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FTSE 100 5,500

VIX 33

GBP/EUR 1.15

FTSE 100 6,356
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S&P 500 2,080
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GBP/EUR 1.4245

GBP/USD 1.5094

Introduction:
Equity markets appear to be forming a base from which to rally from, with the FTSE 100 moving by a 
grand total of 5 points in the month of November. December is historically the best month of the year for 
shares with the traditional “Santa Claus” rally making its traditional visit in the last five days of the business 
calendar and advise investors to position themselves accordingly.

Economics:
The UK economy experienced a period of steady growth in the three months ended November, although 
the pace was slightly slower than that seen a few months earlier.  According to the CBI’s most recent 
growth indicator, the balance of firms which responded to the survey reported a rise in output of +13%, 
slightly below the +14% seen the previous month. It was, however, significantly above the long-run average 
of +5%. Rain Newton-Smith, CBI director of economics, noted that though growth in the economy is 
steady, momentum is slower than in the first half of the year and that the main risks to the UK economy 
still stem from outside, particularly fragilities in emerging markets and the potential for global financial 
market volatility.

Eurozone economic sentiment was also stable in November, as improved confidence among consumers 
was offset by lower morale among manufacturers. The overall economic sentiment remained stable at 
106.1 against upwardly revised October data, which had earlier been reported at 105.9. However, inflation 
remain subdued across the 19 countries sharing the Euro as consumer prices rose just 0.1% year-on-year, 
substantially below the ECB’s 2% target. Expect further policy announcements at the ECB’s meeting on 3rd 
December.

A flurry of data released signalled that the fundamentals of the U.S. economy remain solid, if unspectacular, 
a few weeks before the Federal Reserve will likely begin raising interest rates. Americans’ pay is up, 
fewer people need unemployment aid, more are buying new homes and business spending is rebounding. 
Consumers appear relatively confident in the economy and may be poised to spend a decent chunk of 
their rising incomes during the holiday shopping season. In addition, businesses are stepping up their 
investment in machinery and equipment, removing a persistent drag on the economy. The steady consumer 
and business demand is powering the economy through economic pressures from overseas, which jolted  
the financial markets during August and September and raised doubts about global growth.
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Market Commentary (cont)
Technical Analysis: 
Last month, it looked like the market had run out of steam and not a lot appears to have changed in the 
last 30 days – not surprising given that the FTSE 100 has only moved 5 points. With the ADX at 13%, the 
markets are totally lacking direction and given that the 20 day and 50 day moving averages have been taken 
out, there appears to be little upside with the upper Bollinger Band lying at 6,460 the next target just 102 
points away. Of course, seasonal factors could end up making this target look conservative.
“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.

December 
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 47% of the time, with an average return of -1%.

December is the best month of the year for shares. Since 1984, the FTSE 100 has increased 87% of the 
time on average by 2.5% in December. Indeed, it has only fallen a total of 4 times in those 28 years, the last 
time in 2002.

Fourth Quarter 
The FTSE 100 has risen 23 of the 31 years between 1984 and 2014, posting an average gain of 3.8%

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:
“Experience taught me a few things. One is to listen to your gut, no matter how good something sounds on paper. 
The second is that you’re generally better off sticking with what you know. And the third is that sometimes your best 
investments are the ones you don’t make” – Donald Trump

Republican presidential candidate has said some pretty dumb things in recent months. This is one of his 
more intelligent soundbites.

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. December is historically the strongest 
month of the year with the traditional “Santa Claus” rally making its traditional visit in the last five days of 
the business calendar. It is also a strong quarter for the markets as well as being in the strongest half of 
the year.

In the US, the CESI (Citigroup Economic Surprise Index) is breaking above zero for the first time this year, 
which has typically pointed to stronger markets ahead. Household leverage is subdued, the labour market is 
tightening and petrol prices remain low. Investors are awaiting the FED meeting on the 16th of December 
with some caution. However, the potential start of FED hikes should not be a cause for renewed concern, 
but be seen as a confirmation of improved sentiment. We believe the market would actually welcome the 
certainty that a first rate hike would bring. Markets hate inaction and the uncertainty it spawns. The clouds 
overhanging the global economy, worsened by the terror events of this autumn, give rise to uncertainty and 
paralysis. Investors would welcome some kind of certainly in the form of a first rate hike.
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Market Commentary (cont)
Market Outlook (cont):
In Europe, we are seeing a rebound in car registrations, improving consumer confidence and falling 
unemployment rates. After five years in a row of zero earnings growth, we think that underlying earnings 
have already turned and that 2016 and 2017 will see robust earnings growth driven by higher nominal 
Eurozone GDP, improving margins and high operational leverage. Costs (both labour and raw materials) 
seem set to stay fixed as top-line rises, causing a positive surprise.

We reiterate our call that Chinese activity is likely to stabilise into year-end, helped by the pickup in house 
prices and a rebound in the equity market. China reported 6.9% GDP growth for 3Q15, a decent growth 
rate by any measure. The country is doing its best to stimulate its economy, devaluing its currency and 
cutting interest rates six times so far this year alone. The challenge facing China’s leadership is to keep the 
economy expanding while simultaneously executing a shift from a manufacturing-driven economy to one 
driven by consumer spending. We feel the rewards will be substantial. A consumer-driven economy is less 
subject to volatility in global demand for China’s exports. For China’s leadership, more stable employment 
created within a consumer-based economy will also contribute to a more stable political environment.
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Tweet of the Month:
“Buying shares when they are above their 10-month moving average and selling when below produces superior 
returns with reduced volatility”

A simple policy of buying an equity index when it is above its 10-month moving average and selling when 
it is below it has, since 1901, produced higher returns on the S&P 500 than a simple buy-and-hold strategy, 
with significantly less volatility. Why use the 10-month moving average rather than the more well-known 
200-day moving average? The problem with using the 200 day is that it generates a new data point daily. 
This could create a new buy or sell signal every single day the market is open. That is potentially rather 
“whippy” - subject to many false signals of breakouts and breakdowns. The simple solution is to use the 
10-month moving average instead (10 months is roughly 210 trading days). Since it only generates a new 
data point once a month, it removes a lot of the false signals.

If you’d followed the rule “buy when the All-Share index is above its 10-month average and switch into cash when 
it is below it” at the end of each month since 1985, £100 then would have grown to £1,453 by now, assuming 
no dealing costs. This is only slightly less than the £1,469 that a buy-and-hold strategy would have delivered. 
However, the 10-month average rule’s returns have been much less volatile: the annualised standard devia-
tion of monthly returns has been 11.5%, compared with 15.6% for the buy-and-hold strategy. This implies 
a much better Sharpe ratio: more returns per unit of volatility. The main lesson to learn from this, which 
is missed by many, is that trend indicators in general are not return-enhancing (although they often are in 
the more volatile asset classes like the Nasdaq).  They are mainly risk-reducing for volatility and drawdown. 
This results in higher Sharpe ratios and a less volatile portfolio.

The 10-month average rule would have protected us from the worst market falls. Buy-and-hold lost 34.4% 
in the 12 months to October 2008. But the 10-month average rule got us out of equities in late 2007 and 
actually made a small profit in that year.
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Market Commentary (cont)
Tweet of the Month (cont):
That the 10-month average rule has matched buy-and-hold since 1985 disguises the fact that it has done much better 
recently. Since December 1999 it has returned 7.5% per year compared with just 3.5% per year for buy-and-hold. All 
of the 10-month average rule’s under-performance came in the ‘80s and ‘90s. To see why this should be, think about 
possible patterns of equity returns. One pattern is for the market to rise gently most of the time, interrupted by oc-
casional crashes. In this pattern, the 10-month average rule does terribly because it is in equities before the crashes 
and misses some of the subsequent recoveries. The market followed this pattern for much of the ‘80s and ‘90s so the 
rule did badly. The opposite sort of rule - “buy on the dips” - would have done much better.

But there’s another possible pattern. If there is momentum in aggregate markets then falls might lead to further falls. 
The10-month average rule protects us from these - it can avoid lengthy and protracted bear markets. Not only did 
the rule get us out of equities before the 2008 financial crisis, it also got us out in late 2000, thus protecting us from 
much of the slump in technology stocks.

Of course, in real time we cannot tell whether a fall in share prices below the 10-month average is a dip or the start 
of a long bear market. What we do know, though, is that the latter can be very nasty indeed. And the 10-month aver-
age rule protects us from this possibility. It would save us some of the pain equity investors would suffer if secular 
stagnation continues or intensifies.
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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 Britvic Plc in the fourth quarter (718p, 15x P/E, 
3.4% yield, ~11% upside to average broker target). More sophisticated traders may look to use a CFD to gain lever-
aged 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 increase slightly in the first two weeks, but then rises strongly 
in the final two weeks. Indeed, this is the strongest two-week period in the whole year, with the three 
strongest days of the year all occurring in this period. Going long the market via a CFD on 14th December 
would be best to capture this move.

Strongest Weeks
The week starting the 14th of December is the strongest week of the year, rising 80% of the time, posting 
an average gain of 1.1%. The week starting the 21st of December is the 2nd strongest week of the year, 
rising 73% of the time, posting an average gain of 0.5%. The week starting the 28th of December is the 7th 
strongest week of the year, rising 67% of the time, posting an average gain of 1.6%. Going long the market via 
a CFD would be best to capture these moves.

Strongest Days
The 16th of December is the 5th strongest day of the year, rising 76% of the time, posting an average gain 
of 0.6%. The 23rd of December is the 2nd strongest day of the year, rising 81% of the time, posting an 
average gain of 0.5%. The 24th of December is the strongest day of the year, rising 82% of the time, posting 
an average gain of 0.2%. The 29th of December is the 9th strongest day of the year, rising 75% of the time, 
posting an average gain of 0.4%. Going long the market via a CFD would be best to capture these moves.

Weakest Days
The 4th of December is the 9th weakest day of the year, falling 68% of the time, posting an average loss of 
0.1%. Going short the market via a CFD would be best to capture this move.
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Market Commentary (cont)

Trader’s Corner (cont):
Option of the Month
Sell Rio Tinto January 2000 puts at 34p

Strike price at six-year lows. Stock has a 6.6% yield and 21% potential upside to the average broker price 
target. Click here to view our guide to the Traded Options Market.
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Recommended Investment:
Fixed Interest - CLS 5.5% 31/12/19
The short end of the ORB market (the London Stock Exchange’s market for bonds) has come off in recent 
weeks and we feel there are some interesting opportunities worth revisiting. 

Old favourite CLS Holdings Plc (“CLS” or the “Group”) is a multinational property investment company 
with net assets of £652.9, generating profits primarily from the surplus of rental income (7%) over the cost 
of debt (3.7%). Profit before tax for the twelve months to 31st December 2014 was £194.9m.

CLS has been listed on the London Stock Exchange since 1994. The directors of the business have a 
substantial shareholding and are thus directly aligned with the successful performance of the business. CLS 
invests predominantly in modern, high quality office properties in selected major European cities: 53% of 
the portfolio is in London, 16% in France, 17% in Germany and 7% in Sweden. The Group believes that 
over the long-term this spread of locations provides the advantages of diversification into major European 
markets.

The Group is a long-term investor, and manages its portfolio actively, using its own in-house property 
management team. This helps ensure the buildings are well managed to meet the needs of its tenants. As 
at 31st December 2014, the occupancy rate was 97%, which is testament to its success in attracting and 
retaining tenants; occupancy has remained above 95.5% consistently over the last three years. Government 
tenants (including the Home Office and the Ministry of Works and Pensions) and major corporations 
(including BaE Systems) represent the vast majority of total rental income. The majority of the Group’s 
rent roll is index-linked to the relevant indices in the respective countries. Long-term leases are also put in 
place in order to achieve stable cash flows (the average lease is 6.4 years).

CLS believes in having a wide range of financing sources. Its strategy is for each property asset to be in 
its own wholly-owned subsidiary with its own separate financing arrangements, typically using bank debt 
and Group equity. This helps to ring-fence each property and its related debt from affecting the rest of the 
Group, helping to minimise risk to the Group as a whole. Net loan to value at 31st December 2014 was 
49.7%. The Group also maintains a high level of liquid resources (cash and corporate bond investments) 
which provide operational flexibility.

The company has a bond - the CLS 5.5% 31/12/19. The issue does not carry a credit rating. How-ever, 
considering the covenants that are designed to protect bondholders, this would not put us off buying.

The bond has a face value of just £100 and pays a 5.5% coupon in two semi-annual instalments in arrears 
on 30th June and 31st December in each year until the bonds mature.

http://www.gam.gi/uploads/files/Promo%20Links/a%20guide%20to%20traded%20options%20market.pdf
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Market Commentary (cont)

Recommended Investment (cont):
The bond is senior, unsecured debt of CLS Holdings PLC. This means that if CLS becomes insolvent, you 
may recover your investment in priority to subordinated debt holders and shareholders of CLS. However, 
you could still lose some or all of the money you have invested. Note that the bond has the following 
covenants in place, whereby the issuer undertakes to:

(i) Maintain an Interest Coverage Ratio (Gross Profit in relation to Net Finance Costs) of at least 1.4:1

(ii) Maintain an Equity Ratio (Equity in relation to Total Assets) of at least 22.5%

(iii) Not to pay any dividends or redeem share capital, if such event would result in CLS having less that 
£250m of equity

In summary, the bond looks good value against the 1% offered by the benchmark Treasury gilt with the 
same maturity. Trading at 101.50%, the GRY is now an attractive 5.1%. The senior ranking of the bond 
combined with covenants and the steady course steered by CLS’s management through the last property 
market fall (they sold 40% of the Group’s property portfolio between 2006 and 2008) suggests that the 
bond offers a good risk/return ratio.
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Investment Calendar:
2nd December FTSE 100 Quarterly Review
3rd December  ECB Meeting
4th December  9th Weakest Market Day, Nonfarm Payroll Report
10th December MPC interest rate announcement at 12 noon
11th December New Moon (markets tend to reach tops around this time)
14th December Strongest Market Week
16th December 5th Strongest Market Day, FED & ECB Meetings
18th December Options Expiry Day
21st December 2nd Strongest Market Week
23rd December 2nd Strongest Market Day
24th December Strongest Market Day
   Christmas Eve (LSE closes early at 12.30pm)
25th December Christmas Day (LSE closed)
   Full moon (markets tend to reach a low point around this time)
26th December Boxing Day (LSE closed)
28th December 7th Strongest Market Week
29th December 9th Strongest Market Day
31st December New Year’s Eve (LSE closes early at 12.30pm) 

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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