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FTSE 100 5,500

VIX 33

FTSE 100 7,247

Resistance 7,420

Support 7,080

VIX 15.8%

S&P 500 2,970

Gold $1,490

GBP/EUR 1.1402

GBP/USD 1.2572

Introduction:
The stock market is up nicely so far in 2019, producing the best nine-month gain for any year in a bull 
market that began in 2009. It is interesting that strong stock markets at the nine-month mark in 2009 and 
2013 resulted in above-average fourth quarters and the best two stock years in the bull market to date. But 
stocks were also making all-time highs in early October last year; yet by mid-month, stocks were in freefall. 
Although a sharp fourth-quarter selloff could happen this year, the 2019 stock market has one thing going 
for it that it lacked in 2017 & 2018 - impressive breadth, with leadership equally divided between risk-on 
and defensive sectors. Market breadth is no guarantee against a broad-market selloff. But investors appear 
to be spreading their bets across sectors, which shows a willingness to stay invested amid tumultuous 
political and economic headlines. Indeed, broadly advancing markets are regarded as having stouter “legs” 
that provide balance against the buffeting forces of bearishness.
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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 equalweight. Sure, there are plenty of reasons to 
be bullish at this moment in time.

For one, stocks typically enjoy their best three-month performance in the fourth quarter. And stocks could 
be positioned for further gains, given that they tend to do better than average following a strong nine-
month performance. Even after such strong gains this year, investors are greedy for another surge into 
year-end, at least partly because the market has not moved much in the past 12 months.

And whilst the stock market is high, bull markets are rarely felled by high valuations, unless overvaluation 
becomes excessive. The main bull-killers are inflation on the one hand, and recession on the other. We see 
little risk of either at this point.

However, we still see major headline risks on the horizon that warrant holding a decent weighting in cash.

The US-China trade war goes on, with nothing resolved after two years. The stock market cannot break 
its habit of rising on upbeat rumours, only to sell off on dashed hopes. It was this trade war that was partly
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Recommended Investment:
Alpha Plus Holdings plc 5% 31/03/2024
We originally purchased this bond on the initial issue in 2016. It soon started trading significantly above par, 
as was as high as 105% in June. However, the bonds have been week of late and we believe the investment 
case is worth revisiting.

Alpha Plus Holdings Plc (“Alpha”) operates 12 independent schools, 14 nurseries and 4 sixth form colleges, 
concentrating on the wealthiest areas of the country where the competition for school places is most 
vicious. Their portfolio of prep schools, for example, includes Weatherby’s (Notting Hill), Falcon’s (Chiswick), 
St. Anthony’s (Hampstead), Hilden Grange (Tonbridge) and Pembridge Hall (Notting Hill), all of which have 
admirable educational records.

Their aim is on achieve top results and maintain high teaching standards. As long as the schools produce the 
results, parents will keep on paying the ever-higher fees (they have increased by more than 6% per annum 
since 1997).

It is very difficult for new rivals to enter this market and in some places nigh on impossible. This is because 
the cost of land is likely to be prohibitive or impossible to find in central London and there is the difficulty 
of getting planning permission (who would want to live next door to a horde of screaming kids?). 

Recent weakness in the bond price has been the result of a loss in the interim accounts 2019 despite 
increasing revenues, the need to finance the £48.5m redemption of its December 2018 issue and the 
recent negative rhetoric from the Labour party conference towards private schools.

So why should an investor consider this bond? In a word, security. The bond is secured 1.66 times by a 
first legal mortgage over a portfolio of high-quality properties being operated by Alpha as private schools. 
These are regularly valued and are predominantly located in Pembridge Square, one of the most prestigious 
addresses in central London.

The bonds trade on the London Stock Exchange in multiples of just £100 and pays its 5% coupon in two 
semi-annual instalments in arrears on 31st March and 30th September. Trading at 97.45%, the bonds have a 
gross redemption yield of 5.7%, an above-market return with plenty of security. Buy.

Market Outlook (cont):
to blame for the market’s collapse in Q4 2018.

There is also political uncertainty in Washington. Impeachment, long an ephemeral risk, is now becoming a 
more tangible risk. If that happens, the stock market could plummet.

And then there is Brexit. No one knows how matters will resolve themselves in the Palace of Westminster 
in the coming weeks. But if the talks do break down in acrimony, we do know that billions will be wiped off 
the FTSE’s market capitalisation. We recommend that investors keep some powder dry, just in case it does.
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Tweet of the Month:
“The consensus that central bank independence is a good thing has in recent years come into question. Although 
some forms of opposition to their independence are just stupid, others are not”

Let’s begin with the stupid. In a series of tweets last month, President Trump demanded a “big cut” from 
the Fed, saying that chairman Jay Powell has “only let us down”. To this, Bill Dudley - a former member of the 
Federal Open Market Committee - replied that the Fed should not bail out Mr Trump’s bad trade policies 
and reject any policy that would help his re-election.

It is worth, therefore, reminding ourselves of why economists agreed for a long time that some degree of 
independence was a good thing. Their thinking was that a political central bank would cut interest rates 
before an election, thus stoking up inflation. This would cause inflation expectations to be higher than they 
would otherwise be, which would cause actual inflation to be higher on average. Output growth, however, 
wouldn’t be much different because the pre-election boom would be followed by a recession as central 
banks raised rates to choke off inflation after the election. Political central banks would therefore deliver 
higher inflation than others, but no better growth. And the data supported such a view. In a paper in 1994 
- which influenced Labour’s decision to give the Bank of England operational independence - Guy Debelle 
and Stanley Fischer wrote that “central bank independence appears to have no adverse consequences”. In chal-
lenging this consensus by leaning on the Fed, President Trump is jeopardising the non-inflationary growth 
that independent central banks have delivered.

However, there is a genuine problem across developed economies. It is that interest rates are so low that 
conventional monetary policy - cutting rates - will be insufficient to fight the next recession. And with bond 
yields low (and negative in Europe) orthodox quantitative easing - buying bonds - is unlikely to do much 
good either. Central banks therefore need new tools.

One such option is so-called helicopter money, or people’s quantitative easing, whereby central banks - 
instead of handing money only to financial institutions - give people money directly. Most forms of this, 
however, require coordination with governments, if only because the government knows where you live 
while the Bank of England does not. If the government borrows money to cut taxes and the Bank then 
immediately buys the bonds issued to finance the cut, the Bank is in effect printing money to hand over 
to the public.

There’s a dreary debate about whether this is fiscal or monetary policy. Whichever it is, however, the fact is 
that such new tools require coordination between governments and central banks and therefore a recon-
sideration of the current nature of banks’ independence. Given that we can’t predict when central banks 
will need such policies, such a reconsideration should happen soon.

President Trump’s challenge to central bank independence might be oafishly clumsy, but it has raised a seri-
ous issue.
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Economics:
Britain has edged closer to its first recession since the financial crisis after the country’s dominant service 
sector unexpectedly plunged into contraction last month, in a sign of the mounting stress facing the 
economy as Brexit looms. September’s Purchasing Managers’ Index has also tumbled to a six-month low of 
49.5, below the 50 level that divides growth from contraction. British government bond yields have fallen 
slightly on the news, which adds to speculation that the Bank of England might cut interest rates.

Factories are faring poorly in Europe with the Eurozone manufacturing index falling to 45.7 in September, 
down from 47 the previous month. The tumble was primarily caused by the sharpest decline in new orders 
since 2012, and forecasts for the rest of the year aren’t promising due to trade war worries, signs of slowing 
global economic growth and geopolitical concerns.

Despite concerns about slower growth around the world and the impact of tariffs and trade fights involving 
the US, the American economy added 136,000 jobs in September as the jobless rate dropped to 3.5%, 
the lowest point since 1969. By just about every measure, the US economy is slowing down, but it isn’t 
collapsing. Growth has slipped from close to 3% last year to closer to 2% today. Job growth, which averaged 
223,000 last year, is running at a more modest 161,000 so far this year. And wages are increasing, albeit at 
the slowest pace in over a year. Among economists, this picture is described as good but not great.

Quote of the Month:
“If you would be wealthy, think of saving as well as getting” - Benjamin Franklin

Benjamin Franklin was one of those rare geniuses - adept at business, invention, writing, philosophy, and 
politics. The Way to Wealth, written in 1757, is a summary of Franklin’s advice from ‘Poor Richard’s Almanac’, 
published from 1733 to 1758. The compilation of proverbs advocating industry and frugality as a “way to 
wealth” is just as relevant today as it was over 260 years ago.  While rich people focus on earning - they 
tend to have at least three streams of income - wealth is also defined by how much of your income you 
keep and invest. On average, millionaires invest 20% of their household income each year. Their wealth 
isn’t measured just by the amount they make each year, but also by how much they’ve saved and invested 
over 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, 2019 is likely to be a 
positive year for the stock markets.

October 
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.

Third Quarter 
The FTSE 100 has risen 25 of the 35 years between 1984 and 2018, posting an average gain of 3.2%.

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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Seasonality (cont): 
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 5780 - 
on the evening of Sunday 29th September (at sundown), and runs to Tuesday 1st October. 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 9th 
of October.
  
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.
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Technical Analysis: 
Following a strong bounce in recent days, the FTSE 100 has made a significant recovery and we do not see 
it going anywhere from here. Of course, Brexit negotiations could see the market move strongly in either 
direction but barring any major shock the market is likely to move within a small range from here. Markets 
tend to gyrate around their moving averages, particularly when they are trending. The FTSE 100 is within 
22 points of all three major moving averages - the 20 day, 50 day and 200 day. As long as it can form a base, 
it should set up the markets nicely for their traditional Q4 rally.

“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:
9th October  ECB Meeting
   Day of Atonement (Yom Kippur)
13th October  Full Moon (markets tend to reach a high point around this time)
18th October  Options Expiry Day
24th October  ECB Meeting
26th October  BST ends - clocks go back one hour
28th October  New Moon (markets tend to reach a high point around this time)
29th October  FOMC Meeting
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