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FTSE 100 6,083

Resistance 6,430

Support 5,690

VIX 20%

S&P 500 1,940

Gold $1,122

GBP/EUR 1.3164

GBP/USD 1.4285

Introduction:
The stock market came out of the gate with great hopes to begin 2016 and then fell flat on its face. Some 
markets including the S&P 500 suffered their worst five-day start to trading on record. The VIX spiked 
sharply and now many investment advisors are screaming “don’t buy the dip” and bullish sentiment has 
nosedived.  We argue that though the market may not yet be at capitulation, periods of awful sentiment 
such as these have historically been good buying opportunities.

Economics:
The UK economy grew by 0.5% in the three months to the end of December, taking the annual rate of 
growth for 2015 to 2.2%. Despite the annual pace of growth being the slowest for three years, it still means 
the UK economy is one of the fastest growing developed nations. The figure is in line with a recent forecast 
by the International Monetary Fund (IMF), which said the UK’s economy would grow by 2.2% in 2015, and 
for the next two years. But the IMF also suggested that the robust growth of the past two years would not 
return until the global economy regained strength.

Inflation in the Eurozone picked up in January, with headline inflation rising to 0.4% from 0.2% though 
Bundesbank president Jens Weimann warned that inflation could turn negative in the months ahead. 
Inflation has now hovered near zero for more than a year, well short of the ECB’s 2% target. ECB chief 
Mario Draghi has dropped heavy hints that the central bank will unveil further stimulus measures on top of 
buying €60bn of assets a month and keeping interest rates low. The ECB next meets on the 10th of March 
and analysts expect it to cut its deposit rate to -0.4% from -0.3%, but they are divided over whether they 
expect the central bank to boost its monthly asset purchase programme. 

The US economy struggled to grow in the 4th quarter as consumer spending, business investment and 
exports slowed. Yet despite global weakness and shrunken oil and stock prices, many economists expect 
growth to accelerate on the strength of healthy job gains. The economy grew at an annual rate of just 0.7%, 
less than half the 2% growth rate in the July-September period. It was the worst showing since a severe 
winter slowed the economy to a 0.6% annual growth rate in last year’s first quarter. Though the slowdown 
could renew doubts about the durability of the 6½-year-old economic expansion, most analysts expect the 
slump to be short-lived. “The weak growth is temporary” said Nariman Behravesh, chief economist at IHS 
Global Insight. “This is not an early warning of something worse.” Indeed, a possible recession beginning this 
year is put at a still-low 20%. Most analysts are forecasting steadily strengthening growth (2.5%-3% GDP 
growth) as consumers benefit from rising employment. Last week, the Fed left interest rates unchanged 
after having raising its benchmark short-term rate in December from record lows. Many economists 
believe that subpar inflation and global pressures will cause the Fed to slow its pace of rate hikes this year 
from what had been expected to be four increases to perhaps only two.
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Market Commentary (cont)
Technical Analysis: 
Following a near 400 point rally from its 5,690 nadir, the market has pulled to within 10 points of the 50 day 
moving average. We feel this pullback has got further to run. The FTSE 100 is still 350 points below its 200 
day moving average and the RSI is at 60% - bullish without being in overbought territory.

“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.  

Considering the FTSE 100 fell both during the first 5 days and the month as a whole, 2016 is forecast to 
be a negative year for the stock markets.

February 
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%.

The FTSE 100 has risen 19 of the 32 years between 1984 and 2015, posting an average gain of 1%.

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:
“The stock market is a device for transferring money from the impatient to the patient” – Warren Buffett

Many investors are aware that patience is an important part of success in the stock market. They realize 
that part of making money is waiting for share prices to climb. But can you wait six months? Can you wait  
two years? Five years? If you aren’t prepared to be patient and give the market as much time as it needs to 
adjust, Warren Buffett just might be taking your money.

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. Traditional stock market bell-weathers 
as GDP growth, employment, earnings etc. have been pushed into the background by investor’s relentless 
focus on currencies, commodities, China, emerging markets and geopolitical events from Paris to Pyongyang. 
However, we believe this will be short lived. 

The major economy driving the world, the US, is continuing to pull ahead and we feel that this will be a 
major plus for other major equity markets. We feel that the market correction is just that and should be 
bought into, rather than sold in anticipation of the beginning of bear market.
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Market Commentary (cont)
Market Outlook (cont):
Bear markets are typically correlated with recessions. With US GDP growing at 2% and consumer spending 
at 3%, a recession looks a long way away. The US added 2.6m jobs in 2015, after adding 3.1m in 2014. Job 
and wage gains in the 3% annual range are the foundation for ongoing strength in the consumer economy. 
And even as plunging crude prices further decimate the Energy sector, ever-cheaper gasoline is powering 
consumer spending growth. The auto and housing sectors are positioned to extend 2015 strength into 
2016. IT spending remains robust and government spending should be strong in an election year.

Valuation is supportive. Stocks ended 2015 more or less where they began the year. Yet investors may 
not be crediting the earnings potential in the economy. The dauntingly negative comparisons created by 
sharp currency and commodity movements are beginning to roll off and should be mainly gone by Q1 EPS 
season in April. Industrial companies have now had several quarters to take advantage of lower energy and 
materials input costs, while service companies are benefitting from lower heating and fleet-fueling costs.  

Investment house Argus is looking for a 10% earnings recovery in 2016 based on easier EPS comparisons, 
as strong dollar and weal-oil impacts are anniversaried, and on stabilisation and recovery in the emerging 
world. On that basis, they believe the S&P 500 is now more than 20% below fair value.
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Tweet of the Month:
“The Baltic Dry Index has fallen to 317, a record low. Believe it or not, this is a bullish sign for equities”

Shipping costs have fallen to a record low. The Baltic Dry Index - a measure of the cost of transporting raw 
materials - has fallen to its lowest level on record - 317. This is a sign that China’s slowdown has depressed 
world trade. It is also, however, a bullish sign for equities.

Since 1990, there has been a statistically significant negative correlation (-0.34) between the level of the 
Baltic Dry Index and the subsequent 12 month change in the FTSE All-share index. The Baltic hit a record 
high of 11,793 on 20th May 2008, just before shares slumped. It also peaked in 2000, just before shares fell. 
And it rose strongly in 2013, but shares fell slightly in 2014. By contrast, low levels of the Baltic index in 
2005 and 2011 led to shares doing well in the following 12 months.

If the post-1990 relationship between the Baltic Dry Index and subsequent annual change in the FTSE All-
share index continues to hold, the FTSE All-share will rise by over 10% this year, with only a 25% chance 
of it falling.

One reason for this negative relationship might be that shares over-react to the state of the world econ-
omy. In good times - when high economic activity is raising shipping costs - shares get too high, and in bad 
times they get too low.

But there’s something else. The Baltic Dry Index is also a good negative predictor of growth in UK manu-
facturing activity: since 1990 the correlation between the two has been -0.41. This suggests that low trans-
port costs will lead to stronger economic growth.
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Market Commentary (cont)
Tweet of the Month (cont):
There’s a simple reason for this. Shipping costs might seem unglamorous, but they matter enormously to the world 
economy. A fall in them has surprisingly powerful effects in boosting trade and hence output. “Freight costs have a 
statistically significant and quantitatively important impact on trade flows” concluded Alberto Behar and Tony Venables of 
the University of Oxford in an academic study. This is one reason why landlocked countries tend to be poorer than 
ones with sea borders. 

A low Baltic Dry Index might be a symptom of low demand now. But basic economics tell us that low prices also 
stimulate demand, so we could see a pick-up in world trade soon. Given that there’s a strong correlation between 
world trade and equity returns, this should be good for stock markets.

There are of course caveats to this. A correlation of -0.34, whilst better than zero, isn’t enormously strong. Never-
theless, if the low level of the Baltic Dry Index is sending any signal at all, that signal is a bullish one.
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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 (869p, 11.5x 
P/E, 5.3% yield, ~49% 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 increase strongly in the first two and a half weeks before drifting 
lower for the rest of the month. Going long the market via a CFD at the beginning of the month would be best 
to capture this move.

Gold Strength
Gold tends to enjoy good gains in February rising almost 60% of the time since 1986 with an average gain 
of over 1.5%.

Seasonality of GBP/USD
On 15th August 1971, President Nixon announced that the US was ending the convertibility of the US 
dollar to gold and this led to the end of the Bretton Woods system and fixed-rate currencies, such as 
sterling, became free-floating. Since then, February has statistically been a weak month for GBP/USD, falling 
on average over 1.5%. Going short GBP/USD via a CFD would be best to capture this move. Alternatively, buying 
a share that derives the majority of its earnings in USD and that historically performs well in February is an option 
e.g. BG Group.

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.
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Market Commentary (cont)

Trader’s Corner (cont):
Strongest Weeks
The week starting the 15th of February is the 4th strongest week of the year, rising 71% of the time, posting 
an average gain of 0.5%. Going long the market via a CFD would be best to capture this move.

Strongest Days
The 2nd of February is the 10th strongest day of the year, rising 76% of the time, posting an average gain of 
0.3%. The 17th of February is the 7th strongest day of the year, rising 77% of the time, posting an average 
gain of 0.4%. Going long the market via a CFD would be best to capture these moves.

Option of the Month
Sell HSBC April 400 puts at 6p

Strike price at a level of strong technical support. Stock has a 7% yield and 12% 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:
Telecom Plus 998p, 4.6% yield, 17.8x P/E
Telecom Plus, which trades as The Utility Warehouse, sells competitively priced bundles of five essential 
services to UK business and residential customers - electricity, gas, broadband and both landline and mobile 
telephony. It differentiates itself from the dominant providers by offering fair, consistent prices to both 
new and existing customers. By contrast, the ‘Big Six’ energy providers have gained a reputation for using 
aggressive introductory offers - which are subsidised by existing users - to lure in new customers through 
price comparison sites before bills are hiked. 

Telecom Plus does not own or operate utilities infrastructure itself, but has various partnerships with those 
that do. It has a 20-year supply agreement with Npower that gives it unrestricted access to energy through 
a ‘retail minus’ pricing formula that guarantees it a positive margin and ensures it has no exposure to the 
volatility of the wholesale energy market.

The firm benefits from “word of mouth” recommendations by happy customers and a network of more than 
45,000 self-employed distributors. This enables negligible advertising spend and leads to the acquisition of 
customers with lower bad debt risk, who tend to have a longer tenure than those acquired through price 
comparison search sites. In addition, Telecom Plus offers five multi-utility services with the convenience of 
one bill and one point of customer service contact (enabled by its integrated IT system), which stands in 
direct contrast to the complexity involved in dealing with several different providers for different utilities, 
all using different IT systems. 

Furthermore, Telecom Plus provides all its customer service from a London-based call centre. While this 
may seem like an unnecessary cost relative to peers, the firm benefits from structurally low operating costs 
given the ability to leverage multiple revenue streams across one single overhead and results in excellent 
customer service.

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):
Telecom Plus continues to boast a competitive advantage. Their compelling business model allowed the 
company to grow its customer base by 6% to over 595,000 in the 12 months to September 2015. It also 
increased the number of services it supplied by 7% to about 2.2m and maintained a low level of ‘churn’ - the 
number of customers switching to other suppliers. And management remains confident that it can supply 
1m households in time.

Telecom Plus continues to encourage customers to take more services and expand the number of services 
and benefits it provides - a strategy intended to reduce churn and boost average revenue per customer. 
One of its most successful initiatives has been offering to replace all of the light bulbs in new customers’ 
homes with energy-efficient LED bulbs for free, potentially cutting their annual electricity consumption by 
more than a tenth. The offer is limited to homeowners who apply for at least five services. The upshot was 
that 45% of new customers took five or more services in the weeks after the initiative kicked off, up from 
27%. And more than half of its customers take at least four services.

The company is also entering the insurance market, where it will use an external provider and act as a 
broker. Analysts predict it will initially target the home, motor and pet insurance segments. Management 
is also weighing up the options to enter into the water market once it opens for business customers in 
2017, which would provide valuable experience in anticipation of the retail water market opening up to 
competition in the future.

With Telecom Plus holding less than a 2% share in the combined multi-utility markets and customer 
satisfaction in the overall market at low levels, the potential opportunity is significant.

Given the company’s strong track record and rich long-term growth prospects, we rate the shares, yielding 
trading on a 4.6% yield, a buy. The average price target amongst the investment houses covering the stock 
is 1288p, suggesting 27.5% potential upside, in addition to the above-market yield.
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Investment Calendar:
This is the busiest month for FTSE 100 announcements - 39 companies announce their prelims in February 
(as do 56 FTSE 250 companies).

2nd February  10th Strongest Market Day
3rd February  ECB Meeting
4th February  MPC interest rate announcement at 12 noon
5th February  Nonfarm payroll report
8th February  Chinese New Year (Year of the Monkey)
11th February  MSCI Quarterly Index Review
15th February  4th Strongest Market Week
16th February  Washington’s Birthday – NYSE closed
17th February  7th Strongest Market Day
   ECB Meeting
19th February  Options Expiry Day
22nd February  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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