum versus 9.3% for the S&P 500.

The fund trades on the London Stock Exchange in sterling as well as on the NYSE in dollars. With low costs 
(0.65% TER) and exposure to an interesting theme, we rate the ETF a strong buy.
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Tweet of the Month:
“Investors can spread risk not simply by diversifying across asset classes, but by diversifying across time too”

How can we protect ourselves from the danger of falling stock markets? The standard way is to diversify 
among assets, to hold bonds and alternatives as well as equities. But we can also use another form of di-
versification - time diversification.

Its power rests upon an important tendency - for prices to recover after falling. This does not happen 
simply because stock markets overreact to bad news. It can do so even if markets are wholly rational. If 
investors become more risk averse, prices fall so that expected returns rise to compensate us for the 
market’s additional perceived riskiness. We’ll then see prices rise after a fall even if investors are rational. 
Plus, of course, big falls in share prices may induce policy responses to support the market, such as cuts in 
interest rates or quantitative easing.

This means that some of us can diversify across time as well as across asset classes. Just as good returns 
on one asset might offset losses on another, so good returns in one period can offset losses in another. To 
be successful, however, requires three things:

1-Discipline
To not sell when you feel like doing so.

2-Time
It takes years of good returns to offset the 30-40% losses we can suffer in bear markets.

3-Cash
If you are retired or not saving you can only implement time diversification by having a large cash holding 
in the first place. If you are working and saving, things are easier. You can implement time diversification 
with your new savings and benefit from pound-cost averaging. Thus, stock markets are safer investments 
for workers (especially younger ones) than for retired people, especially older ones.

Of course, there is still the danger is of a near-permanent fall. Of the 25 national stock markets that existed 
in the 1920s, 11 suffered a catastrophic failure because of war, revolution or hyper-inflation. However, the 
chances of that happening in Western Europe and North America are very low. And anything else is man-
ageable with discipline, time and cash.
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Economics:
A surprise 0.2% contraction in the British economy in the second quarter, its first since 2012, has put the 
country on recession watch, although most of the decline was down to stock building in Q1 prior to the 
initial 31st March EU Exit date that produced growth figures that flattered economic performance. Whilst 
most economists expect a rebound in the third quarter, as a combination of low unemployment and 
rising wages keeps consumer spending bubbling, the countdown to Brexit and a possible “no-deal” on 31st 
October means that the outlook still hangs in the balance.

Europe’s economy is slowing down. According to preliminary data, Eurozone GDP grew 0.2% in Q2, down 
from 0.4% in Q1. The jobs market was a bright spot as the Eurozone’s unemployment rate slipped by 0.1% 
in June to 7.5%, the lowest level since July 2008. Despite this, year-on-year inflation is just 1.1%, a 17-month 
low and far from the ECB’s target of close but below 2%. This only strengthens expectations that the ECB 
will unveil a package of measures in September, including rate cuts and possibly additional purchases of 
Eurozone bonds.

Recession fears continue to grow in the US as economic indicators appear to be pointing to a slowdown. 
While the US economy remains relatively healthy, the yield curve inverted last week with the yield on 10-
year US Treasury notes falling below the 2-year. This sent stocks to their fourth-largest daily point drop in 
history. However, Moody’s Vice President William Foster is not overly concerned, stating “We don’t see a 
recession on the immediate horizon. We see, over the next two years, a slowing economy”.

Quote of the Month:
“There are three roads to ruin; women, gambling and technicians. The most pleasant is with women, the quickest is 
with gambling, but the surest is with technicians” - George Pompidou

That’s how it felt for stock market traders after the London Stock Exchange experienced its worst outage 
in eight years on Friday after a systems failure prevented trading in shares for 1 hours 40 minutes. The 
exchange declined to reveal exactly what went wrong, blaming “a technical software issue”.
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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, 2019 is likely to be a 
positive year for the stock markets.

August 
August is the 9th best performing month, rising 63% of the time, with an average return of 0.7%. Generally, 
August is not a great month for equities; August has the second lowest average monthly returns for 70 
world equity markets. It can also see large falls. As it’s a month for holidays, trading volumes tend to be low, 
which in some years can lead to some increased volatility.

Third Quarter 
The FTSE 100 has risen 22 of the 35 years between 1984 and 2018, posting an average gain of 0.8%.

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.

Third-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 Pig 
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.  Statistically speaking, the Year of the Pig is a good one for stocks. Since 1928, the S&P 
500 has averaged a return of 18.1% during the Year of the Pig.
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Technical Analysis: 
Last month we noted that the market looked overbought and advised traders to go short. The market sub-
sequently fell 436 points (5.8%) and in doing so has gone from one extreme to another. The RSI is lying at 
21%, where 30% and below suggests a market that is oversold. The ADX at 28 is now saying that the market 
is trending, so investors should look to moving averages for potential upside levels. Markets tend to gyrate 
around the 20-day moving average. This is lying at 7,375 and given this, we see more potential upside than 
downside from here.

“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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Investment Calendar:
August is the busiest month of the year for FTSE 100 & FTSE 250 interim results announcements.

1st August  MPC Meeting
7th August  ECB Meeting
15th August  Full Moon (markets tend to reach a high point around this time)
16th August Options Expiry Day
26th August  Summer bank holiday (LSE closed)
30th August New Moon (markets tend to reach a high point around this time)
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