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Market Commentary - March 2016

FTSE 100 6,097

Resistance 6,205

Support 5,560

VIX 21%

S&P 500 1,932

Gold $1,240

GBP/EUR 1.2839

GBP/USD 1.3959

Introduction:
The FTSE finished the month just 14 points away from where it started but that is only half the story. The 
volatility intra month was extraordinary with the market being down at one point 420 points, or 6.9%. 
Despite the volatility, we continue to recommend stocks. Retail investors sold $36bn of equity funds YTD 
driven by US domiciled investors. This compares to buying of $23bn during the same period last year and 
$349bn for the whole of 2015. It is the worst start for equity fund flows since the beginning of 2008. As a 
result, their equity exposure should not represent a big impediment for equity markets going forward. This, 
coupled with very low interest rates justifies a low equity discount rate, making equities look attractive 
from a valuation point of view.

Economics:
Last week, the IMF said the UK’s economy has a “relatively positive outlook” but is subject to “risks and 
uncertainties.” They include the global outlook, sluggish productivity growth, high levels of household debt 
and the June referendum on EU membership, the debate over which could undermine business investment. 
IMF Managing Director Christine Lagarde said that a UK exit from the EU would be “negative on all fronts” 
and that uncertainty in the run-up to the vote “is bad in and of itself.” “No economic player likes uncertainty,” 
Lagarde said. “They don’t invest, they don’t hire, they don’t make decisions in times of uncertainty.”

Data from across the 19-member eurozone released last Friday will put pressure on the ECB to take strong 
additional policy actions at its next meeting. The European Commission reported that overall eurozone 
economic sentiment fell by far more than expected in February, falling to 103.8, just above the long-term 
average, from a slightly upwardly revised 105.1 in January. Inflation is also expected to decline to -0.1% 
following deflation of 0.2% in Germany, 0.9% in Spain and 0.1% in France. This all points to more action 
from the ECB at the 10th of March meeting with a base rate cut to -0.5% now on the cards.

The US economy got a double dose of good news on Friday. The Commerce Department said that consumer 
spending increased by 0.5% last month, the best showing since May and far higher than the tiny 0.1% gain 
in December. Economists are expecting stronger consumer spending, which accounts for two-thirds of 
economic activity, to lift overall economic growth in the new year after a fourth-quarter slowdown. In a 
separate report, the government said that GDP grew at an annual rate of 1% in the fourth quarter. That’s 
an improvement from the first estimate of 0.7%, though just half the 2% growth posted in the third quarter. 
Still, the inflation jump was sharp enough that it is sure to attract attention among Fed officials who are 
watching price increases for signals on how fast to raise interest rates. “First-quarter GDP growth is on track 
to rebound to a very healthy 2.5% which should dampen any concerns about an imminent recession,” said Paul 
Ashworth, chief US economist at Capital Economics.
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Market Commentary (cont)
Technical Analysis: 
The RSI is still slightly above 50% - bullish without being in overbought territory, which is a positive. How-
ever, the ADX has fallen to 17%, suggesting that the recent rebound lacks momentum and we have entered 
a period of range-bound trading. We see support at the lower Bollinger band (5,560) and resistance at the 
upper Bollinger band (6,205). In summary, we see the market continuing to trade within a narrow range, 
with strong movements dictated by gyrations in the oil price.

“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.

March 
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%.

March is 9th in the ranking of monthly performance, rising 55% of all the time with an average return of 
0.5%.

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 individual investor should act consistently as an investor and not as a speculator” - Benjamin Graham

You are an investor, not someone who can predict the future. Base your decisions on real facts and analysis 
rather than risky, speculative forecasts.

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. Stocks worldwide have been pressured by 
depressingly familiar challenges – a strong dollar, sinking commodity and energy prices, weakening industrial 
activity as a result of depressed oil capex, and China’s lassitude. Through it all though, the US consumer 
has been a bulwark of strength, and recent data indicates little slackening in that area. Solid job creation, 
rising wages, and higher disposable income from falling petrol prices are set to lead to 2.5% GDP growth 
for 2016. Investment house Argus believes that US stocks are 10%-15% undervalued even on conservative 
estimates of earnings growth, interest rates and inflation.

Despite the increasing uncertainty surrounding a potential BREXIT, the UK stock market is actually a 
favoured market by many investment banks.

The FTSE 100 is composed of numerous international companies that are very sensitive to currency swings. 
The weakening of the EUR relative to the pound since 2012 has been a drag for the FTSE 100’s relative
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Market Commentary (cont)
Market Outlook (cont):
performance. Recent remarks by the Bank of England (less growth, less inflation, fewer rate hikes) means 
this underperfomance is likely to stop. A recovery in commodities and the oil price will also benefit the 
UK stock market as ~20% of the FTSE 100 is composed of mining and energy stocks. J.P.Morgan Cazenove 
(“JPM”) cites the following bullish factors:

1)UK equities are now trading at an outright attractive Price-to-Book value relative to the rest of the 
world, given 30% underperformance since 2012

2)UK EPS revisions are improving

3)UK equities are under owned in global portfolios

4)The UK is a high-yielding (1.5x the MSCI World), liquid market that typically does well in a challenging 
global backdrop given its defensive bias 

5)High commodity exposure was a drag on the UK over the past 5 years, but their weight has more than 
halved and JPM do not believe that they will be a major source of underperformance going forward

6)The recent rollover in the trade-weighted GBP to two-year lows is a positive, as the FTSE 100 derives 
72% of its revenues from overseas

7)In the event of the UK leaving the EU, the initial knee-jerk impact on the market could be quite negative, 
however, the resulting GBP weakness and BoE action will cushion a chunk of the fall in equities

JPM recommends investors buy 1) Exporters; and 2) Defensive yield plays - in particular, Utilities, Telecoms 
and Real Estate.
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Tweet of the Month:
“With the campaign to take the UK out of the EU now in a 4% lead, investors should start thinking about how to 
protect their portfolios”

With the polls looking increasingly balanced, the chances of a BREXIT, though not the base case by any 
means, remains a distinct possibility. Investment bank Societe Generale recommends three strategies to 
protect portfolios against BREXIT risk.

1) Long Cable basket / short FTSE 100
One result of the uncertainty surrounding the referendum is the large fall in the pound as seen in recent 
weeks. Sterling would continue to fall if the UK were to leave the EU, perhaps another 15%-20%. Societe 
Generale has built a basket of stocks sensitive to a weakening of sterling versus the USD. These stocks 
have outperformed the FTSE 100 during periods of sterling weakening and underperformed during sterling 
strengthening. We have reduced the list to only include the stocks that have at least 8% potential upside to 
the average broker price target.
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Market Commentary (cont)
Tweet of the Month (cont):
Stock   Sector   Price  P/E  Yield  Av. Upside
Bae Systems  Aerospace & Defence  513p  13.1x  4.2%  10.2%
Barclays  Banks    172p  8.5x  3.8%  53.8%
Experian  Support Services  1183p  20x  2.3%  11.6%
HSBC   Banks    460p  9.2x  7.9%  8.9%
WPP   Media    1523p  16.4x  2.9%  8.0%

2) Long FTSE 100 / short FTSE 250
The rationale behind this strategy is that small caps would be under more pressure than large caps due to their 
larger domestic focus. Indeed, large caps will be able to take advantage of the weaker currency in their international 
operations.

3) Long ‘Brexit+’ stocks / short ‘Brexit-‘ stocks
The bank highlights two stock groups that could prove either resilient (Brexit+) or vulnerable (Brexit-)

‘Brexit+’ - stocks that could prove resilient in a Brexit scenario
Stock   Sector   Price  P/E  Yield  Av. Upside
Arm Holdings  Technology Hardware  996p  29.2x  0.9%  19.8%
Aviva   Life Insurance   438p  10.7x  5.0%  39.8%
Bae Systems  Aerospace & Defence  513p  13.1x  4.2%  10.2%
GKN   Automobiles & Parts  275p  10.2x  3.4%  25.2%
Prudential  Life Insurance   1258p  11.2x  3.1%  40.3%
Vodafone  Mobile Telecommunications 220p  41.6x  5.2%  15.6%

We have reduced the list to only include the stocks that have at least 8% potential upside to the average broker 
price target. Reasons for their resilience are predominantly their large USD and EUR sales, which will benefit earn-
ings through the translation effect.

‘Brexit-‘ - stocks that could suffer in a Brexit scenario
Stock   Sector   Price  P/E  Yield  Av. Upside
Compass Group Travel & Leisure  1266p  22.0x  2.5%  -6.6%
Kingfisher  General Retailers  334p  15.8x  3.0%  -1.8%
Sage Group  Software & Computer Svcs 597p  23.1x  2.3%  -6.5%
Sainsbury  Food & Drug Retailers 254p  11.0x  4.5%  -2.5%
Severn Trent  Gas, Water & Multiutilities 2136p  21x  3.7%  -1.4%
WM Morrision Food & Drug Retailers 199p  20.5x  2.8%  -10.6%

We have reduced the list to only include the stocks that have potential downside to the average broker price target. 
Reasons for their vulnerability range from weaker consumer confidence, weaker inflation, higher interest rates and 
margin pressure due to weaker GBP/USD to strong exposure to small and medium size enterprises.
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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 (955p, 13.6x 
P/E, 4.7% yield, ~4% downside 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 rises for the first three weeks and then falls back in the final week - the 
last week of March has historically been one of the weakest weeks for the market in the whole year. Going 
long the market via a CFD at the beginning of the month before going short would be best to capture this move.

Gold Weakness
On 17th March 1968, the system that fixed the price of gold at $35 collapsed and the price of gold was 
allowed to fluctuate. Since then, the gold price has been historically weak in March, falling almost 0.5% on 
average. Going short gold via a CFD would be best to capture this move.

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.

Budget Day
On average, since 2005 the equity market has seen mildly positive daily returns on the day before the UK 
Budget and on Budget day itself. But the most significant observation is that equities have on average been 
very weak on the day after the Budget: the average return is -0.22% and since 2000 the market has only 
risen three times on the day following the budget.
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Market Commentary (cont)

Trader’s Corner (cont):
Easter
Since 1984, the average return for the trading day immediately before the Easter holiday has been 0.4% 
with the average return for the trading day immediately after slightly less. This is approximately 13 times 
greater than the average return for all days in the year. Going long the FTSE 100 via a CFD at market close on 
24th March and closing the position at market close on 29th March would be best to capture this move.

Weakest Weeks
The week starting the 21st March is the 5th weakest market week of the year, falling on average 58% of the 
time. Going short the market via a CFD would be best to capture this move.

Option of the Month
Sell Prudential May 1100 puts at 30p

Strike price at a three year low. Stock has a 3% yield and 40% 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 – Enterprise Inns 6.375% 26/09/2031
In January, the Bank of England lowered its growth and inflation forecasts and with it killed off the UK rate 
hike expectations that had been supporting the currency. Considering that interest rates are not expected 
to rise for some time, this month we look at a longer-dated bond with a high enough coupon to provide 
protection even when rates do eventually lift off.
 
Enterprise Inns Plc (“Enterprise”) is a British leased and tenanted pub company. Its headquarters are in 
Solihull, West Midlands. The company is listed on the London Stock Exchange and is a constituent of the 
FTSE 250 Index. The company was founded by Ted Tuppen in 1991, initially with 368 pubs that were bought 
from Bass. The company listed on the stock exchange in 1991 and subsequently made a series of high-
profile acquisitions including 1,864 former Whitbread pubs from Laurel Pub Company and an estate of 
4,054 pubs from Unique Pub Company.

Traditionally, the company has operated what is known as a ‘beer-tie’ arrangement. This means that tenants 
renting public houses from them are under contract to buy beer, ciders and alcopops from Enterprise only. 
Under some leases, tenants are also required to purchase other products such as soft drinks, wines and 
spirits from Enterprise, although this is not as widespread as the beer-tie.

This way of business is under threat by the Government, who is looking to enact legislation that enables a 
tenant to call for a ‘Market Rent Option’, which could allow them to go ‘free-of-tie’ but pay a market rent. 
In light of this, Enterprise has laid out a clear plan to change the business model to minimise the legislative 
risk. It is due to have +100 managed houses and +300 free-of-tie deals completed by the end of 2016.

In any case, we believe that this is more of an issue for the equity holders than the bond holders. 
Interest payments are almost twice covered by earnings and the bonds are fully backed by a property 
portfolio.

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 BB- rated by S&P and B1 by Moodys. It is notable that Standard & Poor’s gives the instrument 
a recovery rating of “1”, which “denotes an expectation of very high (i.e. 90%-100%) recovery in the event of 
default.”

The bond has a face value of just £1,000 and pays a 6.375% coupon in two semi-annual instalments in 
arrears on 26th March and 26th September in each year until the bonds mature in September 2031. 

The payments of principal and interest on the bonds are secured by first legal mortgages over 886 freehold 
public houses. We believe this is excellent collateral for bondholders and explains S&P’s high prediction of 
recovery should the company fall into liquidation. Given the size of the portfolio, its geographical distribution, 
and the trading profile of the individual properties, it would be entirely reasonable that the portfolio 
would be very attractive to any prospective purchaser. It would allow them to acquire an immediate and 
significant market presence through a single transaction. Indeed, Chartered Surveyor ‘Humberts Leisure’ 
believes that a lotting premium of 20% can be justified and be added to the sum of the individual property 
values in the portfolio on the basis that they could subsequently either be used as pubs, hotels, health and 
fitness centres, nursing homes etc etc.

In addition, if a professional valuation discloses that the value of the property portfolio is less than 1.66x 
the nominal amount of the bonds or the Net Annual Income from the portfolio is less than 1.5x the gross 
annual interest on the bonds, Enterprise will be obliged to charge property and/or money so that thereafter 
the value of the portfolio is not less than 1.66x the value of the bonds and the Net Annual Income is not 
less than 2x the gross annual interest on the bonds.

In summary, the bond looks excellent value against the 1.9% offered by the benchmark Treasury gilt with 
a similar maturity. Priced at 97.5%, the bond offers good recovery/price performance potential and in the 
meantime has a very attractive GRY of 6.6%.
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Investment Calendar:
This is another busy month for company announcements: it’s the busiest in the year for FTSE 250 companies, 
with 75 companies announcing their prelims this month (along with 22 FTSE 100 companies).

2nd March FTSE 100 review announced
4th March Nonfarm payroll report
9th March New Moon (markets tend to reach tops around this time)
10th March ECB Meeting
15th March Two-day FOMC meeting starts
16th March UK Chancellor’s Budget
17th March MPC interest rate announcement at 12 noon
18th March Options Expiry Day
23rd March Full moon (markets tend to reach a low point around this time)
25th March Good Friday-LSE closed
28th March Easter Monday-LSE closed 

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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