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FTSE 100 5,500

VIX 33

GBP/EUR 1.15

FTSE 100 6,519

Resistance 6,640

Support 6,394

VIX 14.1%

S&P 500 1,698

Gold $1,326

GBP/EUR 1.1929

GBP/USD 1.6099

Introduction:
Since our last market commentary, in which we remained equalweight on equities, the FTSE 100 has risen 
67 points (1%). 

This was primarily the result of a relief rally based on 1) an armed conflict in Syria being thwarted by 
Russian political manoeuvring, delaying a major source of uncertainty for the markets, and; 2) the FED 
deciding to not “taper” its QE programme as was expected. 

Our buy recommendation on Shire Plc at 2051p (See trading note of 16th May 2013) has been rewarded 
with an earlier than expected gain of 20.6%. Bid rumours have driven up the FTSE 100 drugmaker following 
press reports that is has hired investment bank Lazard (amongst others) to defend the company from a 
hostile bid from an unnamed player from across the Atlantic. Irrespective of its success, we are holding on 
for further gains ahead with Morgan Stanley recently publishing a 2750p price target.

Our decision to stick with our previous recommendations last month paid off handsomely with British 
American Tobacco rising 1.65%, Imperial Tobacco up 7.3% and iShares Emg Mkts Select Dividend up 4.9%.  
Our EADS recommendation rose 8.9%.

Economics:
US Q2 GDP figures remained unrevised at 2.5% yesterday, less than an expected figure of 2.6% but still 
signalling that the general picture of economic growth remains positive. 

Despite this, the Fed surprised the markets last week when it did not start to taper its $85bn monthly 
asset-purchasing programme, holding back due to concerns over a still-weak labour market. Fed Chairman 
Ben Bernanke said that the central bank could still begin tapering in the next three months, but only if the 
outlook for the economy strengthened.  The jobs report released yesterday showed that the number of 
Americans filing new claims for jobless benefits fell last week to a near six-year low. 

http://www.gam.gi/research/article/2013/5/13_05_16_sell_smith_nephew_buy_shire
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Paradoxically, an improving labour situation would bolster the case for the Federal Reserve to wind down 
an economic stimulus programme, thereby withdrawing one of the biggest drivers of this bull market.

Back over the pond, the UK’s GDP grew 0.7% in the three months to June with the Office for National 
Statistics confirming the economy is firing on all cylinders, with each of the three key sectors – services, 
production and construction - expanding.

Market Commentary (cont)

Technical Analysis:
The market continues in its range bound manner, repeatedly retracing from the upper bollinger band at the 
6600 level. Not to be unexpected, given the ADX (a signal of trend strength) is at 19, indicating a trendless 
market. Neither overbought, nor oversold (with the RSI at 52), we see no dramatic moves in the index 
short of an external shock. With the 200 day moving average positively upwards-sloping, we woud buy 
heavily into any pullback towards the 6400 level.
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Seasonality: “History doesn’t repeat itself, but it does rhyme” - Mark Twain

October  
A theory known as the ‘October Effect’ describes how stocks tend to decline during the month of October. 
Investors with long memories become intrinsically nervous as the dates of the three largest historical 
market crashes occurred during this month. “Black Monday” in October 1929 was followed by the Great 
Depression. The great crash of 19th October 1987 (“Black Wednesday”) saw the Dow plummet 22% in a 
single day. Finally, October 2008 joins the list of market melt downs. The problems started months before, 
but October was the worst month in a string of bad ones. Not that we should be unduly concerned. It is 
considered to be mainly a psychological expectation rather than an actual phenomenon as most statistics 
go against the theory. “October. This is one of the peculiarly dangerous months to speculate in stocks”, Mark Twain 
once wrote. “The others are July, January, September, April, November, May, March, June, December, August and 
February”.

Fourth Quarter 
The fourth quarter tends to be a strong one for the stock market. For example, the FTSE 100 rose no fewer 
than 20 of the 25 years between 1990 and 2005, posting an average gain of 4.5%.

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. 

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 more gloomy, with the result that prices fall to low levels from which they recover.

First-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.
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Tweet of The Month:

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. 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. 

Our allocation to the stock market reverts to overweight. With improving economic figures 
increasing investor’s appetite for risk and the strong seasonal factors coming into play, we are taking a more 
constructive stance on the equity markets. Global monetary policy remains accommodative. Although FED 
tapering will start sooner than later, we do not see them raising interest rates until mid-2015. The BoJ will 
probably have to extend its qualitative and quantitative easing beyond 2014. The ECB should cut rates one 
more time and the UK will not see the first rate hike for some time. 

Europe looks particularly attractive with almost every single sellside research department in the past few 
weeks moving to Overweight. The consensus nature of this call might actually increase the chances of it 
working. Macro data continues to surprise on the upside, the fiscal drag is dissipating and imbalances are 
normalising. The recession has left European earnings at depressed levels, leaving substantial room for 
upside. The current levels of PMIs are already enough for positive EPS growth, which will benefit particularly 
the Auto and Banking sectors.

The UK also looks attractive. Citigroup has set a 8000 target for the FTSE 100 by the end of 2014, a 
potential 22% gain.  The bank is staying bullish on UK equities over the coming 12-18 months citing:
1) a better macro environment
2) improving corporate earnings
3) a rising risk appetite
There may be better near-term entry points (particularly with the US fiscal cliff looming) but longer-term 
investors especially should not worry too much about such short-term gyrations.
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Recommended Investments:
Equities
1) Diageo - 1962p, 17.9x P/E, 2.6% yield
The owner of some of the world’s most valuable brands, the stock has recently retreated to its 200 day 
moving average, a traditional buy signal. Nomura has a 2350p price target, indicating potential 20% upside.

2) GlaxoSmithKline - 1579p, 13.9x PE, 4.8% yield
Core defensive stock Glaxo is delivering the goods with a quality pipeline and growing returns. The company 
is starting to look more focussed and cost-cutting initiatives will further increase shareholder value. The 
stock has retraced to its 200 day moving average. J.P. Morgan Cazenove has a 1900p price target, suggesting 
20% potential upside. See trading note of 11/12/12. 

3) Tesco - 362p, 11.6x P/E, 4.1% yield
Following the sale of its poor-performing Fresh & Easy brand in the US, Tesco is taking a more pragmatic 
approach in China by signing a MOU with a local Chinese supermarket operator. This is probably the 
approach the company should have taken in America but, trading on a 11.6x P/E ratio and having fallen to 
its 200 day moving average, we feel that the shares have fallen enough. BNP Paribas has a 425p price target, 
suggesting 17% potential upside. 

4) Unilever - 2471p, 18.5x P/E, 3.6% yield
We feel Unilever deserves a look given the combination of continued growth in emerging markets and 
the increased attractiveness of the company’s broad-based portfolio. Berenberg has a 3000p price target, 
suggesting 21% potential upside.

A separation of the wholesale and retail units would likely have the opposite effect and actually increase 
retail prices. This is because in the past there have been times when negative retail margins have been 
absorbed into the wholesale business. A separation of the retail businesses would force them to hedge 
against volatile wholesale energy prices, which would increase the retail price of energy.

The share price could certainly be volatile in the near time with retail price increases accompanied by 
political rhetoric and populist demands. The market will now be pricing the shares on the basis of Labour’s 
standing in the opinion polls.

However, we would use the recent weakness in the share price as a buying opportunity. With Ed Miliband 
as leader of the Labour party, their election looks far from certain. In any case, a price freeze would 
unlikely be enacted because European energy directives mean that it might be overturned by a judicial 
review. As J.P.Morgan Cazenove commented “These proposals would be so detrimental to investment in UK 
energy infrastructure that they are unlikely to ever become legislation.”

Centrica’s share price has fallen 34p from its recent high of 400p (albeit including a 4.9p dividend). Still, that 
looks overdone given that Macquarie has estimated the potential losses from a price freeze to be just 20p 
per share. The shares have risen 13.3% since our buy recommendation on 26th November (See trading 
note). With a 4.5% yield and Liberum maintaining their price target of 440p (indicating 20% potential 
upside) we continue to recommend the shares to investors.

http://www.gam.gi/research/article/2012/12/12_12_11_sell_astrazeneca_buy_glaxosmithkline
http://www.gam.gi/research/article/2012/11/12_11_26_sell_sse_buy_centrica
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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. 
For non-trending 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 

bollinger bands       (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)

400 day moving average (signifies the long-term direction of the security - whether it is in a bull or bear market)
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