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FTSE 100 5,500

VIX 33

GBP/EUR 1.15

FTSE 100 6,773

Resistance 7,040

Support 6,700

VIX 15%

S&P 500 2,067

Gold $1,185

GBP/EUR 1.3792

GBP/USD 1.4839

Introduction:
Stock markets have been enjoying their best first quarter in years, not least thanks to the start of the ECB’s 
QE programme. But March ended on a downbeat note with the FTSE 100 down 2.5% on profit taking and 
the breakdown of Greek talks with its creditors not exactly helping matters. In the UK, there was also a 
bit of pre-election jitters creeping into the market after the campaign began in earnest following Monday’s 
dissolution of Parliament. It would not take a genius to predict that volatility in the markets (the FTSE 100 
fell from 6,946 to 6,700, climbed to 7,040 before closing at 6,694) is not going to go away anytime soon.

Economics:
European unemployment figures continue to disappoint with February’s Eurozone jobless coming in at 
11.4%. As usual, the lowest rates were recorded in Germany (4.8%) and Austria (5.3%), and the highest in 
Greece (26%) and Spain (23.2%).  This does little to help inflation, which fell for a fourth straight month. The 
recovery certainly remains fragile and failure to make key structural reforms risks sending the continent 
into a Japan-style stagnation.

US economic activity has disappointed of late with poor weather and sharp declines in energy exploration 
being among the culprits. Still, strong gains in household real income (courtesy of resilient employment 
growth and low inflation) ought to ensure that 2015 GDP growth comes in around 2.8%.

The UK economy grew faster than expected in the fourth quarter of 2014 with GDP growth being revised 
up to 0.6% and 2.8% for the year – the fastest expansion since 2006. Indeed, a whole raft of other data 
(business surveys, car sales, retail sales and falling unemployment) points to a strong year for the British 
economy. With this momentum going into 2015, we expect GDP forecasts for the year to be revised 
upwards as well, making it entirely possible that the UK will head the G7 growth league in 2015 as it did 
in 2014.
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Market Commentary (cont)
Technical Analysis: 
Volatility is certainly creeping into the markets with the fight between the bulls and the bears seeing violent 
swings in the major indices. Last month we felt that some sort of mean reversion was likely with the RSI at 
73% and indeed the market fell 2.5%, though only after reaching all-time highs. This month we are uncon-
vinced of a large move in either direction considering that the RSI is at 53% and the FTSE is sitting within 
100 points of its 20, 50 & 200 day moving averages.
“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.

April 
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%.

April is the 2nd best performing month the year. Since 1987 the market has had an average return of 1.8%, 
rising 70% of the time.

First Quarter 
The FTSE 100 has risen 18 of the 31 years between 1984 and 2014, posting an average gain of 0.8%.

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.

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. 
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Market Commentary (cont)

Seasonality (cont):
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:
“Derivatives are financial weapons of mass destruction”  – Warren Buffett

Results have consistently shown that 70% of CFD traders lose money, 20% break even and just 10% profit. 
Against those statistics it is imperative to have good risk management systems in place. Stop losses enforce 
discipline and guaranteed stop losses can prevent total wipeout and worse. Remember, gearing can work 
against you as well as for you so never risk more than 5% of your capital on any one trade.

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 equalweight. Given the FTSE’s 2.5% fall in March, the 
overbought state has been unwound. Considering that historically April is the second strongest month in 
the year you might ask why we don’t go all in.

Well, we feel the uncertainty surrounding the May election has not been priced in (it never is, despite 
commentators assertions to the contrary). Unfortunately, it appears that a win by either party will be 
negative for the markets. A Labour government with SNP support is obviously a kick in the ribs to capitalism. 
Sectors particularly at risk of red Ed’s crackpot policies include banks, support services, financials and 
utilities. A Conservative victory with Lib Dem support on the other hand will immediately prompt a relief 
rally. Unfortunately, the prospect of an early referendum on Britain’s membership of the EU will arrest the 
rally before the hangover has subsided. Thus, the May 7th election is almost a “no win” situation from the 
perspective of the financial markets and we remain cautious heading into this event risk. We will revisit the 
stance after the elections and once the initial negotiations are out of the way.
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Market Commentary (cont)

Tweet of the Month:
“Should the UK economy continue its upward trajectory, interest rates have only one way to go from their current 
0.5% level – up!”

How can investors profit from such a scenario? Gold tends to benefit from the inflationary environments 
that require increases in interest rates. However, the opportunity cost of holding gold versus cash in-
creases and therefore reduces its allure. Equities tend to hold their own as companies can always increase 
prices, however, the market as a whole is already quite high. One alternative investment worth considering 
is floating rate preference shares. These pay a bi-annual dividend, that is usually a set rate over the variable 
MPC bank rate.  One that recently caught our eye is the Investec Non-Cumulative Floating Rate Perpetual 
Preference share (INVR.L). The stock has a £10 notional value, and pays dividends on 7th July and 14th 
December. For this issue, the rate is 1% over the MPC bank rate (0.5% at present), so it is currently paying 
15p per annum, giving a current yield of 2.8% on the 540p share price. The shares have no redemption date. 

The table below demonstrates how the yield will be affected by interest rate changes, and shows the huge 
effect rate rises have on yields where floating rate stocks are available at a substantial discount to par - the 
discount adds gearing:

MPC Bank Rate Investec Coupon  Investec Annual Dividend  Yield

0.5% (current)  1.5%    15p     2.8%

1.0%   2.0%    20p                                                 3.7%

1.5%   2.5%    25p                                                 4.6%

2.0%   3.0%    30p                                                 5.6%

2.5%   3.5%    35p                                                 6.5%

3.0%   4.0%    40p                                                 7.4%

3.5%   4.5%    45p                                                 8.3%

4.0%   5.0%    50p                                                 9.3%

4.5%   5.5%    55p                                               10.2%

5.0%    6.0%    60p                                               11.1%

The table shows how steeply dividends will increase once interest rates do (eventually) start to rise. Hold-
ers could then expect to see the value of their shares increase substantially. Meanwhile the shares yield 
2.8%, much higher that what is available on deposit.  We therefore regard this investment as a useful hedge 
against rising interest rates.What is the risk? There is the counterparty risk of Investec, the risk that it may 
go bust, in which case the preference shares will end up being worthless. 

However, Investec is a large South African based bank, BB+ rated and we feel it offers an excellent risk/
reward profile at these levels.

Market Outlook (cont):
We continue to find a far more interesting story on the continent where the strength of the European 
recovery has caught many by surprise. At this stage of the economic up-cycle, where prospects for dividends 
improve and become more sustainable, we suggest buying stocks from cyclical sectors that offer high yield 
and a cheap valuation – two main characteristics of ‘value’ stocks. European companies with high domestic 
exposure have also yet to outperform. Banks, for example, are one clear domestic play, are cheap (not 
‘cheap for a reason’) and a 4.5% dividend yield for the sector seems highly attractive.
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Market Commentary (cont)

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 Drax in the second 
quarter (355p, 14.5x P/E, 3.5% yield, 14% potential upside to average broker price target). More sophisticated trad-
ers 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.

Seasonality of GBP/USD

On 15th August 1971, President Nixon announced that the US was ending the convertibility of the US dol-
lar 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, April has statistically been a strong month for GBP/USD, rising on average 
1%.

Going long GBP/USD via a CFD would be best to capture this move. Alternatively, shorting a share that derives the 
majority of its earnings in USD and that historically performs poorly in April is an option e.g. Astrazeneca (16.6x P/E, 
4.1% yield, 5.2% downside to average broker target).

Holidays and the Market

Numerous academic studies have found that the market tends to be significantly strong on the days im-
mediately before and after holidays. A holiday is defined as a 3-day or longer period with no trading. The 
strongest period where this is the case lies at Easter where the average gains since 1984 have been 0.4% 
the day before and 0.4% the day after (13 times greater than the average return for all days in the year).

Traders looking to profit may look to go long the FTSE 100 with a CFD at the market close on 1st April and close 
the position at the market close on 7th April.

Seasonal Tendency

In an average month, the market historically gets off to a good start – the first trading day of April is the 
second strongest first trading day of all months in the year. The market then tends to be fairly flat for the 
middle two weeks before rising strongly in the final week. Going long the market via a CFD before the final 
week of the month would be the best way to capture this move.
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Recommended Investment:
Carillion - 326p, 9.3x P/E, 5.6% yield
We are recommending Carillion at these levels.  We originally bought the shares back in 2009 (see note). 
The shares have risen 10% since (whilst paying ~5% a year in dividends). They have recently fallen back to 
a level that we feel again represents good value, trading on a P/E multiple of just 9.3x.

The company has booked 85% of its revenue already for 2015. Management expects future construction 
contracts to offer higher margins as the cycle improves, which should support steady revenue growth 
over the next couple of years. Underlying operating margins are stable at 5.6% due to Carillion’s decision 
to only take on contracts with an appropriate risk profile. The company is winning a lot of business from 
the Middle East, particularly from Qatar as it prepares to host the 2022 World Cup and Oman thanks to 
increased tourism spending.

On top of this, around half of group profits are generated by the support services division. This covers 
an array of activities, including energy, rail and road support services as well as consultancy and facilities 
management. Traditionally, support services companies trade on a significantly higher P/E multiple to 
construction companies so we would expect the company to re-rate as support services continues to 
grow.

The average broker price target is 391p, suggesting 20% potential upside from these levels, not including 
the 5.6% dividend.

Trader’s Corner (cont):
Strongest Weeks
The week starting the 13th of April is the 10th strongest week of the year, rising 65% of the time, posting 
an average gain of 0.6%.
Going long the market via a CFD would be best to capture this move.

Strongest Days
The 1st of April is the 4th strongest day of the year, rising 76% of the time, posting an average gain of 0.6%.
Going long the market via a CFD would be best to capture this move.

Weakest Days
The 8th of April is the weakest day of the year, falling 75% of the time, posting an average loss of 0.3%. The 
14th of April is the 6th weakest day of the year, falling 68% of the time, posting an average loss of 0.3%.
Going short the market via a CFD would be best to capture these moves.

Option of the Month
Sell British American Tobacco June 3200 puts @ 38p

Strike price at one-year lows and stock is supported by a 4.4% dividend yield. There is 9.4% potential upside 
to the average broker price target. Premium equates to an annualised yield of 4.8%.

Click here to view our guide to the Traded Options Market.
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Investment Calendar:
1st April 4th Strongest Market Day
2nd April Nonfarm payroll report
  ECB Meeting
3rd April Good Friday. LSE closed
4th April Full moon (markets tend to reach a low point around this time) 
6th April Easter Monday. LSE closed
8th April Weakest Market Day
9th April MPC interest rate announcement at 12 noon
13th April 10th Strongest Market Week
14th April 6th Weakest Market Day
15th April ECB Meeting
17th April Options Expiry Day
18th April New Moon (markets tend to reach tops around this time)
28th April Two-day FOMC meeting starts

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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