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			Preface

			Why I wrote this book

			We live in a very uncertain world and I believe that everyone should maximise the returns on their savings in order to have a robust source of finance for all contingencies. 

			For this reason, I do not want you to entrust your long-term savings to banks or building societies. My mission in this book is to explain how my seven successful UK stock market strategies could make you far more money. You might even be able to retire early.

			The maximum compound annual return on cash savings over the last 30 years has been 4.1%, after the deduction of basic rate UK income tax. By contrast, my strategies have achieved annual returns ranging between 9.2% and 36.9%, again after the deduction of basic rate tax.

			Because of the magic of compounding returns, small differences in annual returns make huge differences in the size of long-term savings pots. Even the lowest annual return delivered by one of the strategies – 9.2% – would, compounded over 30 years, generate a savings pot over quadruple the size of the cash savings pot (4.1% compounded over 30 years). The highest annual long-term strategy return of 36.9% would generate a savings pot nearly 3,700 times the size of the cash savings pot. For example, £1000 invested at a compound annual return of 4.1% will produce a savings pot after 30 years of £3,338, compared with a pot of £12,362,418 delivered by a compound annual return of 36.9% over the same period.

			The current environment of low interest rates – the UK base rate has been held at an historic low of 0.5% since March 2009 – increases the comparative advantages of the strategies still further. The returns from investing long-term in cash accounts have been severely reduced by this period of low interest rates, which puts even greater value on the returns that can be delivered by investing in the UK stock market.

			I believe that most savers shun the UK stock market because they think that it is excessively risky, would take too much effort and, anyway, they don’t understand it. This book aims to address all those concerns.

			I will show why investing in the UK stock market is less risky than investing long-term savings in cash deposits, providing you have a proven strategy with effective risk controls.

			I will also explain in very simple terms how it is extremely easy to invest in the UK stock market. The maximum effort required for any of the strategies is one hour per week, but most of them require considerably less time than this. In my view, devoting up to one hour a week to achieving long-term financial security is a very sensible use of your time. It is also quite enjoyable.

			UK equities

			Why invest in UK equities?

			Over the very long term (20 years upwards), UK equities have delivered higher returns than any other non-physical asset class (gilts, bonds and cash).1 I prefer UK equities over international equities since the latter carry an extra layer of risk – namely, exchange rate risk. Adverse movements of the foreign currency against the pound sterling could erode or even eliminate any gains made in the value of foreign investments. So, this book focuses on investing in the UK stock market.

			How to invest in UK equities

			If you want to invest in the UK stock market, you have three main options:

			
					Investing in individual UK shares.

					Investing in an actively managed commercial UK equity fund, in which a fund manager chooses shares which he hopes will outperform the market.

					Investing in a tracker fund, which aims to match the performance of the FTSE 100 or FTSE 250 index.

			

			Investing in individual UK shares requires a lot of effort, but can be very rewarding. In How to Value Shares and Outperform the Market (Harriman House, 2011), I explained how you can build a spreadsheet to identify the intrinsic value of a specific share. Alternatively, the ShareMaestro software (www.sharemaestro.co.uk) provides weekly automated valuations for shares in the FTSE All-Share index.

			To control the risk of individual share investment, you need to run a portfolio of at least ten shares. But there is still a risk that some shares will damage the performance of the portfolio for unpredictable reasons. For example, BP and Tesco were both highly rated companies until incidents appeared out of the blue which led to a collapse in their share prices. This book is aimed at investors who have limited time to spend on stock market investing, so the strategies do not include individual share investment.

			Coming to the second option, statistically most UK equity funds do not outperform the market. Indeed, logically they could not do so because they constitute most of the market. Their high fees ensure that the average fund will in fact underperform the market. The strategies in this book therefore do not include the use of actively managed UK equity funds.

			The amounts invested in tracker funds, such as ETFs, have grown enormously in recent years due to disappointment with the performance of actively managed funds. There is a lot of competition between the providers of these funds and consequently their annual fees have fallen to the point where they are considerably lower than those charged by actively managed funds. With the exception of the spread trading strategies (see the glossary in the Appendix for explanations of technical terms), all the strategies in this book involve the use of tracker funds. Most of the strategies use techniques to outperform the tracker funds and to control risk effectively. I also recommend the most cost-effective tracker funds, as there are different ways in which these funds are packaged.

			What’s new

			This book uses the same core successful Stock Market Valuation System as my previous book, How to Value Shares and Outperform the Market. However, I have introduced some improvements and made the System easier to use. The new features in this book are as follows:

			
					The spreadsheet for the Stock Market Valuation System has been extended to include personalised investment returns, which take into account your personal income tax and capital gains tax rates.

					Access is given to a private page of the ShareMaestro website, which gives my current assessment of the key prospective real dividend growth rate for the FTSE 100.

					I have modified the moving averages used in the Market Momentum System to use 100 day and 200 day simple moving averages. These are commonly used moving averages and replace the previously used 142 day and 245 day moving averages, since these could be accused of having been cherry-picked to fit with past events (which they were not). The Market Momentum System identifies when you should exit the market, if it is in freefall, and when you should re-enter the market.

					The FTSE 100 market timing strategy has been modified to include Market Momentum exits and re-entries as well as buy and sell signals from the Stock Market Valuation System. This change has increased returns as well as enhancing risk control.

					A FTSE 250 market timing strategy has been introduced. This also includes the Market Momentum System, which uses the moving averages of prices from the FTSE 250 rather than from the FTSE 100. I have also provided the track record of this strategy since 1984.

					I have provided the 30-year track record of a simple buy and hold strategy for both the FTSE 100 and FTSE 250.

					I have also provided details of the increased performance of the above simple buy and hold strategy that would be achieved by incorporating the Market Momentum System (but not the Stock Market Valuation System buy and sell signals).

					In How to Value Shares and Outperform the Market, I outlined a possible spread trading strategy which could be used to provide enhanced returns on FTSE 100 investments. I have now extensively researched this strategy and provide both the details of how to execute it and the long-term track record. The historic returns from this strategy are stellar.

					Access is provided to a FTSE 100 spread trading simulator on the ShareMaestro website. This simulator enables you to test what historic returns you would have achieved according to your appetite for risk. You can also see the fluctuation in the spread trade fund values, as every trade since 1984 is listed.

					I supply details of a strategy which provides a synthetic holding in the FTSE 100 through a combination of an instant-access cash account and quarterly spread trades in the FTSE 100. This strategy has the major advantage that it creates a tax-free holding, since spread trading profits are exempt from capital gains tax and no higher rate tax is payable on dividends, which are built into the spread trading prices.

			

			Who this book is for

			This book is for anyone who wants a more secure financial future – especially those who cannot rely on future earnings for a comfortable life. This book is also for anyone who wants to take control of their own financial affairs.

			To secure your financial future, you must be prepared to:

			
					Invest up to one hour per week of your time.

					Have an investment horizon of at least five years.

					Accept some risk and not be easily panicked by short-term events, in exchange for the reasonable expectation of significantly higher longer-term rewards.

			

			Who this book is not for

			This is not for those investors who:

			
					Believe there is a silver bullet which will guarantee instant riches. These guaranteed silver bullets do not exist.

					Trust tipsters or fund managers who, by the use of highly selective examples, give the impression that regular returns exceeding 30% p.a. can be easily obtained (for a fee!). The only professionals who abuse statistics as much as politicians are financial product salesmen. If an investment proposition sounds too good to be true, it almost certainly is too good to be true.

					Are short-term traders who expect to make their fortunes in a few months. Virtually all non-professional short-term traders lose money. My strategies are for investors who target long-term profits rather than for traders, who aim to make a quick buck.

					Cannot adopt a systematic and disciplined approach. Whilst not much effort is required, it is essential that you follow in detail the rules of each strategy.

					Need access to their investment within five years. Fluctuations in market prices may reduce the value of the initial investment within that timescale. 

					Are not comfortable with basic mathematics.

			

			How this book is structured

			Part A gives the background theory underpinning the strategies:

			
					Chapter 1 provides a brief description of each strategy, together with the associated risks and the long-term returns achieved since 1984.

					Chapter 2 explains in detail how you can build a spreadsheet to provide a current intrinsic valuation of the FTSE 100, together with the projected investment returns for a five-year investment. This is called the Stock Market Valuation System. This chapter also provides long-term validation of the accuracy of the valuations and describes how the valuations can be used as buy and sell signals. Evidence is also provided as to how these FTSE 100 buy and sell signals can be used effectively for the FTSE 250.

					Chapter 3 describes a key risk control system, using simple moving averages of prices, for selling the FTSE 100 or FTSE 250 when the market is in freefall and re-entering the market when it has stabilised. This is called the Market Momentum System. In addition to controlling risk, historically this system has increased returns.

			

			Part B provides a detailed explanation of how to operate each strategy, together with each strategy’s long-term track record since 1984:

			
					Strategy 1 involves buying and passively holding the FTSE 100. Dividends are reinvested in the FTSE 100. I also cover a variation of this strategy, which involves additionally exiting and re-entering the market according to signals from the Market Momentum System.

					Strategy 2 involves buying and passively holding the FTSE 250. Dividends are reinvested in the FTSE 250. The FTSE 250 includes the next 250 largest companies after the FTSE 100. I also cover a variation of this strategy which involves additionally exiting and re-entering the market according to signals from the Market Momentum System.

					Strategy 3 involves switching investment between the FTSE 100 and instant-access cash according to both the buy and sell signals from the Stock Market Valuation System and the exit and re-entry signals from the Market Momentum System. The resulting returns have been significantly higher than from a passive holding in the FTSE 100 (Strategy 1).

					Strategy 4 involves switching investment between the FTSE 250 and instant-access cash according to both the buy and sell signals from the Stock Market Valuation System and the exit and re-entry signals from the Market Momentum System. The resulting returns have been significantly higher than from a passive holding in the FTSE 250 (Strategy 2).

					Strategy 5 involves holding an instant-access cash account and buying/selling quarterly FTSE 100 spread trades according to both the buy and sell signals from the Stock Market Valuation System and the exit and re-entry signals from the Market Momentum System. Profits and losses from each trade are transferred between the spread trading cash account and the instant-access cash account. The short-term risk of this strategy is very high, but the long-term rewards are potentially stellar. I explain the key concepts of spread trading and how you can choose your own level of risk and reward. I have provided access to a spread trading simulator to help you make the choice.

					Strategy 6 is similar to Strategy 5, except that investment is made in FTSE 250 spread trades. The Market Momentum System uses moving averages of FTSE 250 prices. The long-term returns from this strategy are potentially even higher than for the FTSE 100 spread trade strategy, because the growth of the FTSE 250 price has historically been much higher than that of the FTSE 100 price. However, the short-term risks are also higher since the spread between the buying and selling prices of FTSE 250 spread trades is much wider than that of FTSE 100 spread trades. The detailed track record of this strategy is not provided because of uncertainty about the historic spreads.

					Strategy 7 explains how you can construct a synthetic FTSE 100 tracker by investing in FTSE 100 spread trades and holding an instant-access cash account. This requires a disciplined approach but the great benefit is that the synthetic holding will be free of capital gains tax under current UK tax law and also free of higher rate tax on the dividends which are included in the FTSE 100 spread trade prices.

			

			Part C, Practical Considerations, provides practical information on what you need to operate each of the strategies.

			I recommend the most appropriate investment vehicle for each strategy. I also give information on service providers that I have found to be cost-effective and service-oriented.

			Finally, a glossary of technical terms is provided in the Appendix.

			How to use this book

			Ideally you should read this book from cover to cover. You should then decide whether you wish to use any of these strategies and, if so, which ones.

			However, I appreciate that we all have busy lives and that you may not have time to read the whole book. If so, I suggest that you first read Part A, Chapter 1 on Risks and Returns. This gives brief details of how each strategy operates, the amount of effort required, plus the associated risks and returns. You should then choose which strategy or strategies interest you:

			
					If you choose the variations on Strategy 1 and Strategy 2, which include market momentum (1b and 2b), you should read Part A, Chapter 3 on the Market Momentum System.

					If you choose Strategy 3 or Strategy 4, you should read Part A, Chapter 2 on the Stock Market Valuation System and Part A, Chapter 3 on the Market Momentum System. If you do not wish to build the spreadsheet described in Chapter 2, you can subscribe to ShareMaestro, which provides automated weekly valuations of the FTSE 100, together with the personalised investment returns.

					If you wish to use a synthetic FTSE 100 tax-free tracker for Strategy 1 or Strategy 3, you should read the chapter in Part B on Strategy 7.

			

			Whichever strategy you choose, you should read Part C on Practical Considerations. This provides advice on the best investment vehicle for each strategy and recommendations on service providers.

			If you are unfamiliar with any of the terms used in this book, please refer to the glossary of technical terms in the Appendix.

			
				
					1  Source: Barclays Capital 2014 Equity Gilt Study
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