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Introduction:
The month of May saw the markets trade sideways with the Conservative election victory largely being
offset by the ongoing saga in Greece.The Wasps 6.5% 2022 bond we recommended got off to a flying start,
currently offered at 103.95%. In this month’s commentary we look eastwards for some inspiration and find
it in the Islamic month of Ramadan and a Japanese residential property investment trust with a tantalising
yield of 6.5%.

Economics:
UK GDP growth in the first quarter was disappointingly and slightly unexpectedly unrevised at 0.3%,
which was the weakest growth since the fourth quarter of 2013. Despite this, we remain largely upbeat
about growth prospects for 2015 - especially now that the risk of prolonged political instability has been
removed by the election of a majority Conservative government. Robust consumer spending could push
GDP growth up to 0.7% in the second quarter and growth is seen holding up around this level through the
second half of the year. The Bank of England looks likely to start edging up interest rates in the first half of
2016.
Eurozone businesses grew more optimistic about their prospects in May, an indication that they may
increase investment despite the continued deadlock in negotiations between Greece and its creditors.
An index of business and consumer confidence published by the EC stood at 103.8, the same as in April,
suggesting economic growth of 0.5% in the second quarter. If this is indeed the case, it will mark a fifth
consecutive month of accelerating growth in the currency block.
A trio of disappointing US numbers have somewhat curtailed enthusiasm in the nascent US recovery. A
harsh winter and a strong dollar took their toll in the first quarter seeing GDP shrink at an annualised
rate of 0.7% compared with an initial estimate of an expansion of 0.2%. Meanwhile, the Chicago Purchasing
Managers Index came in at 46.2 in May, compared to 52.3 the previous month and forecasts of 53 - the
lowest level since February. Finally, the University of Michigan consumer sentiment index fell to 90.7 from
a revised 95.9 in April, the biggest decline since the end of 2012. Most economists however expect the
economy to bounce back in the second quarter, though predictions of a 2% annualised expansion means
the economy is still on track for its worst first-half performance since 2011.
One Irish Place, PO Box 166, Gibraltar. Telephone: +350 200 75181. Website: www.gam.gi

G i b r a l ta r A s s e t M a n a g e m e n t
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)
Technical Analysis:
The market rose 0.3% in May.A Conservative victory prevented the battering a hung parliament would have
wrought on the markets. The FTSE appears to be in a similar position at the start of June as it did at the
beginning of May from a technical perspective – hovering around its 20/50 day moving averages, trendless
and neither overbought nor oversold. Indeed, the FTSE is still 240 points above its 200 day moving average,
making a retracement still the odds-on scenario.
“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 is anything to go by.
June
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%.
June is historically the 2nd worst performing month of the year, rising just 39% of all the time, with an
average return of -0.9%. The market has only risen once in the last eight years in June and the market falls
can be quite large – the FTSE has fallen over 3% in June in eight years since 1982.
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:
“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 equalweight. The fact that historically June is the 2nd
worst performing month of the year and that the FTSE 100 is 240 points above its 200 day moving average
prevents us from going all in at this stage.
However, despite this we would not be afraid to buy aggressively on any weakness. Following the
Conservative victory in the General Election, a large amount of uncertainty has been eliminated, which is
positive for risk assets.
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Market Commentary (cont)
Market Outlook (cont):
Credit Suisse has increased its FTSE 100 year-end target to 7,450 (up from 7,300), suggesting 6.7% potential
further upside citing the following supportive factors:
1) An election victory that refutes the opposition policies of interventionism and an end to austerity
2) 57% of FTSE stocks trade at a discount to their global peers and P/B and yield relatives are extreme
3) A positive outlook for emerging markets helps the FTSE (where 30% of earnings are EM related)
Absent of any fresh systematic risk or end-cycle conditions, Citi believes that European equities will be the
beneficiary of three positive liquidity influences in the next 12-18 months:
1) ECB Quantitative Easing
2) Corporate deleveraging/de-equitisation
3) Positive investor flows/capital allocation
In the US, Bank of America Merrill Lynch has released an S&P 500 year-end target of 2,200 suggesting that
low but rising rates, tame inflation, moderate EPS growth and an improving US economy are a sweet spot
for stocks.

Tweet of the Month:
“BG shares are trading at a large discount to the theoretical value of Royal Dutch Shell’s takeover bid. To us, this
looks anomalous”
In April, Royal Dutch Shell (RDSB) agreed to buy BG Group for £47bn after a plunging oil price prompted
a swoop on the industry’s long-coveted takeover target. The takeover of BG will be the energy sector’s
biggest for a decade and create a company worth almost £180bn.
Interestingly, though BG’s share price rose sharply on the news, it still trades at a substantial discount to
fair value implied by the RDSB offer (BG shareholders will receive 383p in cash plus 0.4454 RDSB shares
for each share held). Based on RDSB’s closing share price of 1973.5p, the deal is valued at 1262p. As BG
shares are trading at 1137p, that equates to a 11% discount.
Of course, BG shares should trade at a discount to reflect the time-value of money being tied up between
now and the expected completion date (expected early 2016). There are also other factors to consider –
the risk of deal failure, risk of declines in the price of RDSB and adverse currency movements. However,
even taking these into consideration, the discount looks like an anomaly.
We believe the deal is unlikely to be rejected by shareholders. On top of this, RDSB shares are trading
close to 4-year lows and BG shareholders could thus additionally benefit from a rise in the share price
of RDSB between now and the completion date. With a yield of 6.2%, RDSB is a favourite of yield-hungry
investors and has the envious record of not having cut its dividend since World War II. Assuming the price
target set by the major investment banks is reached by RDSB, we can calculate the potential return from
holders of BG Group.
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Market Commentary (cont)
Tweet of the Month (cont):
Investment Bank		

Price Target		

Value of BG		

Potential Gain

JPMorgan			

2100p			

1318p			

16%

Citigroup			

2150p			

1340p			

18%

Deutsche Bank		

2425p			

1463p			

29%

Barclays Capital		

2850p			

1652p			

45%

These are 12 month price targets but even if RDSB’s share price remains at the current level, there is still
a potential return of 11%.
On top of that, RDSB’s share price would have to fall 14.4% to 1690p before investors would start losing
money. Of course, the deal could fall through, but we feel the risk/reward profile makes this an attractive
trade.

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 (393p, 17.4x P/E, 2.9% yield, 13% 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 starts strong, hitting its month high on the second or third trading day,
but prices then drift down steadily for the rest of the month. Going short the market via a CFD after the third
business day would be the best way to capture this move.
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Market Commentary (cont)
Trader’s Corner (cont):
Ramadan
Observed by more than 1.5bn Muslims around the world, Ramadan involves abstinence from eating and
drinking, as well as a strict control of desires.
What has this got to do with investing you might think? Research published by Ahmad Etebari of the
University of New Hampshire, Jedrzej Bialkowski of New Zealand’s University of Canterbury and Tomasz
Wisniewski of the University of Leicester examined stock returns between 1989 and 2007 from 14 Muslim-majority countries and found that monthly annualised stock dollar-denominated returns during Ramadan averaged 38.1%, compared to a monthly average of 4.2% during the other 11 months of the Islamic
calendar. Surprisingly, stock market returns also exhibited less volatility compared to the rest of the year.
The benefits of Ramadan-type fasting are well known. It can promote both the physical and mental wellbeing of individuals. It detoxifies the body, makes people less tense and anxious and may also induce mild
states of euphoria. Thus, Ramadan is an event capable of influencing the moods and decisions of its adherents.
The report concludes that the Ramadan effect can best be explained by a change in investor psychology.
Ramadan is a religious month that affects almost every aspect of Muslim’s lives. Besides fasting and prayers,
Ramadan promotes heightened social awareness and a closer relationship with Allah and with fellow
Muslims around the world. As a fundamental shared experience, Ramadan brings about a sense of solidarity
among Muslims, enhances their satisfaction with life and encourages optimistic beliefs.This optimism affects
investor sentiment and decisions, leading to the increases in stock markets.
The implications of this study were obvious. Investors seeking fast profits in the Muslim world should try
to profit from the Ramadan fast, buying shares prior to the start of Ramadan and selling them at the end of
the holy month or preferably after Eid al-Fitr (the 3 day celebration that follows Ramadan). Buying an ETF
such as the iShares MSCI GCC Ex-Saudi Arabia ETF on the 18th of June and selling on the 20th of July would be
the best way to capture this move.
Strongest Weeks
The week starting 29th June is the 6th strongest week of the year, rising 68% of the time, posting an average
gain of 0.9%. Going long the market via a CFD would be best to capture this move.
Weakest Weeks
The week starting 15th June is the 3rd weakest week of the year, falling 61% of the time, posting an average
loss of 0.7%. Going short the market via a CFD would be best to capture this move.
Option of the Month
Sell Diageo September 1600 puts @ 18p
Core defensive stock. Strike price at three-year lows and stock is supported by a 2.9% dividend yield.There
is 4.8% potential upside to the average broker price target of 1930p. Premium equates to an annualised
yield of ~4.5%. Click here to view our guide to the Traded Options Market.
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Market Commentary (cont)
Recommended Investment:
Japan Residential Investment Company (JRIC.L)
Japanese real-estate investment trusts (J-Reits) have enjoyed a boom in recent years, with the J-Reit index
rocketing aided by a Bank of Japan policy to buy their shares as part of its economic stimulus package.
Whilst LSE-listed Japan Residential Investment Company (JRIC) has benefitted, it has missed out on much
of the gains, leaving the investment trust substantially undervalued compared with Japanese rivals, which
now trade on an average 56% premium to NAV.
Trading at a zero premium to NAV, JRIC would make an attractive acquisition for one of its Japanese peers.
Indeed, last year the company decided not to pursue various “unsolicited approaches” for its portfolio.Yet it
would surely relent at the right price, not least because it faces a continuation vote every 5 years.
As well as the valuation anomaly, JRIC offers a compelling investment case based on its underlying property
portfolio. The fund has a diversified portfolio of properties, with the 10 largest assets comprising less
than half the total portfolio value. The majority of its 2,697 rentable units are studio/one bedrooms, thus
targeting the young, single demographic. JRIC focusses on modern assets (average age of each building is
9.1 years) close to transport links (most are within a 10 minute walk of a train station or subway), managed
with an income focus and a high average occupancy rate of 95%. Demand for residential property in Japan
remains brisk, while land constraints and rising construction costs have served to limit the amount of new
supply. The Japanese population is shrinking, yet migration to the big cities and the trend towards smaller
households has been exerting pressure on the housing stock in Japan’s three major cities Tokyo, Osaka
and Nagoya, which together account for some 88% of JRIC’s portfolio. This has resulted in rising property
values, as witnessed by the fund’s 5.7% gain on revaluation seen in 2014.
On top of this, the fund pays a fully covered 6.5% dividend yield – comfortably the highest amongst
residential J-Reit peers (3.4% on average). This is supported by a resilient income stream characterised by
low default rates (0.1% in 2014).
The fly in the ointment is currency risk, as JRIC does not hedge and Mr Abe is committed to devaluing
the yen. While sterling’s own weakness offers some protection for UK investors, the currency headwind
may well persist. However, we feel that a 6.5% yield, a rising NAV and a potential takeover bid make this a
strong buy.
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Market Commentary (cont)
Investment Calendar:
2nd June
3rd June
		
4th June
5th June
15th June
16th June
		
17th June
18th June
19th June
29th June

Full moon (markets tend to reach a low point around this time)
FTSE 100 Quarterly review
ECB Meeting
MPC interest rate announcement at 12 noon
Nonfarm payroll report
3rd Weakest Market Week
New Moon (markets tend to reach tops around this time)
Two day FOMC meeting starts
ECB Meeting
Ramadan (until 17th July)
Options Expiry Day
6th Strongest Market Week

Chart Legend:
20 day moving average

(signifies the short-term direction of the security. prices tend to gyrate around their 20 day m/a)

50 day moving average (signifies the medium-term direction of the security)
200 day moving average (signifies the long-term direction of the security - whether it is in a bull or bear market)
bollinger bands
(an indicator that measures 2 standard deviations away from the 20 day m/a)

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.
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