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FTSE 100 5,500

VIX 33

FTSE 100 7,282

Resistance 7,380

Support 7,090

VIX 15.0%

S&P 500 2,978

Gold $1,506

GBP/EUR 1.1128

GBP/USD 1.2281

Introduction:
After a relatively tame first seven months of the year, volatility spiked in August. The market is oscillating 
to trade rumours as it has done for the past two years, but with a twist: scepticism is building, concern is 
deepening and fresh promises of “trade truce coming” no longer provide a lasting lift for stocks. In a reversal 
of the multiyear trend, selloffs have become bone-rattling. Down sessions are fiercer than buy-the-dip 
rallies, several of which have faded away into the close. On top of that, investors are having to contend with 
potential pitfalls on multiple fronts - Brexit, yield-curve inversions, negative global bond yields, concerns 
over corporate profits, massive debt, weak global growth and global warming.
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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 equalweight. The FTSE 100 rose 165 points last 
month, fully justifying our bullish call. However, we see the market moving in a tight range from here, 
subject of course to geopolitical events taking over the reins. 

Investors continue to digest the impact of trade tariffs. Whilst it is difficult to establish clear links, economists 
are increasingly ascribing a litany of ills to the trade war. These include global economic slowing, negative 
yields in both economically strong (e.g. Germany) and economically challenged (e.g. Spain) nations, and 
inversion in the US yield curve. Even former defenders of the trade war are edging toward becoming 
critics. Virtually everyone just wishes it would just go away.

Perhaps as a result, over the last month there has been a deterioration in the performance of growth 
stocks accompanied by an improvement in the performance of defensive sectors. Whilst rotation occurs 
and is the lifeblood of any bull market, one does not want defensive sectors taking over for too long. While 
it’s only a month, the defensive leadership during August is a little disturbing and should be watched for 
any sign of permanence.

In summary, we are neutral in the short term on equities as the risks to the global growth story have 
mounted and the month of September happens to have the worst record for shares for any month of the 
year.



Gibr altar Asse t Management
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

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

Recommended Investment:
iShares Global High Yield Corporate Bond GBP Hedged ETF
iShares Global High Yield Corp Bond GBP Hedged ETF is an exchange traded fund that trades on the 
London Stock Exchange (GHYS.L) in sterling. It tracks the Markit iBoxx Global Developed Markets Liquid 
High Yield Capped Index.

This index provides diversified exposure to sub investment grade rated bonds issued by companies based 
in developed countries. Such bonds can be notoriously volatile, so it makes sense for the average investor 
to obtain exposure through a fund, rather than through direct holdings. There are over 1,200 holdings in 
this index, so the failure of any individual bond will have a negligible effect on the fund’s market value.

The fund is highly diversified by region (US 65%, Italy 3%, France 4%, Germany 4% & Netherlands 3%) and 
sector (Communications 22%, Consumer Cyclical 14%, Consumer Non-Cyclical, Energy 10% & Capital 
Goods 10%). As the majority of the fund’s holdings are non-sterling denominated, the fund hedges that 
exposure back to sterling monthly to eliminate currency risk. 61% of the underlying bonds are BB rated 
and 30% single B. The average maturity of the fund is just 3.4 years, putting the fund at the lower end of the 
risk scale should interest rates start to rise. 

As the fund is a passive index tracker, the management fees are very low, 0.55% per annum in this case. 
For us, the main attraction, however, is its source of income. The yield is currently 4.9% and the income is 
distributed semi-annually to shareholders.

For investors seeking income and with a time horizon of at least 5 years, we rate the fund a strong buy.
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Tweet of the Month:
“Even the mightiest companies can be destroyed by technical change, and this often cannot be foreseen by manag-
ers or investors”

Shareholders in Thomas Cook - a company that traces its roots back to 1841 - face being wiped out. This 
contains lessons for all investors, especially those who think they are stockpickers for the long term.

Thomas Cook’s troubles arise in part from the same thing that made it successful for decades - organisa-
tional capital. This is the set of systems, know-how and goodwill that make companies more valuable than 
just a collection of machines and contracts. For some companies, such as Walmart or Ocado, this capital 
consists in large part of the ability to run efficient supply chains. For others, it is brand loyalty or patents. 
And for others it is the good use of IT.

For decades, Thomas Cook had great organisational capital. Millions of people trusted it to organise their 
holidays well. But then technology changed. Websites such as Airbnb and booking.com mean we no longer 
need Thomas Cook’s expertise to book flights and accommodation. We can do it ourselves. Thomas Cook 
failed to respond to this, and so has been on the wrong side of what is known as “creative destruction”.

In this sense, Thomas Cook follows a long line. Kodak and Polaroid were destroyed by the rise of digital 
photography; Xerox by email; record shops by file-sharing; Nokia by smartphones; and so on. Even strong 
companies, then, can sometimes see their organisational capital become almost worthless because they 
fail to anticipate or adapt to technical change. Organisational capital is often inflexible. Worse still, it can 
even become a liability. 

Why? One reason lies in the very success of such companies. The fact that they do so much right for 
so long leads them to overvalue their own expertise. This can lead to underestimating the threats from 
different technologies; the ‘not invented here’ syndrome. And large companies contain lots of senior peo-
ple in cushy jobs who are loath to change. In a centralised bureaucracy there is a built-in tendency for 
conservatism. Because of this lack of foresight and adaptation, corporate deaths are common. Of the top 
100 employers in 1907, only two are independent stock-market-listed companies today: WH Smith and 
Prudential. Indeed, most of the shares ever to be listed on the US market since 1926 actually underper-
formed cash during their lifetimes because they were crushed by competition and technical change. The 
late Andrew Grove, formerly chief executive of Intel, said that “only the paranoid survive”. Most companies 
are not paranoid enough.

For investors, there are important lessons here. One is that Warren Buffett was right to say we should 
look for companies with “economic moats” - defences against competition. But future competition doesn’t 
come only from other companies: Thomas Cook had decent defences against other tour operators, but 
not so much against new technologies. It also comes from as-yet-unfounded ones or from as-yet-unknown 
technologies. It is doubtful whether investors have the foresight to see these new challenges coming and 
therefore to know whether companies have adequate moats.

Herein lies an underappreciated virtue of tracker funds. In effect, they back the field rather than particular 
horses. And if we don’t know which horses will lose the long race that is the process of creative destruc-
tion, we should indeed back the field. The best-performing 4% of listed companies have explained the net 
gain for the entire US stock market since 1926. Tracker funds give us at least some exposure to this 4%  
that active management risks missing out on. 
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Economics:
Behind the noise of another tumultuous few days in UK politics, the nation’s economy quietly had one of 
its worst weeks this year. Warning lights are flashing red, with manufacturing and construction shrinking 
and even the dominant services sector losing momentum, prompting forecasts that the UK is heading 
for a recession. At the same time, the housing market is stuck in a rut, retail sales are disappointing, and 
shoppers are worried that Brexit will push up prices. BoE Governor Mark Carney said, “If you look through 
the underlying trend, our judgment is that the economy is growing very weakly, slightly positive, but close to zero.”

The hoped-for acceleration in European economic activity is not happening - the Eurozone economy 
grew 0.2% in Q2 vs 0.4% in Q1.  With inflation still moribund, the European Central Bank is set to loosen 
monetary policy yet again. On top of this, Brexit remains a major risk for the growth outlook and we could 
easily see a negative growth impact of 0.1% to 0.2% both in the last quarter of 2019 and the first quarter 
of 2020, which might push the eurozone into a technical recession. At the same time the trade war is 
still not resolved. While Donald Trump might decide to delay his decision on tariffs on European cars, the 
uncertainty will continue to weigh on sentiment of European producers.

The US economy added 130,000 jobs in August, below expectations of 160,000 job gains. The hiring 
slowdown comes as broader economic growth has softened this year. The manufacturing sector is in a 
recession, and businesses have curtailed spending, largely as a result of headwinds from abroad and Trump’s 
trade policy whiplash. Trump tweeted that the Fed and the media are to blame for the uncertainty that 
is causing business leaders to slow spending, but executives point to the rounds of tariffs imposed by the 
White House as the major problem. In a sign economic forces have begun to change, most companies have 
already scaled back spending on buildings and equipment, and there is concern that they will now cease 
hiring, a move that could have harmful consequences.

Quote of the Month:
“Remember, things are never clear until it’s too late” - Peter Lynch

Only too true. It is easy to say that such and such event was all too predictable. We find, however, that 
stocks move to extremes in either direction but often subsequently revert to their mean. This makes the 
selling of stocks at lows very difficult as, more often than not, they have a tendency to recover. There are 
some, of course, that do not. To mitigate this risk, we ensure portfolios are highly diversified, investing no 
more than 5% of a portfolio in any one single stock.
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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.

September 
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 have positive returns. The problem is that when the 
market does fall in this month, the falls can be very large. The market tends to gently drift lower for the 
first three weeks before rebounding slightly in the final week.

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 
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Technical Analysis: 
The FTSE 100 rose 165 points last month, fully justifying our bullish call. Things do not however look so 
clear cut this month. With the RSI at 61%, the market is in bullish mode and the ADX at 21 suggests the 
market is trending. However, we do not feel strongly one way or the other. The 50-day moving average is 
less than 100 points away to the upside, as is the 200-day to the downside. We see the market moving in a 
tight range from here, subject of course to geopolitical events taking over the reins. 

“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:
2nd September Labour Day (NYSE closed)
12th September ECB Meeting
14th September Full Moon (markets tend to reach a high point around this time)
17th September FOMC Meeting
19th September MPC Meeting
20th September Options Expiry Day
25th September ECB Meeting
28th September New Moon (markets tend to reach a high point around this time)



Printout from Alpha Terminal  -  07/09/2019  10:15

6/9/17 13/9/19'19'18Oct Apr Jul Oct Apr Jul 

FTSE 100 Index

7900

7800

7700

7600

7500

7400

7300

7200

7100

7000

6900

6800

6700

6600

7900

7800

7700

7600

7500

7400

7300

7200

7100

7000

6900

6800

6700

6600

80 80

60 60

40 40

20 20

40 40

20 20

14 RSI (simple - Daily)

14  ADX (Daily)

7282.34


