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Market Commentary - January 2016

FTSE 100 5,922

Resistance 6,315

Support 5,900

VIX 27%

S&P 500 1,922

Gold $1,100

GBP/EUR 1.3377

GBP/USD 1.4568

Introduction:
Unfortunately, the traditional Santa Claus rally along with various other favourable seasonal tendencies 
disappointed equity investors in 2015. The calendar reveals the market’s tendencies but at the end of 
the day that’s all they are: tendencies, not guarantees. One thing 2016 may have going for it is the fact 
that markets tend not to repeat their minor mistakes. Granted, stocks can be down sharply for several 
consecutive years, as occurred in 2000-02. But when the market has an isolated “dud” year – say, up or 
down less than 2% - it tends to follow with a strong performance. The S&P 500 has recorded four such 
“dud” years since 1980 (1984, 1987, 1994 and 2011). The following 12 months averaged 21.6% capital 
appreciation. We also note that government spending typically rises in US presidential election years, as the 
incumbent party “primes the pump” to juice the economy and make its citizens feel prosperous. In the last 
presidential election year of 2012, the S&P 500 appreciated 13.4%. Ultimately though, stock market success 
or failure in 2016 will depend on fundamentals. But don’t completely overlook the calendar.

Economics:
According to the Confederation of British Industry, growth in the UK’s private sector picked up speed 
in the three months to December and companies think the momentum will carry on into early 2016, 
The CBI’s monthly growth indicator - based on surveys of manufacturers, retailers and service providers 
- rose to a three-month high of +20 in December, from +13 in November and way above the long-run 
average of +5. “The UK economy has finished the year strongly, with business services acting as a lightning rod for 
growth,” said CBI director-general Carolyn Fairbairn, “nonetheless, there is no room for complacency in 2016 as 
significant challenges to global growth remain.” Some economists have warned that uncertainty over Britain’s 
referendum on its membership of the EU could hurt growth in 2016.

Markit’s European purchasing managers’ index - a broad gauge of activity across the manufacturing and 
services sectors - rose to a four-month high of 54.3% in December, up from 54.2% the previous month. 
That monthly growth rounded off the best quarterly performance since the middle of 2011. “The eurozone 
economy starts 2016 on a solid footing and well placed to enjoy a year of robust expansion,” Markit’s chief 
economist Chris Williamson said. Inflation figures though are still disappointing with Eurozone CPI stuck 
at 0.2% in December. This will put pressure on the ECB to act further after their actions last month were 
less dramatic than analysts had predicted.

American employers added 292,000 jobs in December, more than the 211,000 expected. During 2015, 2.65m 
jobs were added to the US economy, the second best year of jobs gains since 1999. The unemployment rate 
stayed at 5% for the third straight month. That’s near what most economists consider “full employment”. 
Unemployment is down by half from its peak of 10% in 2009. Americans saw their pay cheques go up too. 
Wages grew 2.5% in December from a year ago, matching the annual gains in October, which were the 
best in six years. All these signs of progress are reassuring at a time when there’s renewed fears about the 
global economy. When jobs are added, people have more money in their wallets to spend, and consumers 
are the major engine behind US economic growth. The FED sees the economy continuing to grow in 2016.
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Market Commentary (cont)
Technical Analysis: 
The FTSE 100 looks pretty negative from a technical perspective. All three moving averages are pointing 
down, the RSI is at 40% signalling the market is negative but not oversold and the ADX is at 22, indicating 
that there is momentum with the bears. However, we feel that the market correction has gone too far to 
the downside in too short a space of time and could be due a bounce. The FTSE 100 is over 500 points 
below its 200 day moving average and is not only at multi-year lows but is also making a quadruple bottom.
“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.  

Judging by the first 5 days, 2016 is likely to be a negative year for the stock markets.

January 
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%.

January is 8th in the ranking of monthly performance, rising 58% of all the years in January, with an average 
return of 0.4%.

First Quarter 
The FTSE 100 has risen 22 of the 32 years between 1984 and 2015, posting an average gain of 2.1%.

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.

Since 1948, the UK market has risen 14 times out of 17 (82%) in US election years, with a rather 
extraordinary average annual return in those years of 33%. Generally, the UK market tends to rise in the 
few weeks leading up to the election.
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Market Commentary (cont)
Seasonality (cont):
Chinese New Year – Year of the Monkey 
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 monkey, an average year of the Chinese zodiac historically for equities, with 
positive returns averaging 7.3% for the S&P 500.

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 6th year is one of the weaker years, having been positive in 12 of the 21 decades (57%), rising on 
average 1.6%.

Quote of the Month:
“Based on my own personal experience - both as an investor in recent years and an expert witness in years past - 
rarely do more than three or four variables really count. Everything else is noise” – Martin Whitman

Indeed, various studies have concluded that four variables is the limit of human processing power. That is 
another good reason for keeping things simple. We suggest using the P/E multiple, dividend yield, dividend 
cover and average broker upside. Why make life complicated?

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. We feel that the current bull market, 
which begin in March 2009, is ageing but not finished and the market will find support from the following:

1-Strong earnings growth. Investment bank Citi expects global EPS to grow by 7% over the next 12 
months, consistent with their economist’s forecast of 2.8% global real GDP growth. This translates to a 12% 
gain for global equities in 2016.

2-Too early to call a bear market. Investors are in general very bearish at the moment but we feel 
it is too early to call a bear market. Citi’s ‘bear market checklist’ highlights 16 factors that flashed sell at 
the 2000 and 2007 peaks. Only 3.5 are in danger territory right now, which should give investors some 
assurance.
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Market Commentary (cont)
Market Outlook (cont):
Also, European stock analysts becoming excessively bullish was a useful contrarian indicator in 2000 and 
2007. Contrary to then, analysts today remain fairly cautious. Excess capex, high profitability and increased 
leverage are classic peak-cycle warning signs. With hindsight, these were flashing red in 2007. Currently, 
corporate leverage is rising, but profitability doesn’t look excessive. Capex remains subdued and bank 
leverage, which gave an aggressive sell signal in 2007, still looks contained.

3-Valuations are not stretched. The MSCI World index currently trades on a trailing P/E of 18x, slightly 
above the long run median of 17x. Global equities don’t look cheap, but they are not especially expensive 
either. What’s more, the global cyclically-adjusted P/E (CAPE) is now 21x, cheap compared to a long-run 
median of 24x.

4-Attractive relative valuations. Equities valuations still look compelling when compared to fixed 
income. The MSCI World index offers a yield of 2.6%, above that of a US 10-year treasury bond (2.2%).

5-Strong seasonal factors. The October-April period is typically not the time to get bearish on stocks.

6-Improving US sentiment. The recent rate hike by the FED should be interpreted as a confirmation 
of improving sentiment and should be a positive for equity markets.

7-Eurozone activity remains resilient. This is seen in IFO moving up, Eurozone PMI close to the 
highest levels since 2011 and Italian consumer confidence is at a 20-year high.

8-Chinese consumer activity is stabilising. Retail sales, house prices, car sales, property transactions 
and M2 are all picking up. Infrastructure orders are also showing signs of life. Stimulus is coming through 
on multiple levels, as seen in the halving of taxes for car purchases and the raising of LTV ratios for home 
purchases. All these are important to keep in check the overwhelmingly bearish sentiment in the region.

The above factors could help equities regain their footing over the following weeks.
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Tweet of the Month:
“Investment banks are pencilling in returns of between 8% and 20% for the major equity markets in 2016”

Let’s look at some of the major markets/asset classes in turn.

FTSE 100   Y/E target = 7,100 (14% upside)

Citi has a 7,100 target on the back of 2.3% GDP growth this year. UK equities look neither cheap nor 
expensive on most absolute valuation measures but continue to look very cheap relative to bonds. A con-
tinuing depreciation of the pound versus the US dollar (concerns of a BREXIT will only exacerbate this) 
suggests investors should skew their exposure towards stocks with large USD exposure. Societe Generale 
feels that it is now time to reweight UK equities, on the back or their brighter scenario for commodity 
prices and the likely underperformance of sterling against the USD as the Bank of England delays the first 
rate hike.
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Market Commentary (cont)
Tweet of the Month (cont):
UBS has included both Sky and Vodafone in their 2016 Key European Calls List. It is interesting to note that J.P.Morgan 
Cazenove is overweight two large sectors that make up the FTSE 100 – Oil & Gas and Mining on the back of some 
of the most compelling valuations with the prices of oil, gas and most metals back to 1990 levels.

S&P 500    Y/E target = 2,200 (14% upside)

Citi has a 2,200 target and forecasts a 7.1% rise in EPS, reflecting the non-recurrence of a plunge in the Energy sec-
tor’s results and the much stronger US dollar in 2015. This improved profits environment should provide a construc-
tive backdrop for stocks and valuation parameters are supportive. Citi sees large-caps outperforming small-caps, 
while valuations also favour larger companies. Their preferred sectors include Energy, Industrials, Financial and IT. 
Societe Generale expects GDP to remain between 2.6%-2.9% during the year.

Research house Argus’s top picks for 2016 are Starbucks, Williams-Sonoma, Constellation Brands, Tidewater, Capital 
One Financial, Simon Property Group, Amgen, Gilead Sciences, 3M, Raytheon, Cavium, Palo Alto Networks, DuPont 
and Xcel Energy.

Eurostoxx 600   Y/E target = 440 (29% upside)

Citi has a 440 target and forecasts 8-10% EPS growth, supported predominantly by a weak Euro. The region contin-
ues to enjoy a modest recovery. Citi’s economists forecast 1.8% GDP growth this year underpinned by ECB QE and 
supported by robust financial conditions, a weak currency and improved credit/lending conditions. Fiscal headwinds 
are easing and lower oil prices should act as an additional boost to activity. J.P. Morgan Cazenove sees the Eurozone 
benefitting from improving growth, high upside (as it is in the early stage of recovery) and highly accommodative 
monetary policies.

Societe Generale recommends the following stocks: Accor, Renault, Publicis and Sanofi (on the basis that QE will put 
pressure on the Euro and these stocks should benefit from a weaker currency), Vinci, Carrefour and Credit Agricole 
(stocks with significant exposure to France, which has started deregulating its labour market). For investors looking 
for income, their Premium List includes 5 stocks that should offer a dividend yield above 4% - Royal Dutch Shell, 
Aviva, Intesa Sanpaolo, Enel and Axa.

UBS has included Allianz, AB Inbev, Enel, Novartis and Pernod in their 2016 Key European Calls List.

TOPIX (Japan)   Y/E target = 1,850 (28% upside)

Citi economists forecast GDP growth of just 0.7% but see little downside risk to the economy, thanks in part to 
stimulus measures by the Abe administration and has a 1,850 target for the TOPIX. They expect EPS growth of 6.7% 
this year with the cut in corporation tax adding 2.2% to EPS alone. Societe Generale believes that with Japan’s un-
derlying inflation trend improving, companies will seek to enhance shareholder returns by putting their excess cash 
to work. As a result, they anticipate return on equity normalising to double-digit levels.
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Market Commentary (cont)
Tweet of the Month (cont):
MSCI Emerging Markets  Y/E target = 890 (12% upside)

After their 5th worst year on record, their worst three-year performance since 2000-02 and five years of underper-
formance vs developed market equities, the MSCI EM index enters the new year at its lowest ‘start-point’ since 2009. 
Citi has a 890 target level, 12% above the current level. Societe Generale feels that it is now time to re-weight after 
five years of falling EM asset prices. They cite higher future oil prices and positive political developments as the trigger 
for a rebound. UBS believes there will be a cyclical bounce in earnings growth as the dollar rises less than last year. 
J.P. Morgan Cazenove are also overweight emerging markets given the current valuation discount, likely stabilisation/
improvement in economic data this year and more attractive relative growth vs developed markets which are now 
further along their recovery curve.

Base Metals

Commodities have sold off during 2015 for a multitude of reasons. However, this may be about to change. Base met-
als and commodity prices tend to perform very well during tightening cycles. Base metals rose during 7 of the past 9 
tightening cycles since the early 1970’s, rising on average 48%. Driving this good performance is the fact that higher 
FED rates typically occur at a time of accelerating US and global economic growth. Societe Generale believes that 
prices should find support from ongoing growth in the US, a recovery in the Eurozone (supported by the ECB’s do-
vish stance), the implementation of structural reforms supporting growth in China and, finally, fading fears regarding 
emerging markets.

Precious Metals

Julius Baer believes that the fundamental backdrop remains bearish and gold and silver will remain out of favour 
among investors given the outlook for sound growth, higher interest rates and muted inflation.

Elsewhere in precious metals, palladium prices are reflecting fears of another slowdown in Chinese car sales. How-
ever, Julius Baer remains confident that sales will continue to grow, supported by stimulus measures in the short-
term and rising prosperity in the medium to longer-term.

Oil     Y/E target = $60bbl (79% upside)

Societe Generale expects the oil market to rebalance in H2 2016, pushing the oil price (Brent) towards $60 per 
barrel by year-end. Beyond buying oil itself, they propose four ways to gain exposure to this positive outlook: infla-
tion-protected bonds, commodity currencies, equity sectors such as integrated oils and equity markets with high oil 
exposure.
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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   Banks

2nd  Personal Goods   Construction & Materials

3rd  Technology Hardware & Equipment Industrial Transportation

4th  Chemicals    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 Weir Group Plc in the first quarter (850p, 11.4x 
P/E, 4.6% yield, ~46% 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
The market has a tendency to climb during the first few days of the year (the Santa Claus Rally officially 
finishes on the 5th of January) as the euphoria of December spills over into the New Year. However, this 
excitement then starts to wane and the market falls for the next two weeks. Indeed, the second week of 
January is the weakest week for the market in the whole year, rising on average just 39% of the time with 
an average loss of 0.5%. Canny traders should then look to capitalise from the resultant upswing, which takes place 
in the final few weeks of the month.

The January Effect
In 1976 an academic paper (Rozeff & Kinney: Capital market seasonality: The case of stock returns) found 
that equally weighted indices of all the stocks on the NYSE had significantly higher returns in January than 
in the other 11 months of the year over the period 1904-1974. This indicated that small capitalisation 
stocks outperformed larger stocks in January. In the UK, the FTSE Small Cap has outperformed the FTSE 
100 by an average of 2.7% in January since 2000, underperforming the market just 3 times. One way to play 
this would be to buy the iShares MSCI UK Small Cap ETF whilst simultaneously going short the FTSE 100 via a CFD.

Outperformance of FTSE 250 vs. the FTSE 100
The FTSE 250 tends to outperform the FTSE 100 in the first 3 months of the year as well as in August. In 
the more troublesome months of September (the year’s worst performing historical year) and October 
(the year’s most volatile month), the reverse applies. The obvious way to play this trend is the go long the FTSE 
250 and short the FTSE 100 via CFDs from 1st January to the 31st of March.

Weakest Weeks
The 11th of January is the weakest week of the year, falling 61% of the time, posting an average loss of 0.5%. 
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):
Strongest Days
The 26th of January is the 4th strongest day of the year, rising 81% of the time, posting an average gain of 
0.7%. Going long the market via a CFD would be best to capture this move.

Option of the Month
Sell Aviva February 440 puts at 6p

Strike price at a level of strong technical support. Stock has a 4.6% yield and 24% potential upside to the 
average broker price target. Click here to view our guide to the Traded Options Market.

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

Recommended Investment:
Regional REIT (RGL.L) 105.5p, 7.1% yield
Regional REIT Limited (“RGL”) is an investment trust that invests and manages high quality commercial 
properties in principal UK regions, outside of London. 

Floated in November 2015 (the IPO provided a tax efficient successor to two private, unlisted UK property 
funds), RGL offers investors a unique exposure to the broad regional commercial property market – a 
clear ‘late cycle candidate’ within a defensive sector. The portfolio consists of 128 properties and over 500 
tenants spread across 6.1m sq ft. The company targets regional offices (58%) and light industrial (25%) 
property markets around the UK and has built a portfolio that includes properties in the Midlands (17%), 
Scotland (35%), South East (13%), North East (13%), North West (10%), South West (8%) and Wales (4%). 
60% of the regional offices are in the Big Six regional cities of Birmingham, Bristol, Edinburgh, Glasgow, 
Leeds and Manchester and a further 16% are in the South East. Over time, the company expects the large 
Scottish exposure to be reduced. 

Valued at £386m in June 2015, the REIT has a yield of 7.1% - the sector’s highest and with room for 
upgrades when enhancing acquisitions complete. Not only is the dividend 4.5% more than the UK listed 
average, it is also relatively low risk, given the wide spread of 517 tenancies, a 4.6 year average lease length 
to first break and fixed debt costs at a conservative 26% net LTV. The intention is for gearing to not exceed 
50% and the Board intends to target gearing of ~35% of gross asset value. The portfolio’s top 15 assets 
account for almost half the portfolio and have the following characteristics:

i-Typically let to strong tenants such as Barclays, Glasgow University, Balfour Beatty, Glasgow School of Art, 
Aviva, E.On, Halfords etc.
i-The lease length average over 8 years to expiry.
iii-Around half of the value of the top 15 assets consists of office buildings, largely in key UK cities such as 
Birmingham, Manchester, Glasgow and Leeds.

The company’s external management team (London & Scottish) has a combined 150 years’ experience and 
originally ran a property business called Credential Investment Holdings. Their skill at maximising tenant 
retention rates and minimising void space was severely tested during the last downturn (whilst rental 
values typically fell by ~15%, the assets within Credential grew their income). They are a co-founder of the 
fund and a major shareholder.

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 investment trust is incorporated in Guernsey and listed on the main market of the London Stock 
Exchange. Thus, it is exempt from stamp duty and also, investors are assured of the highest standards of 
disclosure and regulatory oversight.

The regional office market is one of the property sub-sectors lagging performers since the bottom of 
the last cycle, falling 6% (compared to the IPD All Property index which is up 27%). This divergence in 
performance has led to a huge yield differential between regional offices and Central London that is 
well above historical averages. Prime Central London office space yields are now <4% and in some cases 
significantly lower. Should this divergence disappear and the rents of regional offices re-rate, there will 
be significant capital upside. Most agents are now forecasting rental growth in the regions. Knight Frank, 
for example, is now predicting average office rental increases over the next 18 months of 8% in the cities 
where RGL has office exposure.

As a REIT, the company is obliged to pay out a minimum of 90% of its profit from rental income as a dividend. 
For 2016, the first full year post its IPO, broker Peel Hunt forecasts a fully-covered dividend of 7.5p (which 
at the current price equates to a 7.1% yield) and 7.9p in 2017 (7.5%). Peel Hunt believes the NAV will rise 
to 115p in December 2016 and 122p in 2017. Together, that equates to a total return of 31.9p over the 
next two years (30%). That does not reflect the possibility that the REIT may also subsequently trade at a 
premium to NAV (the average real estate company trades on a ~10% premium to the last reported NAV).
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Market Commentary (cont)
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Investment Calendar:
1st January New Year’s Day (LSE closed)
8th January Nonfarm payroll report
10th January  New Moon (markets tend to reach tops around this time)
11th January Weakest Market Week
13th January ECB Meeting
14th January MPC interest rate announcement at 12 noon
19th January Martin Luther King Jr. Day (NYSE closed)
21st January ECB Meeting
24th January Full moon (markets tend to reach a low point around this time) 
26th January Two-day FOMC meeting starts
  4th Strongest Market Day

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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