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FTSE 100 5,500

VIX 33

FTSE 100 7,353

Resistance 7,460

Support 7,120

VIX 12.5%

S&P 500 3,168

Gold $1,477

GBP/EUR 1.1986

GBP/USD 1.3339

Introduction:
The current bull market, which began in March 2009, has been uncommonly durable, running for 128 
months and counting. In the post-World War II era, there have been 12 bull markets, which have lasted 
60 months on average in comparison. Multiple times, this bull market has come close to meeting the 
20% decline threshold said to indicate the end of a bull run. Since 2009, there have been six significant 
corrections that do not quite earn “bear market” designation. Two missed by a whisker. These corrections 
have only acted to rewind the valuation spring, attract sideline investors who had been intimidated by high 
valuations, and generally extend the bull market’s effective life.
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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. December is the FTSE 100’s best 
performing month since 1984, rising 2% on average, 78% of the time. Certainly, the calendar is only useful 
when it confirms tendencies. But savvy investors are aware of calendar trends, increasing the chances of 
an above-average December this year. And we believe stocks should grind higher as the year-to-date gains 
continue to bring in sidelined cash from investors not wanting to be underweight stocks at year end.

The enthusiasm of the rally is causing concern amongst contrarians; this market is all greed and no fear. 
Such situations do not often end well. Still, the fundamentals are in place for a strong finish. The yield curve 
is out of inversion, and recession talk has vanished from the economic dialogue. Indeed, investors would 
not have swung back to focussing solely on maximizing stock gains if the economy were truly sliding into 
recession. Additionally, every equity sector is participating in the market advance, playing tag-team rotation 
when any one area becomes too extended.

In short, there are many reasons to conclude that the events that toppled a thinly advancing market last 
year are not in place this year in a broadly advancing market. And while the market does not often end the 
year at annual highs, we may be setting up for such a scenario. There is little meaningful data between now 
and year-end, and this market continues to signal that it wants to go higher.
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Recommended Investment:
JPMorgan Global Growth & Income plc
The benefits of investing internationally are well-known. The ability to participate in faster-growing 
economies, to invest directly in the stock markets of emerging markets, to invest in different sectors not 
represented in your domestic economy and to diversify your currency risk.

However, income investors have historically found it difficult to obtain a sufficient yield globally to satisfy 
their income requirements. Twenty years ago, the UK stock market was the highest yielding in the world. 
Investors simply couldn’t get the yield from Asia, Japan or the US. Even European companies had a patchy 
dividend record. So, if an investor wanted income they needed to have a disproportionate allocation to the 
UK. This often resulted in investors having large exposures to cyclical sectors such as banking and mining.

But as international markets have evolved and started to favour dividends over share buybacks, it is now 
possible to buy a diversified, globally invested income fund that is not dependent on the UK.

JPMorgan Global Growth & Income plc (JPGI.L) is an investment trust listed on the London Stock Exchange 
that aims to provide superior total returns by investing in companies based around the world. The company 
provides investors with a quarterly dividend, which is set at 4% of the NAV at the beginning of each financial 
year. This enhanced dividend policy, introduced in 2016, has resulted in a sharp re-rating with the fund now 
trading on a small premium to NAV vs a historical discount. 

The trust has access to JPMorgan Asset Management’s well-resourced equity research team of over 80 
research analysts (with an average industry experience of 19 years each) based all around the world. The 
managers are focused on building a high conviction portfolio of typically 50 to 90 stocks and portfolio 
construction is driven by bottom-up stock selection rather than geographical or sector allocation. Top 
holdings include global names such as Microsoft, Alphabet, Amazon & Vinci. The top geographical locations 
are North America (52%), Europe (21%), Emerging Markets (7%), UK (5%) & Japan (4%).

The strength of the team’s bottom-up, stock-driven strategy is reflected in the fund’s long-term performance 
record. Over the last 5 years, it has delivered a NAV return of 77%. The TER is low at just 0.56%. Furthermore, 
we believe that the fund’s enhanced dividend, which currently offers a prospective yield of 3.8%, is very 
attractive and will underpin the fund’s rating around NAV. Buy.
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Tweet of the Month:
“The US is enjoying an economic miracle with the unemployment rate at a mere 3.6%, close to its lowest for 50 
years. But as David Hume famously pointed out, we must be very sceptical about reports of miracles”

This is great for share prices. There has for years been a strong correlation between equity valuations and 
the misery index, the sum of unemployment and inflation rates. Which means that as long as the misery 
index stays low, share prices can stay high.

However, if we look beneath the headline figures, the US labour market seems less impressive. One fact 
tells us this - only 61% of the working age population is actually in work. The unemployment rate tells us 
the percentage of the labour force who are out of work. If people drop out of the labour force, though, 
they’ll be neither in work nor unemployed and therefore, the unemployment rate falls.

And this is just what has happened. There has been a long-term decline in the proportion of working-age 
men who are in the labour force. Today, only 69% of men under 64 who are not in prison or the military 
are in the labour force. That compares to over 85% in the 1950s.

Millions of men, therefore, have vanished from the labour market. Where have they gone? Dionissi Alipran-
tis and Mark Schweitzer at the Cleveland Fed say that some have become opioid addicts: they show that 
areas with more opioid prescriptions have lower employment rates. And Chicago University’s Erik Hurst 
claims that more young men are out of the labour force playing video games.

There is, however, a problem with these explanations. If the supply of labour has fallen because more men 
are off their heads or playing Grand Theft Auto then we should be seeing rising wages as firms bid more 
for the fewer workers who are available. But this isn’t happening. Wage inflation is still low, at around 3%, 
and has actually fallen since the beginning of the year.

This might be because wage bargaining has become more fragmented. If you work in a factory with hun-
dreds of others, you can club together to demand higher wages. If you are a Deliveroo rider working alone, 
you have less bargaining power.

Or there might be something else. We must always ask: what’s cause and what’s effect? It could be that men 
are taking drugs and playing too many video games because they became addicted after becoming unem-
ployed, especially during the Great Recession. Drop-outs from the labour market are then effect, not cause.

Whatever the reason, it is clear is that an economic miracle is not the same as a social miracle. It’s lucky, 
then, that equity investors care only about the former.
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Economics:
Office for National Statistics data showed the UK economy flatlined month-on-month in October, after 
two months of declines. It was the weakest three months since early 2009. Although the service sector 
expanded 0.2% in the August-to-October period, that was offset by a 0.7% contraction in manufacturing 
and a 0.3% fall in construction. John Hawksworth, chief economist at consultancy PwC, blamed Brexit-
related uncertainty for the economy’s loss of momentum. He said: “Growth seems likely to remain subdued 
through the rest of 2019, but we would hope for a gradual revival in activity over the course of 2020 if current 
political and economic uncertainties ease. Our main scenario is for 1% GDP growth in 2020 assuming an orderly 
Brexit.”

Christine Lagarde said the eurozone’s economic slowdown is showing tentative signs of bottoming out, 
sending the single currency higher as she spoke after her first policy meeting as president of the European 
Central Bank. There are “some initial signs of stabilisation” and a “mild increase in underlying inflation” and risks 
to growth remain on the downside but are “somewhat less pronounced”. However, while some economic 
indicators have suggested the bloc’s slowdown might be easing, Germany remains embroiled in its worst 
manufacturing slump in a decade, and the US-China trade war and Brexit are continuing to weigh on 
growth.

American consumers have kept the US economy steaming toward a record 11th year of expansion, but 
the locomotive might be running out of steam. After big increases in spending in the spring and summer, 
households appear to be cutting back. Sales at retailers, for example, rose a disappointing 0.2% in November. 
Fortunately, consumers still have some ammunition left. The best labour market in decades is delivering 
steady income growth, allowing many Americans to save, and giving them the confidence to keep spending. 
And the greater US economy is positioned to accelerate in the new year as a “phase one” deal between the 
US and China alleviates trade pressures.

Quote of the Month:
“If we get outside the EU, if we leave the EU system, we will be relieved of a huge amount of unnecessary regulation 
that is holding this country back. We will be able to set our own priorities, make our own laws and set our own tax 
policies to suit the needs of this country. We have a huge opportunity also to make people’s votes count for more.” 
- Boris Johnson

With Boris Johnson’s emphatic victory in the general election, he now has the power to install whatever 
form of Brexit takes his fancy. However, we do not feel all his wishes will come true. The EU will simply 
not allow the UK to repeal up to 83,000 EU laws and become a low-tax Singapore in the North Sea whilst 
providing it with tariff-free access to their market. Indeed, we doubt Johnson’s true commitment to Brexit 
and predict the UK will become a quasi-associate member of the EU when all is settled. Not disastrous to 
the economy but how long the British people will accept becoming the EU’s first colony only time will tell.
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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.

December 
December is the FTSE 100’s best performing month since 1984, rising 2% on average, 78% of the time. In 
an average month, the market tends to increase slightly in the first two weeks, but then rises strongly in the 
final two weeks. Indeed, this is the strongest two-week period in the whole year, with the three strongest 
days of the year all occurring in this period.

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 once again felt that the markets were range bound and unlikely to move significantly in 
either direction. In the event, the FTSE has risen by 51 points. The market looks just as range bound today. 
The ADX is still low at 16, indicating that the market is not trending. As such, we look for support and re-
sistance at the lower and upper Bollinger bands - 7,120 & 7,460 respectively. With the FTSE squarely within 
these parameters, there does not appear to be an awful lot of up or 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:
4th December  ECB Meeting
10th December FOMC Meeting
12th December Full Moon (markets tend to reach a high point around this time)
20th December Options Expiry Day
24th December Christmas Eve (LSE closes at 1.30pm)
25th December Christmas Day (LSE closed)
26th December Boxing Day (LSE closed)
   New Moon (markets tend to reach a high point around this time)
31st December New Years Eve (LSE closes at 1.30pm)
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