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FTSE 100 5,500

VIX 33

FTSE 100 5,799
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Support 5,740

VIX 31%

S&P 500 3,426

Gold $1,932

GBP/EUR 1.1154

GBP/USD 1.3216

Introduction:
The stock market obliterated the “sell in May” maxim this summer. Anyone who “went away” missed out 
on some large gains. These gains came amid unprecedented economic pain, high unemployment, and rising 
COVID-19 cases. Looking past those massive challenges, investors focused on strengthening economic 
data, growing receptivity to wearing masks and maintaining social distancing, and steady progress on leading 
vaccine candidates. In a strange year, the stock market and economy are exiting summer with Brexit 
negotiations and US presidential electioneering firmly on the front pages. With the chances of a Brexit deal 
estimated to be as low as 30% and Joe Biden leading in the polls, it would not be surprising to see the stock 
market find direction one way or the other.
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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. Whilst the typical pattern for stocks 
is to continue what they are doing into year-end, only more so, there are some visible storms on the 
horizon, not least Brexit and the US presidential election.

The stock market in 2020 has had to climb out of a 30%-plus hole dug in March. The fact that any stock 
market is positive at all is either a tribute to investor naivete, or an acknowledgment of the remarkable 
advances in science that have several vaccines on the cusp of readiness. Perhaps it is a bit of both.

The rise in stocks is both impressive and concerning. It is impressive because it shows that investors 
have focused on the underlying economic data, which has been solid, rather than on the headlines. It is 
concerning because the pandemic is still raging, and because it has damaged most areas of the economy.

Recent economic data does not reflect an economy aided by government stimulus that has now partly 
gone away. This is bound to impact the spending power of out-of-work consumers until a new relief 
package is crafted. Infection rates are also spiking.  Small businesses, with less of a cash cushion than larger 
companies, have expressed concern that this could roll back economic reopenings. Many small business 
owners are barely hanging on and might not survive a second round of stay-at-home restrictions.
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Recommended Investment:
GCP Asset Backed Income Fund Ltd
GCP Asset Backed is a Jersey-incorporated investment trust whose shares are traded on the main market 
of the London Stock Exchange (GABI.L).

The Company’s objective is to provide shareholders with regular, growing distributions and modest capital 
appreciation over the long term through investment in a diversified portfolio of loans secured against 
physical assets (94%) or cash flows (6%) across a range of sectors predominantly in the UK. The Investment 
Manager focuses on the following sectors that are integral to society:

i-Property (45%)
The fund invests in bridging and development loans as well as co-living accommodation, an attractive new 
asset class. Co-living is a modern form of communal living in which residents get a private bedroom in a 
furnished home with shared common areas. Co-living is popular in major cities as a means of affordable 
living for students, workers, digital nomads, or individuals relocating.

ii-Social Infrastructure (38%)
This sector includes assets such as student accommodation, housing for vulnerable adults, homes for the 
elderly, nurseries and urban regeneration.

iii-Energy & Infrastructure (11%)
The Investment Manager seeks out opportunities that have a strong sustainability angle, whilst providing 
capital protection. They typically include assets that produce or manage energy and/or process waste.

iv-Asset Finance (6%)
The Investment Manager invests in a number of new areas in this sector, including the financing of football 
transfer fees and royalties where there are strong contractual protections in place.

At 30 June 2020, the Company was exposed to a diversified portfolio of partially inflation and/or interest 
rate protected investments comprising 44 loans with a valuation of £428 million, weight-adjusted average 
annualised interest rate of 8.1% and an average maturity of six years.

Despite the challenges posed during the coronavirus, the Company received all expected interest and 
principal on time and in full, as well as generating significant fees from early loan repayments. The Investment

Market Outlook (cont):
The all-important US stock market has returned to all-time highs, pushing their benchmark index about 
12% above fair value. On a positive note, stocks rarely trade right at fair value. Since 1960, on average, the 
S&P 500 has traded 0.2% above fair value, but the standard deviation to the mean is 17%. That indicates 
the S&P 500 can comfortably trade between 17% undervalued and 17% overvalued without raising alarms. 
Therefore, at current levels, the market has some room to the upside before valuation becomes more of a 
concern. Investors are obviously optimistic that companies have seen the worst of the COVID-19 impact 
on earnings, and that the outlook will improve. 

Given the current overvalued level of the market, however, any disappointments could be painful.
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Recommended Investment (cont):
Manager remains confident that the Company’s defensive and diverse portfolio of assets will continue 
to perform well and offer shareholders both strong downside protection and an attractive yield even in 
current markets. 

The fund’s shares are currently trading at a 6% discount to NAV, having traded at a premium for most of its 
life since launch in October 2015. We believe the fund could see its discount narrow, particularly given the 
ability to repurchase its shares. The company pays a quarterly dividend, the last declared being 1.55p, which 
is fully covered by earnings. Based on the current share price, that equates to a 6.6% yield. Buy.
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Tweet of the Month:
“People with high financial literacy have a tendency to take too many risks, borrow too much, buy speculative stocks 
and invest in expensive funds”

One reason for this is that it can lead to overconfidence and the “illusion of knowledge”. As Charlie Munger 
once said, “it’s the strong swimmers who drown”. Also, financial literacy doesn’t protect us from fraudsters 
simply because knowledge of financial products is not the same as wisdom or judgment of character. 
Clever people fall victim to conmen as well as mugs.

Another reason is simply that the future is to a large extent unknowable no matter how clever you are, 
which means there are limits to how much any amount of knowledge can help us. Financially literate inves-
tors are no more likely to meet their targeted returns than others, because knowledge raises expectations 
more than it raises the ability to meet them.

In a sense, though, we don’t need academic research to tell us all this. History teaches us the same thing. 
Long-Term Capital Management collapsed in 1998 despite being run by some of the best financial minds in 
the world. And 10 years later, banks collapsed despite being run by clever people. Granted, this might have 
been because clever people had incentives to be stupid - to follow the herd and to downplay risk. But the 
point holds - that brains alone don’t stop us making bad decisions. 

We must not, however, be too contrarian. We also have good evidence that financial knowledge can some-
times help us. Better-informed investors are more likely to rebalance their portfolios towards equities 
when prices are low and expected returns higher and less likely to sell when prices are low. What’s more, 
they are more likely to run their winners and cut their losses, and so less likely to expose themselves to 
the wrong sort of momentum. They are also less likely to buy shares they know nothing about. These habits 
do enable them to perform better. 

But the payoffs to them, while statistically significant, are actually smaller than the advantages of being older, 
wealthier, better educated or the right gender.

Yes, gender. Research has found that women make better investors than men. This is partly because women 
are less prone to overconfidence than men, but also because they are less likely to buy lottery-type stocks 
which tend to do badly. If you want to be a successful investor, it’s probably better to be a woman than to 
be well-informed (though of course you can be both!).

Perhaps, though, all this isn’t as surprising as it seems. Financial literacy is not enough. We also need psycho-
logical literacy. Many of the mistakes we make in investing arise not from ignorance of financial products 
but from an ignorance of the mind. Overconfidence, an excessive readiness to trust people who seem 
credible and a tendency to be overly influenced by peer pressure are all mistakes we make outside of in-
vesting. And we make them in investing even if we know a lot about finance.
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Economics:
Investment bank ING believes that it is unrealistic to expect a sudden plunge in UK GDP once the transition 
period ends. For that to happen, we would need to see a plunge in consumer spending, which makes up 70% 
of the UK economy. This currently seems unlikely. Evidence from the Brexit deadlines in 2019 suggested 
consumers were unfazed by the prospect of a ‘no-deal’. But whether there’s a deal or not, the change in 
UK-EU trade terms will push costs up for businesses in a range of sectors, potentially compounding the 
Covid-19 hit. That leaves the UK at risk of a slower and more turbulent recovery relative to its peers.

The eurozone’s recovery ran out of steam midway through the third quarter, with weak PMI data pointing 
to contractions in Italy and Spain. “The rebound has lost almost all momentum,” says Chris Williamson, an 
economist IHS Markit. “The autumn is likely to still see the economy rebound strongly from the collapse witnessed 
in the spring,” but “policymakers will need to remain focused firmly on sustaining the recovery”. Coming in a week 
that saw the euro-area inflation rate drop below zero for the first time in four years, the PMI weakness is 
another worrying sign for the European Central Bank.

The US economy added 1.4 million jobs last month, reflecting a slow return to labour market growth. The 
unemployment rate fell into the single digits for the first time since the pandemic began, dropping from 
10.2% to 8.4%. However, the job gains so far have probably been the easy ones to get, where a business 
reopened and brought back its employees. Indeed, layoff announcements have ramped up in recent days, 
with airlines warning of tens of thousands of redundancies as government aid expires, and “Paycheck 
Protection Program” funds dwindle for many business owners.

Quote of the Month:
“I don’t know where the stock market is going, but I will say this, that if it continues higher, this will do more to 
stimulate the economy than anything we’ve been talking about today or anything anybody else was talking about”- 
Alan Greenspan

This is because bull markets can create a wealth effect. People feel more confident as their investment 
portfolios rise in value. They then spend more on big-ticket items, such as homes and cars. This has a 
knock-on effect on the wider economy. Businesses are more likely to make capital investments when 
they feel that these investments will lead to rising market values. And management has more operational 
flexibility if sustained stock price increases lead to increased consumer spending. A truly virtuous cycle.
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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. 

Third Quarter 
The FTSE 100 has risen 23 of the 36 years between 1984 and 2019, 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.

Fourth-Year US 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. Since 1948, the UK market has risen 14 times out of 17 (82%) in US election years, with a rather 
extraordinary average annual return in those years of 33%. Generally, the UK market tends to rise in the 
few weeks leading up to the election.

Chinese New Year - Year of the Rat 
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.  The Year of the Rat ranks as the third worst period for stock market returns with an 
average gain of 3.3%. Chinese feng shui masters predict the stock market will be soft this year as the elements of 
earth and water, which are strong in the Year of the Rat, weaken the fire element that influences shares.
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Technical Analysis: 
As predicted, the FTSE did experience a relief rally last month, rising to 6,280 in mid-August. Unfortunately, 
it has been all downhill ever since with the market eventually settling at 5,799 or 7.6% down. At least the 
previous market low of 5,750 reached in May has held and the ADX remains low at 17, showing there is no 
discernible trend, so this stock market malaise may prove to be temporary. The RSI is also at 33%, suggesting 
the market has overreached itself to the downside and may be due another relief rally. We are targeting a 
regain of the psychologically-significant 6,000 level.

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

Research Disclaimer
Gibraltar Asset Management is a trading name of Gibraltar Asset Management Limited, is a member firm of the London Stock Exchange 
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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 Full Moon (markets tend to reach a low point around this time)
7th September Labor Day (US market closed)
10th September ECB Meeting
15th September FOMC Meeting
17th September MPC Meeting
   New Moon (markets tend to reach a high point around this time)
18th September Options Expiry Day
23rd September ECB Meeting
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