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FTSE 100 5,500

VIX 33

FTSE 100 7,302

Resistance 7,360

Support 7,105

VIX 12.3%

S&P 500 3,066

Gold $1,510

GBP/EUR 1.1576

GBP/USD 1.2919

Introduction:
The second part of the “Sell in May” phenomenon (“Buy after Halloween”) should bring some support 
to the markets after the recent Brexit shenanigans. 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 moves to overweight. Stocks typically enjoy their best 
performance in the fourth quarter. And whilst the stock market is high, bull markets are rarely felled by 
high valuations, unless that overvaluation becomes excessive.

It is true that signs of a global growth slowdown are appearing. China’s economy grew 6% in the 3rd 
quarter of 2019, down from the first two quarters and the IMF has lowered its forecast for global growth 
in 2019 to 3% from 3.2%. However, as global growth slows, so have expectations increased for additional 
interest rate cuts to compensate.

Although the only certainty seems to be that the economy is uncertain, investors have gravitated to growth 
stocks thus far in Q4 after piling into defensive, low-volatility, high-income stocks in the third quarter. This 
may reflect stability, if not better visibility, in the outlook.  The trade war is old news, the Fed has a clear 
policy agenda and the Brexit can has yet again been kicked down the road. 

In summary, with the final two trading months of 2019 upon us, the environment appears supportive for 
further gains. Stock markets tend to do better than average following a strong nine-month performance. 
Recession chatter has died away; while growth is not robust, the global economy clearly appears to be 
moving forward. Corporate earnings are no longer facing tough year-on-year comparisons and are beating 
analyst expectations. There comes a time when even the most die-hard bears have to throw in the towel
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Recommended Investment:
Standard Life Private Equity
Standard Life Private Equity (SLPE) is an investment trust listed on the London Stock Exchange that 
provides investors with access to a portfolio of private equity funds and companies, diversified by country, 
industry sector and maturity.

The fund invests primarily in European private equity funds with a small exposure to North America. 
The private equity managers selected are experienced at transforming private companies through active 
management, away from the glare of listed markets, to turn them into attractive market leaders that can 
then be sold in a typical four to five-year investment cycle. The cash proceeds from these exits are returned 
to SLPE and the investment cycle starts again in a continuous flow.

As at the end of August, the investment portfolio was valued at £550m and comprised more than 50 funds 
and more than 400 underlying companies. The maturity exposure highlights the balanced nature of the 
underlying private companies with > 35% of the portfolio represented by investments that are now at least 
five years old.

After a strategic review, the Board has decided that it would broaden SLPE’s investment policy to allow 
it to make co-investments, which are direct investments into private companies alongside private equity 
managers. They are targeting 20% of net assets to be invested in these by 2023. Each co-investment is likely 
to be in the region of £4m-£8m, i.e. ~1% of net assets. This decision brings SLPE in line with many of its 
listed private equity peers. Over time this will change the nature of the portfolio, with the potential for 
outsized returns, lower fees, greater exposure to particularly attractive assets and the opportunity to put 
more capital to work.

SLPE has a strong long-term performance record, with its share price up 93% over the last 5 years. The 
trust also has an attractive dividend yield of 3.6%, making it suitable to income investors.

The shares of SLPE have significantly derated from a 9% discount in 2018 to its current level of 21%.  
We believe that this is hard to justify given the fund’s long-term performance record, the quality of its 
investment portfolio and its attractive dividend yield. Therefore, the current share price represents an 
attractive entry point. Buy.

Market Outlook (cont):
 and buy what has been working for bullish wealth managers. That time appears to be at hand.
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Tweet of the Month:
“For stockpickers, risk does not necessarily pay. Historically, there has been no link between risk and return. Which 
means that defensives offer better risk-adjusted returns than riskier stocks”

Indeed, high-risk stocks do not have higher returns than low-risk stocks in all major stock markets. This 
has been the case in the US since 1931, in most developed markets recently, and even in emerging markets 
such as China and India. The fact that low-risk stocks do unusually well in so many different times and 
places, using different definitions of risk, tells us that this fact is not a mere statistical fluke or a result of 
data mining. It’s real.

This contradicts both theory and common sense, which tell us that there is a trade-off between risk and 
return - that we’ve got to speculate to accumulate. But we don’t have to. Why?

Some errors of judgement might be to blame. Volatile stocks are more likely to rise a lot if only briefly, and 
so catch our attention and give us the erroneous impression that they are good investments. Also, inves-
tors are overconfident about their ability to spot future growth, and so pile into exciting growth stocks 
causing these to become overpriced and duller ones to become underpriced. And some investors prefer 
the slight chance of big quick profits to the smaller steady profits from defensives. Just as longshots are 
overpriced in sports betting, so they are in stock markets - which means defensives are underpriced.

But if this anomaly is true, why is it not priced in by the market? One reason is that many investors cannot 
borrow as much as they would like. This means that when they are bullish - which is most of the time - they 
buy high-beta stocks because they regard these as a geared play on the general market. This causes these 
to be overpriced, and defensives underpriced. And for many fund managers, stocks with low volatility and 
low betas are in fact risky, because there’s a danger they will underperform if the market rises sharply, They 
therefore avoid such shares, causing them to be underpriced. Another reason is that other fund managers 
want high-beta stocks in the hope that these will outperform a strongly rising market, thereby putting their 
fund among the top performers and so attracting more investors. Again, this leaves defensives underpriced.

Explanations such as these suggest that low-risk stocks might well continue to outperform. Exploiting this 
fact, however, isn’t easy. We cannot do so in a merely passive way, simply because shares’ volatilities change 
over time. In the early 1990s, for example, mining stocks were not unusually volatile but recently they have 
been. And media stocks have recently had relatively low volatility, but had high volatility during the tech 
bubble and burst.

For that reason, it may be advantageous to buy a fund that automatically selects stocks with such charac-
teristics. The iShares Edge MSCI World Volatility ETF, for example, seeks to track the performance of an 
index composed of selected companies from developed countries that have lower volatility characteristics 
relative to the broader developed equity markets. It does this at a cost of just 0.35% per annum, providing 
sterling-hedged exposure to the largest companies in the world such as Swiss Re, Nestle & Pepsico.
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Economics:
The UK trade deficit widened to its highest level in eight years as the services sector weakened, increasing 
the country’s vulnerability to sudden economic shocks including a disorderly departure from the EU. Last 
year, the UK exported £104.7bn more services than it imported, a nearly 6 % fall from a year earlier. This is 
particularly worrying as services account for about 80% of the economy and the UK has the second-largest 
services trade surplus in the world after the US. 

Fresh evidence of the impact of global trade wars on the eurozone has emerged with official figures revealing 
growth in the 19-nation single currency bloc was 0.2% in the three months to September, unchanged from 
the previous quarter. At least the economy did not slow but together with a sluggish start to the fourth 
quarter and slightly higher unemployment in September, the economy is in need of positive news about the 
trade environment to keep from sliding further.

The US economy grew at an annualised rate of 1.9% in the third quarter. The economy was helped by 
growing consumer and government spending, but the pace of growth decelerated. Americans spent less 
on cars, continuing a trend that has been ongoing for a year. Although the growth is slowing, it remains 
relatively strong and beat analyst expectations. Analysts and investors expect the economy to continue to 
slow through the end of the year and the start of 2020. The current US expansion is the longest in history 
and though economists see it continuing through 2020, the risks of at least one-quarter of negative growth 
are rising. Even so, the US economy continues to outperform its peers like Germany and Japan.  And with 
another rate cut expected from the Fed to stimulate growth, investors should feel at ease about their US 
investments.

Quote of the Month:
“The key to making money in stocks is not to get scared out of them” - Peter Lynch

Fear comes from uncertainty, and uncertainty comes from lack of knowledge. There is a general perception 
about markets that its a risky place. It is risky for people who lack adequate knowledge. Investing is not 
complicated; in fact, its simple, so simple that its often overlooked as a sound investment principle. To be 
a successful investor, all you have to do is buy the stock market, invest when the market is in a bad phase, 
and be patient for a long time, giving it chance to compound over the years. Simple, isn’t it? But as humans, 
we have tendency to overcomplicate things and not focus on the basic truths.
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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.

November 
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. In an average November, the market rises in the first three days, but those 
gains are then given up in the following few days. In the middle of the month prices increase and then fall 
back again, before finally rising strongly in the last seven days of the month.

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

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.

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 felt that the markets were rangebound and unlikely to move significantly in either direction. 
In the event, the FTSE rose by just 55 points. The market looks even more rangebound today. The ADX has 
fallen to a very low reading of 14, indicating that the market is not trending. As such, we look for support 
and resistance at the lower and upper Bollinger bands - 7,105 & 7,360 respectively. Therefore, we have just 
197 points of downside and only 58 points of upside. Of course, anything can happen but with the Brexit 
can having been kicked down the road once again, the markets looks set to gently grind higher in the final 
few months of the year.

“The illusion of randomness gradually disappears as the skill in chart reading 
improves” – John Murphy

Research Disclaimer
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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:
This is a busy month for interim results: 64 companies from the FTSE 350 make their announcements this 
month.

5th November   ECB Meeting
7th November   MPC Meeting
12th November  Full Moon (markets tend to reach a high point around this time)
15th November  Options Expiry Day
26th November  New Moon (markets tend to reach a high point around this time)
28th November  Thanksgiving (Wall Street closed)
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