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Introduction:
The month of June saw the FTSE 100 fall 463 points, or 6.6%. Last month we noted that the FTSE was 
240 points above its 200 day moving average and liable to a retracement but the Greek crisis surprised 
everyone. However, we believe a Greek exit would not pose a systemic crisis to Europe. The financial 
impact is material, but when spread across a region with north of 400m people, it can easily be contained 
and in this month’s commentary we provide a recommendation on how UK investors can profit from what, 
we believe, will be a subsequent rebound.

Economics:
UK GDP has been revised upwards to +0.4% in Q1 2015 as the sharp drop initially predicted for the 
construction sector failed to materialise. The latest growth rate was half the 0.8% recorded in Q4 2014, 
also revised up from a previous estimate of 0.6%. Analysts said the slowdown in the first quarter would 
probably prove temporary and the overall picture was of stronger growth. The UK economy grew 3% in 
2014 – the strongest year since 2006, before the global financial crisis. Analysts are now forecasting 0.7% 
growth in the second quarter accompanied by extremely low consumer price inflation, while employment 
should see decent growth. Furthermore, it looks unlikely that interest rates will rise before 2016.

In Europe, the purchasing managers’ index rose to 54.1 in June, up from 53.6 in May, and the highest level 
since 2011. This performance shows the increasing strength of the Eurozone economies even amid all 
the news coverage about a potential Greek exit from the euro. “France’s manufacturing sector recorded its 
strongest performance in more than a year, giving hope that the Eurozone’s second-biggest economy was starting to 
pick up pace,” the Financial Times reported. “Excluding France and Germany, the rest of the region’s economies 
included in the PMEs together had their best performance for eight years.”

In a speech at the University of Oxford yesterday, Federal Reserve Vice Chairman Stanley Fischer said the 
U.S. economy likely grew by 2.5% in the second quarter. The senior Fed official believes there are grounds 
for optimism that economic growth will be sufficient to promote further gains in labour market conditions 
as consumer spending will be supported by the earlier declines in oil prices. He said the FED will lift rates 
once there’s further improvement in the labour market and is “reasonably confident” inflation will move 
back to 2% over the medium term.
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Market Commentary (cont)
Technical Analysis: 
Last month, we stated that with the FTSE 100 240 points above its 200 day moving average, we felt that a 
retracement was the odds-on scenario. Having said that, we did not expect the market to fall 463 points 
or 6.6%. Having done so, the RSI has fallen into oversold territory at 28, though we note that with the 200 
day moving average having rolled over, a change of trend has technically occurred. However, with politics 
being the main reason for the drop (which we think will be short-lived), we advise buying into the market 
at these levels and target an initial return to the 200 day moving average at 6744.

“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.

July 
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%.

July is historically the 5th best performing month, rising 57% of all the time, with an average return of 1.0%. 
So, after a usually disappointing May and June, shares tend to perform a bit better this month.

Third Quarter 
The FTSE 100 has risen 19 of the 31 years between 1984 and 2014, posting an average gain of 0.5%

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. 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:
“The individual investor should act consistently as an investor and not as a speculator”  – Benjamin Graham

This means, in summary, that an investor should be able to justify every purchase he makes and each price 
he pays by impersonal, objective reasoning that satisfies him that he is getting more than his money’s worth 
for his purchase - in other words, that he has a margin of safety, in value terms, to protect his commitment.

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 overweight. Greece remains the wildcard and 
investors are clearly waiting to get some clarity on this front in order to commit fresh funds to the region. 
Even if a deal is not reached, we don’t think that the resulting knee-jerk market weakness will be a game 
changer for the medium term. Challenging politics should not overshadow the bigger picture, which in 
J.P.Morgan Cazenove’s view is taking the following shape:
1-Growth is likely to pick up in most places in 2H. Eurozone PMIs are unlikely to roll over, courtesy of a 
spike in M1. US CESI (Citi Economic Surprise Index) is bottoming out. US stocks won’t do considerably 
better this year but the growth picture should be considerably better than it was in Q1.
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Market Commentary (cont)

Tweet of the Month:
“There are reasons to buy emerging market equities other than exposure to higher GDP growth. They also diversify 
risk and offer higher returns”

The fact that they diversify risk might seem odd; the main emerging markets are more volatile than west-
ern ones and often fall more when developed markets do badly. But it isn’t. There’s one risk facing western 
economies which emerging markets might help protect us from - the danger of secular stagnation. It’s pos-
sible that western economies will suffer years of slow growth because of a lack of profitable investment 
opportunities. If so, we face the possibility of poor returns not just on equities but also on our human capi-
tal, as we see a risk of job loss or stagnant real wages. Investing in emerging markets might help diversify 
this double risk, because the danger of them falling into a middle income trap (where initially fast growth 
gives way to stagnation) is largely independent of the danger of secular stagnation in the West.

Emerging markets, especially the very poorest ones, also offer us something else. Common sense tells us 
that stock markets in poor countries should offer high returns even if they don’t see rapid GDP growth. 
The reason for this is simple. The poorer you are, the riskier are shares because you are less able to with-
stand losses. If a fall in the stock market merely means you have to book a slightly less luxurious cabin for 
your world cruise, it is only a slight nuisance. But if it means you have to take your children out of school, 
it is a disaster. This means that, in poor countries, shares are more unattractive to the marginal investor - 
which implies that share prices will be low and expected returns will be high for the few investors able to 
bear risk.

We recommend investors obtain exposure to emerging markets via the iShares Emerging Markets Divi-
dend ETF. This fund tracks the performance of 100 leading dividend-paying stocks from 15 emerging mar-
ket countries including Taiwan, Brazil, China, South Africa, Turkey & Russia. The fund trades on the London 
Stock Exchange (SEDY.L), yields 5% and has a Total Expense Ratio of just 0.65%.

Market Outlook (cont):
2-There are continued signs of reflation taking hold – through steepening yield curves, rising breakevens 
etc.
3-Market internals are bullish, even as the broader indices have come off. Banks are the 2nd best performing 
sector in the last 3 months. Cyclicals are outperforming Defensives.

Indeed, in the market correction since 15th April, Banks outperformed while defensives such as Pharma and 
Food Producers underperformed. This suggests to us the market is trying to look through the Greek-risk 
volatility (as we are). We think investors should search for sectors with cyclicality and European exposure.
Investment Bank Citi’s Focus List Europe contains their European analysts 15-20 Strongest Buy ideas for 
the next 12 months. The focus is on bottom-up ideas with analysts competing for inclusion. The current list 
contains the following companies:

Aegon, Arm Holdings, Aviva, Barclays, BASF, BG, Danone, Deutsche Post, Experian, ING, 
Kering, Novartis, Shire, SKY, Standard Chartered, Swisscom, TeliaSonera, UBS Group & Volvo.

Citi believes the Focus List portfolio should outperform the wider market in: (1) rising equity markets 
(2) improving credit conditions (3) strengthening EUR vs. USD (4) rising oil and commodity prices (5) 
European GDP expansion and; (6) rising long term bond yields.
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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 Aviva Plc in the 
third quarter (496p, 10.3x P/E, 4.2% yield, 32% 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 start of the month tends to be strong, and the first week is among the top ten 
strongest weeks in the year. After that, the market has a propensity to drift lower for a couple of weeks 
until finishing strongly in the final week of the month. Going long the market via a CFD before the final week 
of the month would be the best way to capture this move. 

Strongest Weeks

The week starting 27th July is the 4th strongest week of the year, rising 73% of the time, posting an average 
gain of 0.3%.  Going long the market via a CFD would be best to capture this move.

Weakest Weeks

The week starting 6th July is the 10th weakest week of the year, falling 55% of the time, posting an average 
loss of 0.2%. The week starting 20th July is the 7th weakest week of the year, falling 57% of the time, posting 
an average loss of 0.2%. Going short via a CFD would be best to capture these moves.

Strongest Days

The 29th of July is the 6th 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.

Weakest Days

The 8th of July is the 2nd weakest day of the year, falling 73% of the time, posting an average loss of 0.2%. 
Going short via a CFD would be best to capture this move.
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Trader’s Corner (cont):
Option of the Month
Sell Aviva September 460 puts @ 8p

Strike price at 15-month lows and stock is supported by a 4.2% dividend yield. There is 32% potential 
upside to the average broker price target of 648p. Premium equates to an annualised yield of ~10.4%. 

Click here to view our guide to the Traded Options Market.

Recommended Investment:
iShares Europe Ex-UK GBP Hedged ETF (EUXS.L)

Following the recent market turmoil with Greece installing capital controls and calling a referendum on 
whether they wish to effectively keep the Euro or revert to the Drachma, it may seem strange to be rec-
ommending investing in European equities. However, we believe a Greek exit would not lead to a systemic 
crisis in Europe. The financial impact is material, but when spread across a region of 400m people, it can 
easily be contained - the entire stock of Greek Government debt would increase debt/GDP ratios across 
the Eurozone by just 3%. The remaining peripheral nations have either restructured successfully and are in 
recovery (Portugal, Spain and Ireland) or are undergoing painful reforms (Italy). Moreover, if the rest of the 
Euro area were ever going to engage in a GREXIT, it would be much better to do so while the ECB is doing 
QE. The central bank could accelerate QE or even implement a type of “whatever it takes” OMT (10 year 
LTROs) to limit any adverse reaction in financial markets.

Our bullish sentiment on European stocks has been much written about in our Market Commentaries this 
year, which can be summarised as:

1-ECB Quantitative Easing

2-Aggressive liquidity actions from the ECB

3-Corporate deleveraging/de-equitisation

4-Positive investor flows/capital allocation

5-A weak Euro. Even if the Euro just stabilises at current levels, this still gives the biggest FX tailwind to 
earnings for close to 20 years

6-European equities have just recorded more earnings upgrades than downgrades for the first time in four 
years. Of the 13 sectors seeing upgrades,11 are cyclicals. This cyclical leadership gives bottom-up confirma-
tion to the turn in top-down indicators, such as the PMI

7-Improving European earnings trends with 10-15% earnings growth expected in 2015

8-Relative valuation. Whilst European equities are neither cheap nor expensive on absolute valuation met-
rics, stocks have never been so cheap vs government or corporate bond yields. This relative attraction of 
equities remains super strong
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Market Commentary (cont)

Recommended Investment (cont):
Sterling based investors can obtain exposure to this theme through a new ETF that hedges the risk of 
further depreciation in the Euro. The iShares Europe Ex-UK GBP Hedged ETF trades on the London Stock 
Exchange in sterling and provides physical exposure to 331 European shares including such names as Nes-
tle, Novartis, Roche, Bayer, Sanofi, Novo Nordisk, Total, Banco Santander, Anheuser-Busch and Daimler. The 
ETF incorporates a monthly hedge through the purchase of one month forward FX contracts.

As most ETFs tend to be passive in nature (they try to track a benchmark, rather than outperform it), the 
fees are very low – just 0.40% in this case. This is slightly higher than the average for ETFs but considering 
that it removes the currency exposure and the associated hassle of doing it yourself, we feel this represents 
good value.

Investment Bank Credit Suisse last week re-iterated its Eurostoxx 50 target of 4,000 to year-end. That 
represents 16.8% potential upside from the current level and is a good entry point for investors looking 
for a second chance to get back in.
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Investment Calendar:
2nd July Full moon (markets tend to reach a low point around this time)
  Nonfarm payroll report
  ECB Meeting
6th July  10th Weakest Market Week
8th July  2nd Weakest Market Day
9th July  MPC interest rate announcement at 12 noon
16th July New Moon (markets tend to reach tops around this time)
  ECB Meeting
17th July Options Expiry Day
20th July 7th Weakest Market Week
27th July  4th Strongest Market Week
28th July Two day FOMC meeting starts
29th July 6th Strongest Market Day
31st July Full moon (markets tend to reach a low point around this time)

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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