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Ain't misbehavin'
Investors can be strange creatures. We wait until the market has risen before we are willing to buy. We sell when the
market has plunged. Worse still, we hold on to a floundering stock, waiting for it to regain the price that we paid for it.
Why do we behave irrationally? Why do we wait for validation from others before we are prepared to make a move?
Why do we panic when markets drop, even though we knew it was going to happen? And why do we become
attached to lame ducks when selling them and moving on would give us a chance to recoup our money elsewhere?
Many theories abound: if we look back as far as the 18th century, economists such as Adam Smith were seeking
explanations for the behaviour of individuals and markets.
More recently, the study of behavioural finance has gained mounting levels of interest. Increasingly, asset managers
are using pricing models to take behavioural biases into account, as they believe it gives them an advantage.
Behavioural finance suggests that people often make decisions based on so-called rules of thumb, rather than on
rational analysis. It explores the theory that the way a problem is presented can affect the outcome (a process called
“framing”). This suggests that market inefficiencies are not the only way to explain outcomes that fly in the face of
rational expectation.
Two of the most influential psychologists in the field are Daniel Kahneman and Amos Tversky. In 1979, they published
a paper comparing models of rational economic behaviour with decision making during times of risk and uncertainty.
This paper – Prospect Theory: an analysis of decision under risk – sought to explain anomalies in the way investors
and financial markets react. These theories help to explain why many investors were pulled into phenomena such as
the technology boom (too late, in many cases, to make any real profit), despite the irrational theories that tend to
support the investment theses. They explore why we continue to avoid markets that have underperformed in the past,
despite clear signs of future long-term potential. They also help to explain why we become emotionally attached to
some investments long after they have started to go wrong, and why we lose our nerve and sell out of a falling market
at the moment when our loss is at its greatest.
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Investment platforms have been developing for some time allowing
investors to consolidate numerous accounts into one place, reducing
paperwork and offering a wider investment choice.
Many people hold shares such as Lloyds Group Plc, Glaxosmithkline plc
in paper certificate form. They can be difficult to administer and
expensive to sell. Fidelity are now offering clients the ability to transfer
their direct share holdings onto the Platform.
Re-registering the holdings to Fidelity does not incur any charges,
although there are platform charges which do apply. If you would like to
discuss how to make life simpler and reduce paperwork please contact
us.
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ECB restarts QE
During September, the European Central Bank (ECB) announced another
programme of economic stimulus measures designed to shore up the
eurozone’s faltering economy. The ECB will resume quantitative easing
measures from 1 November, implementing asset purchases of €20 billion per
month. This programme is set to continue for “as long as necessary” to allow
the ECB’s key inflation rate to reach its target of “below, but close to, 2%”.
The deposit facility rate – paid by banks on overnight deposits at the ECB –
was further reduced from -0.4% to –0.5%.
ECB President Mario Draghi warned that inflation is likely to fall before it
starts to rise towards the end of the year, and cautioned that the region is
being adversely affected by the “prevailing weakness of international trade in
an environment of prolonged global uncertainties”. The ECB downgraded its
predictions for economic growth in the eurozone from 1.2% to 1.1% in 2019,
and from 1.4% to 1.2% in 2020. US President Donald Trump tweeted that
the ECB was “trying, and succeeding, in depreciating the euro against the
very strong dollar, hurting US exports”, implying that the ECB was
manipulating its currency. However, Mr Draghi responded: “We have a
mandate, we pursue price stability and we don’t target exchange rates,
period”. During September, the Dax Index rose by 4.1% while the CAC 40
Index climbed by 3.6%.
In an interview with the Financial Times, Mr Draghi warned that the likelihood
of a hard Brexit had increased compared with four months ago. Mr Draghi will
be replaced by former Managing Director of the International Monetary Fund
(IMF), Christine Lagarde, on 1 November. The contraction in Germany’s
manufacturing sector accelerated during September, fuelling concerns over
prospects for the eurozone’s economic outlook. According to IHS Markit, the
region’s economy came “close to stalling” during the month as new orders for
goods and services dropped at their fastest rate since June 2013.
Confidence amongst businesses in the eurozone fell to its lowest level four
years during September, dragged down by an increasingly pessimistic
outlook in the manufacturing sector. Although sentiment amongst services
companies is holding up reasonably well, optimism amongst manufacturing
firms has been undermined by fears over the outlook for Germany – the
eurozone’s largest economy – and wider concerns about the impact of the
US/China trade wars and ongoing uncertainty over Brexit.

Fed cuts rates in September
As expected, the US central bank implemented its second cut in interest
rates since 2008 during September. Having previously reduced its key
federal funds rate in July, the Federal Reserve (Fed) announced a cut of
0.25 percentage points to a range of 1.75% to 2%.
In their statement, Fed policymakers cited “uncertainties” about the
outlook for economic growth against a backdrop of faltering global growth
and trade disputes. Nevertheless, the Fed slightly upgraded its forecast
for US economic growth in 2019 from 2.1% to 2.2%.
The US economy added 130,000 jobs during August, compared with a
12-month average of 158,000 per month. The rate of unemployment
remained steady at 3.7% and average hourly earnings rose at an
annualised rate of 3.2%.
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Trade conflict hits China's exports
The People’s Bank of China (PBC) cut its reserve ratio – the amount of cash that banks have to hold in reserve –
during September, releasing liquidity totalling 900 billion yuan in a move designed to support China’s faltering
economy. This represented the third cut to the reserve ratio so far this year, following reductions in January and May.
China’s economic growth is flagging against a backdrop of deteriorating sentiment exacerbated by its trade conflict
with the US.
Export activity posted an unexpected drop during August, dampened by a decline in shipments to the US. Exports fell
at an annualised rate of 1% during the month, having risen by 10.3% in July, and imports fell by 5.6%. Shipments to
the US fell by 8.9% year on year, and imports from the US dropped by 27.5%. This decline reflects August’s sharp
escalation in hostility between the two countries.
During September, although both countries made some minor concessions in their ongoing trade dispute, their conflict
remained unresolved. Elsewhere, growth in China’s industrial production continued to lose momentum during
August. Output rose at an annualised rate of 4.4% in August, compared with growth of 4.8% in July. Retail sales also
softened: sales growth moderated from 7.6% in July to 7.5% in August.
In an interview with Russian news agency TASS, China’s Premier Li Keqiang warned that China’s economy faces
“downward pressure” caused not only by slowing global growth, but also by an increase in protectionism and
unilateralism. His words stoked speculation that central bank policymakers might ease monetary policy. The Shanghai
Composite Index rose by 0.7% during September.
India’s Finance Ministry announced substantial cuts to corporate tax rates during the month. The rate of corporate tax
for domestic companies was reduced from 30% to 22%, resulting in an effective tax rate of 25.17 %. Meanwhile, new
domestic manufacturing companies will be allowed to pay tax of 15% – and effective tax rate of 17.01%. Share prices
jumped following the news and over September as a whole, the CNX Nifty Index rose by 4.1%.
Officials at Brazil’s central bank expect the country’s economy to have expanded “slightly” during the third quarter of
2019. The Copom – the monetary policy committee – cut Brazil’s key Selic interest by one-half of a percentage point
to 5.5% during the month. The benchmark Bovespa Index rose by 3.6% over September.
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Mitigating CGT
When you sell an asset, the taxman is likely to take a look to see if
you’ve made a profit. Often, this is not an issue; as anyone who
has ever sold a car can attest, losing money is easy. However,
with investments, the whole idea is to make a profit, and this profit
is what interests the taxman.
Whenever you profit from the sale of a qualifying asset, you are
considered to have made a 'capital gain'. This is calculated on the
difference in value between the price at which you bought the
asset (or its original value if you were given it) and the price at
which you sold it, minus any expenses incurred in the transactions.
Nevertheless, very few people pay Capital Gains Tax (CGT) in full,
because a bit of planning can minimise your liability. First, you
have some exemptions; for example, your main residence and
anything with a limited lifespan, such as your car. Moreover, you
have an annual allowance (£12,000 for 2019/20) below which any
gains realised are tax-free. It may also be possible to stagger the
sale of your assets so that you use this allowance every tax year,
or use a sale to help reset the base value of an asset against
which future gains will be measured.
Finally, you can use your partner's allowances – as transfers
between spouses are CGT-free – or Individual Savings Accounts,
which shelter investment gains from CGT completely.

Blog, video and more information
on our website:

fhmanning.co.uk

The Street Lamp, 8 - 12 South Street,
Horncastle, Lincolnshire LN9 6DT
Tel: 01507 527383
Fax: 01507 522634
Email: mail@fhmanning.co.uk

Authorised and regulated by the Financial Conduct Authority. This newsletter does not constitute financial advice.

