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FTSE 100 5,500

VIX 33

FTSE 100 7,017

Resistance 7,174

Support 6,927

VIX 21%

S&P 500 4,307

Gold $1,737

GBP/EUR 1.1680

GBP/USD 1.3550

Introduction:
September has presented the latest challenge to this bull market. The “September Effect”, as it is sometimes 
called, is often attributed to investors returning from holiday and starting to position for year-end. These 
investors may sell shares to lock in gains or capture tax losses to offset gains. Some may also be selling 
to acquire school gear for their children, which is not so much pens and notebooks these days but PCs 
and tablets. Why does this happen so often you may ask - if calendar events are so known, why are they 
not arbitraged away? It is because investor’s knowledge of past market patterns can make for self-fulfilling 
prophecies. This year, we view the September selling as a healthy and likely overdue shakeout of market 
excesses.
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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. 2021 has been an eventful year from a 
medical, political, and economic perspective. For the first eight months, the stock market moved along like 
an old horse ploughing a familiar field. The market rose steadily, with the occasional test of medium-term 
support acting as nothing more than an opportunity to push to new highs. 

The old horse skipped his traces in September. It seems that after months of complacently pushing stocks 
higher, investors have lost their confidence amid a familiar set of concerns. The Delta variant is giving new 
life to COVID-19. The semiconductor shortage and the general scarcity of materials, is weighing on key 
consumer-sensitive industries such as automotive and housing, while also threatening earnings momentum, 
particularly in the technology sector. The oldest concern remains valuation, particularly if goods shortages 
sap earnings momentum.

These factors may create the perception that the mood is souring, contributing to a slower economic 
expansion. The reality is that the economic data is still strong. Higher prices are indicative of significant 
demand strength as the newly employed and workers benefiting from rising wages look to make up for a 
missed 2020. Corporate earnings, the chief pillar of the stock market, continue to outpace expectations as 
companies learn to thrive in the evolving post-pandemic economy.
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Recommended Investment:
Greencoat Renewables plc 
Greencoat Renewables plc (“GRP”) is an infrastructure fund listed on the London Stock Exchange 
that invests in euro-denominated renewable electricity generation assets with a portfolio of more than 
685MW of generation capacity. The company supports the transition to a net-zero carbon economy, in 
a way that positively impacts the environment. As the focus on climate change increases, we believe the 
spotlight on companies like GRP will only increase. The company is managed by Greencoat Capital LLP, an 
experienced manager of renewable infrastructure assets with over €7 billion of assets under management, 
and investments in the UK, Europe and the United States.

GRP aims to provide attractive risk-adjusted returns to shareholders through an annual dividend (€6.06 
cents per share for 2021) that increases progressively, whilst growing the capital value of its investment 
portfolio. This is achieved through the acquisition and operation of renewable energy generation assets 
with stable revenues backed by government support mechanisms. The company is targeting an IRR of 7%+ 
over the longer term via active management of the investment portfolio.

GRP initially invested solely in operational wind farms in Ireland, where it acquired the Seed Portfolio and 
where there is an attractive opportunity to consolidate onshore wind assets. The company is now the 
largest owner of operational wind assets in Ireland, powering over 500,000 homes while saving ~590,000 
tonnes of carbon emissions. This core Irish portfolio benefits from the long-standing Irish regulatory regime, 
guaranteeing an index-linked floor to the power price for 15 years. However, GRP is looking to diversify 
geographically and has recently invested in France and Finland and is looking further afield to Portugal 
and Spain where renewable infrastructure development continues to see significant growth. In addition to 
geographic diversity, GRP is also expanding into other renewable technologies and is considering a number 
of solar opportunities.

The latest financial results reflected the company’s excellent performance - generating 745GWh of 
electricity and €40 million of cash. The company’s portfolio is highly contracted with 97% of revenues 
backed by fixed tariffs until the end of 2027. We believe GRP provides a compelling growth opportunity 
with its highly scalable business, as evidenced by the 79% increase in capacity over the last 2 1/2 years. 
Across Ireland and its targeted jurisdictions in continental Europe, the Company expects over 400GW of 
renewable capacity to be in operation by 2030. Coupled with the progressive dividend policy (the current 
yield is 5.4%, covered by 1.8 times by earnings), we rate the company a strong buy.

Market Outlook (cont):
There are other reasons to assume a positive finish to 2021. For one thing, bearish investors feel mounting 
pressure to capitulate to the winning bullish side in positive market years. And 2021 has been positive thus 
far. Despite the challenges presented by the Delta variant, and the actual or potential removal of fiscal and 
monetary policy support, we expect the economic recovery to continue. 

Indeed, fourth-quarter strength also suggests that September selling is mainly a prelude to “buy-the-dip” 
enthusiasm in the final three trading months of the year. That sort of opportunism would be an appropriate 
way to end 2021, which has been a year of relentless dip-buying. Given the stock market’s strong start this 
year, we believe that investors will follow the path of least resistance and bid stocks higher into year-end.
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Tweet of the Month:
“Many defensive stocks do not stay defensive forever - but investors have historically been well compensated for 
this danger”

What exactly is a defensive stock? The question’s a tougher one than you might think.

This year’s fall in Chinese tech giant Tencent highlights the problem. It barely fell as markets tumbled last 
spring, suggesting it was a great defensive stock. Since February, however, it has lost almost 40% as investors 
have feared the Chinese government will crack down on tech companies. Being defensive with respect to 
the pandemic does not mean being defensive with respect to regulatory change.

There are many other examples of stocks losing their defensiveness. Banks were not unusually volatile until 
the financial crisis. Utilities have been mostly defensive, but became less so in 2019 as the threat of nation-
alisation increased. Oil stocks were defensive during the tech boom and bust because they were resilient 
to swings in investor sentiment, but have had higher betas since then as investors have focused more upon 
economic upswings and recessions. 

Defensiveness, then, is not a fixed quality of shares. It comes and goes and is something that is far easier 
to spot with hindsight than it is with foresight. Is this a problem? Maybe not. It might instead be a solution. 
There is one thing we know for sure - that defensive stocks do better than they should on average over 
the long-term. It is one of the few robust reliable facts about stock picking.

But why do defensives outperform? The first reason is that investors cannot borrow as much as they 
would like and so express their bullishness by buying high beta stocks to get a geared position on the 
market. The second reason is that defensives are in fact risky for fund managers because they would un-
derperform a strongly rising market, thus causing the manager to do worse than his peers. On both counts, 
some investors avoid defensives causing them to be underpriced - which means they offer good returns 
to the investor who is able to buy them. 

The third reason is that there is a risk with any defensive stock that it will lose its defensiveness. Which is 
nasty, because it means the stock will fall a lot. Investors cannot rely upon past defensiveness being a guide 
to the future. They therefore need compensation for taking on this risk. Such compensation takes the form 
of defensives beating the market on average. It’s a risk premium.

So yes, defensive stocks are riskier than they seem. But investors have historically been rewarded for taking 
on this risk. Which is more than can be said for many other types of risk: high-beta shares and Aim stocks, 
for example, have underperformed the main market over the long-term.

Defensive investing is not infallible. But then nothing is. It is, though, a sensible and profitable long-term 
investment strategy.
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Economics:
Confidence of company bosses in the UK economy “fell off a cliff ” in recent weeks amid uncertainty and 
rising costs, according to a survey. The Institute of Directors (IoD) said that from a high in the summer, its 
measure of how directors feel about the financial outlook had tumbled back to levels last seen in February, 
at the height of the third lockdown. A higher proportion of their members expect costs to rise in the 
next year than expect revenues to rise. This had been fuelled by the government’s decision to break its 
tax pledge and increase national insurance contributions of both workers and employers to fund health 
and social care. Businesses point out this will act as a drag on hiring staff just as the coronavirus furlough 
support scheme stops.

Eurozone CPI accelerated to 3.4% year-on-year in September from 3% a month earlier, the highest reading 
since September 2008. Prices rose predominantly on a surge in energy costs, mostly a reversal of the oil 
price crash that took place during the COVID-19 pandemic, but the impact from production and shipping 
bottlenecks was also showing as durable goods prices rose 2.3% from August. With natural gas prices 
surging and bottlenecks impacting everything from car production to computer manufacturing, inflation 
could hit 4% by the end of the year, twice the ECB’s target, before what the bank anticipates will be a 
relatively quick decline in early 2022. Although increasingly nervous about inflation, ECB policymakers are 
likely to err on the side of caution after the bank undershot its target for nearly a decade.

The US economy added fewer jobs than expected in August as rising infections hit spending on travel, 
tourism and hospitality. Inflation, which measures the increase in the cost of living over time, is running at 
5.3% - the highest in nearly 13 years. While the Federal Reserve has laid the groundwork for an eventual 
taper of asset purchases later this year, the Fed erred on the side of caution given that the macroeconomic 
landscape has deteriorated somewhat over the last few months. Ongoing supply chain disruption, the 
spread of the Delta variant and higher inflation are still weighing on the minds of Fed committee members.

Quote of the Month:
“Life is like riding a bicycle. To keep your balance, you must keep moving” - Albert Einstein

We have often witnessed investors throw in the towel, often at what proved to be the worst possible time. 
This quote reminds us that it is imperative to keep the faith in the market and keep investing. Short-term 
drawdowns are overcome by staying the course.
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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, 2021 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. 

Fourth Quarter 
The FTSE 100 has risen 27 of the 37 years between 1984 and 2020, posting an average gain of 3.3%.

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 0.6% between May Day and Halloween (it is known as the Halloween effect in the US) 
compared with 7.9% 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.

First-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 Ox 
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 Ox has seen an average return of 12.3% in previous 
years. As the Year of the Ox is related to water and metal, from a feng shui perspective, industries linked to these 
two natural elements, such as shipping and mining, are forecast to do well.
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Technical Analysis: 
The RSI is still below 50, a distinctly bearish sign. Yet with the ADX at 18, the FTSE 100 has no discernible 
trend. There is only 247 points between the upper and lower bollinger bands so barring a major upset, we 
do not think the market will move far in either direction. Furthermore, there is strong resistance at 7,200 
and strong support at the 200-day moving average lying at 6,905. In light of this, we see the FTSE 100 con-
tinuing to trade within a narrow range and target support and resistance at the lower and upper bollinger 
bands - 6,927 and 7,174 respectively. 
   
“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:
6th October  ECB Meeting
   New Moon (markets tend to reach a high point around this time)
15th October  Options Expiry Day
20th October  Full Moon (markets tend to reach a low point around this time)
28th October  ECB Meeting
30th October  BST Ends - clocks go back one hour
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