
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 - August 2015

FTSE 100 5,500

VIX 33

GBP/EUR 1.15

FTSE 100 6,696

Resistance 6,866

Support 6,439

VIX 12%

S&P 500 2,104

Gold $1,095

GBP/EUR 1.4189

GBP/USD 1.5622

Introduction:
As expected, the market rebounded after July’s 6.6% retracement, putting in a decent gain of 2.7%. The VIX 
fell 33%, suggesting investors have returned to “risk-on” mode in earnest after the Eurozone successfully 
“kicked the can down the road” on Greek debt that will never be repaid.

The US stock market, interestingly, is still below its starting point for the year.  With this in mind, this 
month’s recommendation comes from across the pond and suits both high-risk USD based investors 
looking to profit from favourable US equity market conditions as well as UK investors who have benefitted 
from a surge in the pound versus the USD. 

Economics:
Britain’s economic growth bounced back in the second quarter with a growth rate of 0.7%, following 
a below-par rise of 0.4% in the first quarter. The GDP number was in line with expectations, but the 
growth was exclusively down to the services sector as manufacturing declined, prompting warnings from 
economists that the recovery is being powered by a two-speed economy (largely due to the recent 
strength of sterling). The UK economy is now 5.2% larger than its pre-recession peak and GDP per capita 
is back to early 2008 levels. This is now translating into rising wage pressures and growing talk from Bank 
of England officials that interest rate rises may not be that far away.

Inflation in the Eurozone held steady at 0.2% in July, as expected. The sharp drop in oil prices at the 
end of last year remains the major driver for headline inflation. The core inflation rate, which excludes 
energy prices and the volatile fresh food component, is closer to the 1% level. This is substantially lower 
than the ECB’s target of almost 2% and serves as good justification to maintain the bond-purchasing QE 
programme. At the same time, deflation risks have receded considerably in the Eurozone thanks to the 
sizeable deprecation of the euro.

The US economy accelerated by 2.3% in Q2, further raising the prospect that the FED will raise interest 
rates – which have been held near zero since the financial crisis – as early as September. The growth figure 
is slightly lower than the 2.5% that economists predicted but much higher than the growth of 0.6% seen 
in the first quarter. Growth in the second quarter was boosted by consumer spending as households 
used some of the windfall from cheaper gasoline in late 2014 and early this year to go shopping. The 
strengthening labour market also encouraged consumers to loosen their purse strings. The positive GDP 
data supports the Fed’s more upbeat tone on economic conditions and suggests that the economy could 
cope with higher interest rates. 
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Market Commentary (cont)
Technical Analysis: 
Last month, we advised our clients to buy into the market at 6,521 and targeted an initial return to the 
200 day moving average at 6744. In the event the market surpassed this level, almost reaching 6,800 before 
finally settling at 6,696. Unfortunately, this month the opportunity for profit is not so clear with the RSI 
hovering around the neutral 50% level and the market nestled between its short-term and long-term mov-
ing averages. We do not advise any aggressive position taking on either side at 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 is anything to go by.

August 
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%.

August is historically the 8th best performing month, rising 57% of the time, with an average return of just 
0.5%. On top of this, there have been some nasty surprises in the summer month, most recently with large 
falls in 1998 and 2011. It is also interesting to note that the month of August has risen on average 90% of 
the time during bull markets, with declines not averaging more than 1%.

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:
“Time is more valuable than money. You can get more money, but you cannot get more time” – Jim Roth

Whilst investing your wealth is obviously important, it is also vital to maintain a healthy balance in life. Time 
is precious, so use it wisely.

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 remains overweight. Last autumn, the markets rallied out of 
their mid-October low on the perception that consumer spending would be buoyed by cheap gasoline 
prices along with higher employment and rising wages. On prospects for lower oil prices as Iranian 
production increases, oil prices are dropping again.

But investors are far from ebullient. Fears of Chinese and Greek contagion continue to weigh on the 
markets, as does dollar strength, weak energy capex, and the imminent interest-rate tightening cycle. And 
its summer - between 1980 and 2014, the cumulative return across the summer months of June, July, 
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Market Commentary (cont)
Market Outlook (cont):
August, and September has been on average a rather anaemic 1%.

However, the big picture is one of oil prices rolling over, a weaker Euro and resilient Eurozone PMIs. All 
these are positives for stocks.  In addition, Eurozone car registrations are on the up, Cognac sales are rising 
in Asia and there are signs of Chinese activity momentum stabilising.

We believe one should be using the dips we have recently witnessed to buy the market. The US economy 
is looking especially bright and we expect the US stock market to rise over the remainder of the year. 

Earnings growth is the principal driver of driver of stock market gains in the US. While things like 
accommodative FED policy or geo-politics can impact the market in the short-term, long-term performance 
is highly correlated to the EPS growth of the S&P 500. Q1 EPS growth was up 2% overall, but increased by 
8% if you exclude energy. Research house Argus Research Company is pencilling in 6% EPS growth in 2015 
and 10% EPS growth in 2016.

The main reason for optimism is the US consumer. Real personal consumption expenditure was up 2.1% 
in the first quarter, despite the harsh weather. Indeed, nearly every measure of consumer well-being is 
improving. More people are working, job openings are increasing, and wages are rising. The NFIB (small 
business index) hit 98.3% in May, above its 42-year average of 98% for just the second time since the 
recession began. Small businesses create about 70% of all US jobs so this is a significant event.

Oil prices are still well below peak prices above $100 and the lower gasoline and heating oil costs will 
remain a consumer tailwind for the remainder of 2015 and into 2016. Industrial companies such as airlines, 
which have oil as a key input cost, are also benefitting from lower costs.  Most of the US economy is 
services-based, and any company with an office is also being helped by lower heating bills.

As the year winds down, rising tax receipts should translate into rising government spending as the 
incumbent party seeks to “prime the pump” ahead of the presidential election cycle.

Finally, research supports the view that the stock market continues to rise in the time preceding the rate 
tightening cycle; in the months immediately after the cycle begins and across the cycle as a whole. It is only 
late in the cycle, when expansion is losing steam and higher rates are biting into big-ticket purchases, that 
stock market performance lags. We are a long way from that point.

Year-to-date, small-cap, risk-on and growth stocks are hands-down beating large-cap, quality and defensive 
stocks. Later in our commentary, we recommend an ETF that captures this ongoing theme.
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Tweet of the Month:
“Research has found that equity returns are strongly seasonal”

Stock market returns are much lower from May Day to Halloween (summer) than Halloween to May Day 
(winter), as the following table of FTSE sectors suggests:

Sector  Winter Summer Difference

Construction  13.2%  -6.4%  19.6%

Electricals  14.9%  -4.0%  18.9%

General Industrials 10.7%  -4.7%  15.4%

Chemicals  11.4%  -1.8%  13.1%

Mining   10.5%   0.2%  10.3%

General Retailers   6.3%  -1.0%    7.3%

FTSE All-Share    6.3%  -0.6%    6.9%

Banks     5.3%   1.7%    3.6%

Food Retailers    3.8%   1.3%    2.5%

Tobacco    7.0%   6.4%    0.5%

Utilities    4.3%   4.6%   -0.3%

Note that the most boring sectors, such as food retailers, tobacco and utilities are also the least seasonal. 
This is what we’d expect to see if investor’s risk appetite were seasonal: defensive stocks, being less sensi-
tive to changes in risk aversion, have a less seasonal pattern. 

What is most surprising is how the seasonal effect for some sectors is so large. For example, construction 
stocks’ performance in the winter is almost 20% better than in the summer. Overall, 13 of the 29 main 
FTSE sectors have a difference of more than 10%.

One explanation for this is that the economy itself is seasonal. GDP usually rises in the second half of the 
year but falls in the first quarter. You don’t hear much about this because the official figures are adjusted 
to remove seasonal variation. It could be, therefore, that investors need high returns on some sectors in 
the winter to compensate them for seasonal variations in economic activity. Perhaps construction stocks 
are cheap in the autumn because investors foresee building activity being reduced in the winter by bad 
weather. At such low prices, such stocks offer high returns for the investor brave enough to take on the 
risks of seasonally-induced falls in activity.
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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 Aviva Plc in the third quarter (517.5p, 10.6x 
P/E, 4.2% yield, ~25% upside to average broker 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 drift lower for the first couple of weeks and then increase for the 
final two weeks. Going long the market via a CFD on the 14th of August would be the best way to capture this move.

Strongest Weeks

The week starting 17th August is the 3rd strongest week of the year, rising 73% 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 Weeks

The week 31st August is the 5th weakest week of the year, falling 57% of the time, posting an average loss 
of 0.4%. Going short via a CFD would be best to capture this move.

Weakest Days

The 4th of August is the 5th weakest day of the year, falling 70% of the time, posting an average loss of 0.4%. 
The 10th of August is the 3rd weakest day of the year, falling 71% of the time, posting an average loss of 
0.6%. Going short via a CFD would be best to capture these moves.

Option of the Month
Sell Diageo October 1600 puts @ 20p

Strike price at a level not seen for over 3 years. Stock has a 3.24% yield. There is 10.7% potential upside
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Market Commentary (cont)

Recommended Investment:
ETFS Russell 2000 US Small Cap GO ETF (RTWO.L)

We believe that the US is in a fundamentally strong position. Temporary factors, such as bad weather and 
labour disputes, caused it to stutter in the first quarter; however the world’s largest economy is now 
expanding at an impressive rate. Falling unemployment, stabilising inflation and good manufacturing data 
all highlight the strength of the underlying domestic economy. In the coming year, we expect to see the 
recovery support corporate earnings and drive the equity market forward. 

For large caps, a potential headwind comes in the form of a stronger US Dollar which may reduce the 
competitiveness of those corporations with international operations.  However, for small caps, the current 
environment is especially favourable. Due to their small size, they provide a direct exposure to the domes-
tic economy whilst limiting exposure to adverse currency movements. 

The primary concern surrounding an allocation to small caps in this environment is the impact of the up-
coming interest rate hike on returns. As small caps require greater external financing than their large cap 
counterparts, it would be logical to assume that a rate hike would increase the cost of capital and in turn 
harm stock valuations. However, looking back historically, rising interest rate environments have tended to 
coincide with favourable economic conditions. And in the last two tightening cycles (Oct 1998-Jul 2000 & 
Jun 2004-Jun 2006) the Russell 2000 outperformed the S&P 500. 

The US Federal Reserve Chairman, Janet Yellen has also stated clearly to markets that any tightening would 
be gradual in nature, which should reassure investors that the impact of upcoming interest rate hikes on 
small cap returns should not be overly dramatic. 

UK investors with a “high” attitude to risk can easily obtain exposure to this theme through the ETFS 
Russell 2000 US Small Cap GO ETF (RTWP.L), which trades on the London Stock Exchange in sterling and 
replicates the Russell 2000 index. 

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 0.45% in this case. This is slightly higher than the average for ETFs but considering 
the nature of the underlying investments, we feel this represents good value. For investors with US Dollars 
on their portfolios, the RTWO.L version trades in USD.
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Trader’s Corner (cont):
to the average broker price target. The stock is going XD on the 13th August 35p but given the stock has 
support at 1700p and the 20p premium, investors are being compensated for the risk.

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

http://www.gam.gi/uploads/files/Promo%20Links/a%20guide%20to%20traded%20options%20market.pdf
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Investment Calendar:
August is the busiest month for interim results announcements for FTSE 350 companies.

1st August Full moon (markets tend to reach a low point around this time)
4th August 5th Weakest Market Day
6th August MPC interest rate announcement at 12 noon
  ECB Meeting
7th August Nonfarm payroll report
10th August 3rd Weakest Market Day
14th August New Moon (markets tend to reach tops around this time)
17th August 3rd Strongest Market Week
29th August Full moon (markets tend to reach a low point around this time)
31st August Summer Bank Holiday-LSE closed
  5th Weakest Market Week

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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