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Introduction:
Last month, we moved to equalweight on the stock market. In the event, the market exceeded expectations 
with a 2.8% rise, reversing December’s declines though, unusually, the S&P 500 actually fell 3%.

We used the recent strength in gold and the USD to sell our precious metals allocation with some 
clients on profits and others losses. Either way, with interest rates forecast to rise in the US in mid-2015, 
we expect that prices will fall as the opportunity cost of not owning income-producing assets increases. 
Goldman Sachs had also just reduced their Y/E price target for gold to $1,175/toz (over $100 below the 
current level). They expect lower than expected inflation in the coming years and a declining marginal cost 
of production. They also believe that the shift to above-trend growth in the US will continue, with easing 
financial and lending conditions and lower oil prices helping growth in the rest of the developed world to 
improve.

Economics:
Inflation (or the lack of it) seems to be the main talking point in the world’s financial markets. Our call last 
month that a QE programme could be unleashed as early as the 22nd of January was spot on with the ECB 
announcing a €1.1tn bazooka to stave off a Japanese-style deflationary trap. Unfortunately, figures from the 
European statistics office, suggesting that prices fell 0.6% in January YoY - the biggest drop since the depths 
of recession in 2009, have prompted warnings that such radical action by the ECB may have come too late 
to shore up the Eurozone’s flagging recovery.

Meanwhile in the US, growth slowed sharply in the final quarter as weak business spending and a growing 
trade deficit offset strong consumer spending. GDP rose an annual 2.6%, almost half the 5% rate of the 
third quarter. Economists had expected that growth in the world’s biggest economy would slow in the final 
three months of the year, but not so sharply, with the consensus forecast for 3% expansion. This is fuelling 
fears that a strong dollar, an international slowdown and slowing investment in the US oil industry will take 
a toll on US growth. Economists also noted pressures on the US and wider global economy from worries 
about the stability of the Eurozone, a key trading bloc, after Greek anti-austerity party Syriza took power 
in the country that first sparked the eurozone debt crisis.
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Market Commentary (cont)

Technical Analysis: 
Last month, we noted that the RSI, at 52%, had unwound its overbought level and was mildly bullish. Despite 
forecasting little movement, the FTSE put in a fine performance gaining 2.8% in the period. This month, we 
are even less positive. With the RSI having just fallen below the 70% level, this is not a time to be going all in. 
Also, with the FTSE 72 points above the 200 day moving average and 138 points above the 20 day, we feel 
there is more likelihood of a move to the downside than to the upside from these levels.

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

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. 

Whichever variant you use, statistically 2015 is likely to be a positive year if the past has anything to go by.

February 
The variation in performance that exists between the 12 months of the year is statistically significant. For 
example, December is the FTSE 100’s best performing month since 1984, rising 2.5% on average, 86% of the 
time. September is the worst month of the year, rising just 48% of the time, with an average return of -1%.

February is the third strongest month of the year for shares. Since 1984, the FTSE 100 has increased 60% 
of the time on average by 1.1% in February. In fact, the market has only fallen twice in February in the last 
12 years – and is currently on a five-year winning streak.

First Quarter 
The FTSE 100 has risen 21 of the 31 years between 1984 and 2014, posting an average gain of 2.3%.

November - April 
Delaying re-entering the market from St. Ledgers Day to Halloween has yielded statistically significant 
outperformance with the FTSE All-Share rising an average 13.4% from Halloween to May Day since 1965. 
There is a 1-in-2,000 chance of this arising by chance in random data. One explanation for this is that as 
the nights draw in during winter, we become anxious and depressed, which means share prices fall and 
expected returns rise. This then leads to a decent winter rise.
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Economics (cont): 
With the prospect of the rapid fall in oil prices bringing deflation to the UK within the next few months, 
the yield on 10-year gilts has fallen to 1.4% - lower than during the worst point of the eurozone crisis of 
2012. Data from the Office for National Statistics showing that UK growth in the fourth quarter of 2014 
was slightly lower than expected at 0.5% also helped to bear down on government debt financing costs. 
But even with UK government debt yields at such lows, they still offered a better return than bonds issued 
by other major countries in Europe, where the risk of damaging deflation and slow growth contrasts with 
Britain’s growing economy.
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Market Commentary (cont)

Seasonality (cont):
Third-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.

Chinese New Year – Year of the Goat 
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, chicken, 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 the dog. The worst performing animals have been 
the chicken and snake.

This year is the year of the goat, the strongest year of the Chinese zodiac historically for equities, with 
positive returns averaging ~18%.

Market’s Decennial Cycle 
Since 1801, the strongest years for the FTSE All-Share have been the 2nd, 3rd and 5th years in the decades. 
The market has risen 14 out of the 21 decades in these years, with an average return of over 4%. The 
weakest has been the 10th being the only year to have a negative average change (-1.2%).

The 5th year has been positive in 14 of the 21 decades, rising on average 6.2%. This makes it the best 
performing year for stocks.

Quote of the Month:
“It’s not how much money you make, but how much money you keep, how hard it works for you, and how many 
generations you keep it for”  – Robert Kiyosaki

If you’re a millionaire by the time you’re 30, but blow it all by age 40, you’ve gained nothing. Grow and 
protect your investment portfolio by carefully diversifying it, and you may find yourself funding many 
generations to come.

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 underweight. Following the 2.8% rise seen in January, 
we do not find the market attractive as an entry point at current levels.

The US market especially looks prone to a pullback. As noted by investment bank J.P.Morgan Cazenove:
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Market Commentary (cont)

Tweet of the Month:
“The ECB has unleashed €1.1tn of QE in order to stave off deflation. In this month’s Market Commentary, we look 
at its impact for equities”.

We believe that the ECB’s QE programme will prove to be a significant positive catalyst for equities. €60bn 
of bond purchases per month is equivalent to 13% of the Eurozone’s market capitalisation. For reference, 
the BoJ’s QE stimulus in April 2013 equated to 17% of Japan’s market capitalisation and the FED’s QE3 
accounted for 7% of the US market capitalisation. The reasons for a bull case for Europe in 2015 are the 
same as they were in Japan in 2013 – aggressive QE, a sharp fall in currency and a rise in EPS. For investors 
looking for new stock ideas, we suggest the following themes:

Domestic Cyclicals

Given the prospect of better macro news flow ahead, we believe that investors are likely to be looking to 
buy into cyclical companies with high domestic exposures.

Company  Sector   Price  P/E Yield European Revenues 

Bpost   Industrial Transport €23.24  15.2x 5.3% 100%

Accor   Travel & Leisure €44.33  27.2x 2.2% 69%

Cheap Cyclicals

We look for cyclical names that trade on a low normalised P/E (where earnings are adjusted for cyclical 
ups and downs in the economy).

Company  Sector   Price  P/E Yield 

Renault  Autos   €68.21  8.1x 3.3% 

BHP Biliton  Mining   £14.18  4.6x 5.9%

FX Beneficiaries

We highlight those companies that are likely to be the biggest beneficiaries of the weaker Euro.

Company  Sector   Price  P/E Yield Non-European Revenues

Airbus   Aerospace  €47.20  14.0x 2.7% 81% 

MTU Aero Engines Aerospace  €83.32  17.7x 2.0 80%

Market Outlook (cont):
1-The Fed’s liquidity support is finished. Its balance sheet as a share of GDP is starting to decline.
2-Profit margins are at record highs, with early indications that cost bases are moving up.
3-A strong USD is likely to be an increasing headwind for corporates.
4-A lot of good news is in the price. The S&P 500 has tripled from the 2009 lows already.
5-Bullishness on the direction of US equities is fully consensus-not a single sell side house is calling for the          
   S&P500 to be down this year.
6-US equities appear to be fully owned in global portfolios.

In contrast, we think that the Eurozone offers a better risk-reward. Activity appears to be bottoming out 
just as the QE bazooka has been launched and the benefits of a weaker Euro are coming through. The last 
three iterations of QE in the US saw cyclicals, exporters and insurance companies outperforming with 
energy, telecommunication and utility companies being the laggards.
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Trader’s Corner:
Quarterly Sector Strategy

The following sectors have been found to be the strongest/weakest in the FTSE 350 over the year’s four 
quarters:

Quarter Strongest Sector   Weakest Sector

1st  Industrial Engineering   Food & Drug Retailers

2nd  Electricity    Construction & Materials

3rd  Life Insurance    Oil & Gas Producers

4th  Beverages    Banks

This suggests a strategy which cycles a portfolio through the four strong sectors throughout the year – 
Industrial Engineering from 1st January to 31st March, Electricity from 1st April to 30th June, Life Insurance 
from 1st July to 30th September and Beverages from 1st October to 31st December. Over the last 10 
years, this strategy would have grown a £1,000 portfolio into £13,300, compared with a buy and hold in 
the FTSE All-Share of £1,669. Investors looking to trade this strategy could look to buy shares in Weir in the first 
quarter (1696p, 13.6x P/E, 2.9% yield, 34% potential upside to average broker price target). More sophisticated 
traders may look to use a CFD to gain leveraged upside to the sector as well as create their own hedge fund by 
shorting the weakest sector whilst going long the strongest sector via CFDs.

Seasonal Tendency

In an average month, the market tends to increase strongly in the first two and a half weeks before coming 
off. Going long the market via a CFD at the beginning of the month would be best to capture this move.

Gold Strength

Gold tends to enjoy good gains in February rising almost 60% of the time since 1986 with an average gain 
of over 1.5%.

Seasonality of GBP/USD

On 15th August 1971, President Nixon announced that the US was ending the convertibility of the US 
dollar to gold and this led to the end of the Bretton Woods system and fixed-rate currencies, such as 
sterling, became free-floating. Since then, February has statistically been a weak month for GBP/USD, falling 
on average over 1.5%. Going short GBP/USD via a CFD would be best to capture this move. Alternatively, buying 
a share that derives the majority of its earnings in USD and that historically performs well in February is an option 
e.g. BG Group.

Outperformance of FTSE 250 vs. the FTSE 100

The FTSE 250 tends to outperform the FTSE 100 in the first 3 months of the year as well as in August. In 
the more troublesome months of September (the year’s worst performing historical year) and October 
(the year’s most volatile month), the reverse applies. The obvious way to play this trend is the go long the FTSE 
250 and short the FTSE 100 via CFDs from 1st January to the 31st of March.
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Recommended Investment:
Renault SA
Keeping with our Quantitative Easing theme, we are recommending a stock that should benefit from such 
an announcement – automobile manufacturer Renault SA (RENA.PA).

We see European Autos as being on the right side of key macro trends such as low oil prices, a weak Euro 
and a benign interest rate environment. QE helps further, in ensuring auto finance costs stay low, which 
is important for demand as most cars are financed by loans. The outcome from Japanese QE was strong 
autos outperformance. 

Renault SA is a French multinational vehicle manufacturer that was established in 1899. The company 
produces a range of cars and vans and is the third biggest European automaker by production.

Renault is currently the cheapest automobile company in Europe, trading on a normalised P/E ratio of 
just 8.1x. In addition to expanding revenues through a weak currency, it also has the capacity to lower 
costs from new model launches than most of its peers. This is particularly the case for 2015, with the 
new planned Espace and Megane sharing the Renault-Nissan CMF C-D platform representing the kind of 
alliance cooperation investors have been seeking for over 10 years. 

Barclays Capital feels that the market is not giving the company much credit for the cost savings that will 
accompany the major model refresh that is underway and have placed a €95 price target on the stock, 
suggesting 39% potential upside from today’s price of €68.21. Renault is also one of Societe Generale’s 
Top European Picks for 2015 (with a €76 price target) and is on Citi’s Focus List with a €89 price target. A 
dividend yield of 3.3% is also enticing with 5-year German bond yields having now turned negative.

Trader’s Corner (cont):
Strongest Weeks
The week starting the 9th of February is the 5th strongest week of the year, rising 70% of the time, posting 
an average gain of 0.5%. Going long the market via a CFD would be best to capture this move.

Strongest Days
The 2nd of February is the 10th strongest day of the year, rising 75% of the time, posting an average gain of 
0.3%. The 17th of February is the 7th strongest day of the year, rising 76% of the time, posting an average 
gain of 0.4%. Going long the market via a CFD would be best to capture this move.

Option of the Month
Sell Royal Dutch Shell B March 2000 puts @ 32p

Strike price at two-year lows and stock supported by a 5.8% dividend yield. One of J.P. Morgan Cazenove 
& Societe Generale’s Top European Picks for 2015. Premium equates to an annualised yield of 9.6%.

Click here to view our guide to the Traded Options Market.
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Investment Calendar:
This is the busiest month for FTSE 100 announcements – 34 companies announce their prelims in February 
(as do 53 FTSE 250 companies).

2nd February 10th Strongest Market Day
3rd February Full moon (markets tend to reach a low point around this time)
5th February MPC interest rate announcement at 12 noon
  ECB Meeting 
6th February Nonfarm Payroll Report
9th February 5th Strongest Market Week
16th February Washington’s Birthday – NYSE closed
17th February 7th Strongest Market Day
18th February New Moon (markets tend to reach tops around this time)
  ECB Meeting
19th February Chinese New Year (Year of the Goat)
20th February Options Expiry Day

Market Commentary (cont)

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. 

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)
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