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Introduction:
April saw the FTSE 100 reclaiming the 2.5% it lost in March, perhaps somewhat against expectations as the 
General Election draws near. We still do not believe that the markets have priced in this event risk (they 
never do and what is worse, the markets hate nothing more than political uncertainty). However, we have 
still managed to find a way that investors can profit. In this issue, we look at how the equity market has 
traditionally performed in the days and months around Election Day and find some interesting patterns. We 
also take a look at a new fully secured corporate bond with a tantalising yield of 6.5%.

Economics:
With less than a week to go till the general election, a weak April PMI figure (at 51.9, a seven month low 
and below the consensus forecast of 54.6) compounded fears that the UK economy has run out of steam. 
Growth in factory output lost momentum, new orders slowed and prices were cut at the fastest pace since 
2009 to entice new orders. Manufacturing makes up only a tenth of the economy but the weak report 
will dent hopes that the second quarter got off to a stronger start than the first. It also provides more 
ammunition to coalition critics who say that little progress has been made on the vow to rebalance the 
economy away from reliance on the services sector towards more manufacturing and exports.

Greece’s troubles aside, the rest of the Eurozone appears to be stepping back from the brink of a deflationary 
slump. Official inflation figures showed that prices were flat across the Eurozone in April, after falling in 
March. Indeed, recent growth figures suggest that the Eurozone grew 0.5% in the 1st quarter of 2015, more 
than the UK (0.3%) and the US (0.25%). All this good news comes before the European Central Bank’s 
€1.1tn programme of QE has started filtering through from the commercial banks to the real economy.

A key indicator of manufacturing jobs in the US has dropped to its lowest level since the financial crisis (to 
48.3, below the “boom-bust line” of 50), dashing hopes of a swift rebound after the economy ground to a 
halt in the first quarter. The relapse is likely to set off alarm bells at the Fed, where Chairman Janet Yellen 
pays very close attention to the labour market. There is now a clear risk that the US economy may slow to 
“stall speed” under the Fed’s model, defined as “slow-growth phase at the end of expansions before falling into 
a recession”. Legendary US investor Warren Buffett commented that QE in Europe has created a huge gap 
in yield differentials, driving funds across the Atlantic and into US debt markets and driving up the dollar. 
Any Fed tightening now would only make matters worse.
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Market Commentary (cont)
Technical Analysis: 
The market crept up 2.7% last month. It appears the market is determined to go higher and bar any extreme 
overboughtness, we would not go against this trend and buy on any dips. Currently, the market appears to 
be pretty trendless with the ADX standing at 14. The market is also neither overbought nor oversold (with 
the RSI at 41%). The fact though that the FTSE is 240 points above its 200 day moving average means a 
pullback is a distinct possibility and the prospect of a hung parliament at the General Election is not likely 
to be taken by the markets kindly. Thus, we see more potential for downside from here.

“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.

May 
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%.

May is the 3rd worst performing month, rising just 48% of all the years in May, with an average return of 
-0.2%. There are only three months since 1970 where the market has an average return of below zero, the 
other two being June and September.

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

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. Some investors, therefore, tend to reduce exposure 
to the stock market from May.

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.

Third-Year U.S. Presidential Cycle 
The stock market tends to bottom out during the second year of each new presidential term and then 
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Market Commentary (cont)
Seasonality (cont):
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:
“If investing is entertaining, if you’re having fun, you’re probably not making any money. Good investing is boring”  – 
George Soros

Another reason for why we like to buy boring companies – simple businesses a child could understand, 
trading on low P/E multiples and paying good dividends.

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. As we stated last month, 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 a new government has been formed.

One Irish Place, PO Box 166, Gibraltar. Telephone: +350 200 75181. Website: www.gam.gi 



Gibr altar Asse t Management
S T O C K B R O K E R S  &  I N V E S T M E N T  M A N A G E R S

Market Commentary (cont)

Tweet of the Month:
“Global M&A activity is up 18% year-on-year. This trend is set to continue, which will provide a healthy boost to 
global equity markets”

Global M&A activity looks set to grow due to the following reasons:

i-Ability to finance. On conservative estimates, the combined firepower from corporate cash, re-leveraging 
and private equity ‘dry powder’ is $4.2tn, or 10% of global stock market capitalisation.

ii-Positive proxies on corporate finance (increasing CEO business confidence, falling macro uncertainty 
and higher equity markets) are consistent with well above-average levels of M&A, yet activity is only in line 
with 10-year norms and is 40% below its long-run average.

iii-In many cases, it is cheaper to buy than build: 56%, 29% and 19% of Japanese, Emerging Market and Eu-
ropean corporates trade below replacement value.

iv-Private equity for the first time appears willing to pay higher multiples than strategic buyers.

The implications are that the bull markets are set to carry on their upward trajectory. Indeed, equity mar-
kets have historically peaked 8 months after M&A activity levels have peaked, which is at least twice the 
current level.

Investment bank Credit Suisse has combined top-down quantitative screens (where it is cheaper to buy 
than build) with bottom-up analyst-identified potential targets and recommend buying the following:

Genel Energy, Lonmin, Actelion, Sprectris, Atos, Technip, Wolseley, Arkema, Weir, Euronext, 
Kingfisher, Lam Research & DDR.

They found that the highest premiums have tended to be paid in the IT and Materials sectors.

Market Outlook (cont):
We continue to favour European equities, which have just recorded more earnings upgrades than downgrades 
for the first time in four years. Whilst the net upgrades are miniscule, we see this as an important milestone. 
What’s more interesting is what is driving these upgrades. Of the 13 sectors seeing upgrades, 11 are 
cyclicals. This cyclical leadership gives bottom-up confirmation to the turn in top-down indicators, such as 
the PMI.

European equities have outperformed so far this year so investors might be inclined to question whether 
the earnings can justify current valuations. We think they can: the European market is trading on 16.4x 
forward earnings (vs. a long run average of 14x), but this is on earnings that are extremely depressed and, 
may finally be starting to turn. Even if the Euro just stabilises at current levels, this still gives the biggest FX 
tailwind to earnings for close to 20 years. Just returning to trend earnings would make the current market 
valuation look very cheap.

Investment bank Citi suggests buying the following stocks based on four strategies:

1) QE & growing dividend yields - Aviva, BNP, Intesa & UBS
2) QE & improving GDP - Accor, BASF, Renault & Saint-Gobain
3) QE & yield pick-up vs bonds – ING & Swisscom
4) De-equitisation - UBS, Continental, Michelin, Next, Novartis & Sodexo
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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 Drax Group Plc 
in the second quarter (402p, 17.2x P/E, 2.9% yield, 12% potential upside to average broker price target). More so-
phisticated 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 trades fairly flat for the first two weeks of the month and then prices drift 
lower in the second half. Going short the market via a CFD before the final two weeks of the month would be 
the best way to capture this move.

UK General Election

In the seven days around the general election, the strongest day for shares (during the 11 general elections 
since 1970) has been the election day itself, posting an average rise of 0.67%, rising 9 of the last 11 times.

The weakest day has been that immediately before the election (the only day in the period with negative 
average returns).

Surprisingly, the two months following the election on average are negative for the stock market (-0.75% 
and -1.3% respectively). One might think that equities would rise after the result is known (the market 
hates uncertainty) but perhaps here the uncertainty continues in the form of doubt over how the new 
government will perform. As this general election is so close to a hung parliament, we feel there is more 
potential for downside than seen previously.

Regarding the influence on the market of the party gaining power, the market has on average fallen 1.9% on 
the day following a Labour victory and risen on average 1.9% on the day following a Conservative victory. 
The story is similar for the following month: a Labour victory sees the market falling on average 4.3% and 
a Conservative victory sees the market rising 2.2%.
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Recommended Investment:
Wasps Finance Plc 6.5% 13/05/22
Founded in 1867, Wasps is one of the oldest and best known names in professional rugby. The game has 
seen attendances in the English premier league double over the last 10 years and this trend is set to 
continue with the Rugby World Cup taking place this year, which is already the world’s third most viewed 
sporting event. 

The club plays its rugby at the Ricoh Arena in Coventry, which it recently purchased for £20 million. This 
award-winning venue with state-of-the-art conference, hotel, music, exhibition, casino and sports facilities 
provides the rugby club with a diversified income stream leading to reduced seasonality of income and 
reduced reliance on Wasps match day performance. The stadium itself has the highest seating capacity, at 
32,600, of any rugby club. The grounds are also shared by Coventry City Football Club, which charges more 
per seat than Wasps.

Whilst the issue is unrated, the bonds are senior and secured by the Ricoh Arena.  Recently valued at 
£48.5m by Strutt & Parker, the Arena is conveniently located within 2 hour’s drive of 75% of the population 
of the country.

The  terms  and  conditions  of  the  Bonds  also contain  a  number  of  covenants,  including a Secured 
Covered Asset Ratio of 1.4:1 and various debt covenants relating to financing costs and a ceiling on the 
amount of debt that can be issued. In addition, given the newness of the enterprise, there is the maintenance 
of an Interest Service Reserve Account. This means funds to pay the first three coupons will be placed in 
an escrow account at the time the bond is issued.

The bonds are being issued on the Order Book for Retail Bonds and trade on the London Stock Exchange 
with a minimum subscription size of £2,000 and £100 thereafter. Interest will be paid in two instalments 
a year on 13 November and 13 May each year. The company aims to raise £25-35 million from the bond 
issue, with the money being used to repay other borrowings. 

In summary, we think a 6.5% coupon secured by the Ricoh Arena with several covenants to boot is a no-
brainer for medium risk investors looking for an above-market return.

Trader’s Corner (cont):
Weakest Weeks
The week starting the 18th of May is the 4th weakest week of the year, rising just 42% of the time, posting 
an average loss of -0.2%. Going short the market via a CFD would be best to capture this move.

Option of the Month
Sell Royal Dutch Shell B June 1950 puts @ 18p

Strike price at three-year lows and stock is supported by a 5.9% dividend yield. There is 7.5% potential 
upside to the average broker price target. of 2252p Premium equates to an annualised yield of ~11%.

Click here to view our guide to the Traded Options Market.
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Investment Calendar:
4th May Full moon (markets tend to reach a low point around this time)
  May Day Bank Holiday – LSE closed
7th May General Election
  ECB Meeting
11th May MPC interest rate announcement at 12 noon
18th May 4th Weakest Market Week
  New Moon (markets tend to reach tops around this time)
20th May ECB Meeting
25th May Spring Bank Holiday – LSE closed

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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