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FTSE 100 6,146

Resistance 6,250

Support 6,075

VIX 15%

S&P 500 2,059

Gold $1,218

GBP/EUR 1.2478

GBP/USD 1.4204

Introduction:
The final equity index performance numbers for Q1 2016 are now in the books, and they look much less 
grim than seemed likely in mid-February. In the US, the S&P closed 0.8% higher, well ahead of the main 
Eurozone benchmarks (France -5.43%, Germany -7.2%, Spain -8.6% and Italy, clobbered by the banks, 
-15.4%). In the UK, the FTSE 100 finished 1.1% lower, narrowly beating the Mid 250 (-2.9%) but not the 
SmallCap (-1.0%). Basic materials were the biggest gainers up 18.3% followed by oil & gas up 8.0%. Financials 
lagged, falling 11.1%.  The euro’s rally versus the US dollar, which has now reached +5%, is now providing 
a headwind to performance and may well weigh on European earnings momentum moving into Q2. In 
contrast, sterling’s weakness is providing a boost to earnings revisions in the UK.

Economics:
The UK’s current account deficit widened to a record high of £32.7bn in the final quarter of last year, the 
equivalent of 7% of GDP in that quarter, said the Office for National Statistics. For all of 2015, it came 
to £96.2bn or 5.2% of annual GDP. Both figures were the highest since records began in 1948. A current 
account deficit means the value of imports of goods, services and investment income exceeds exports. 
Howard Archer, chief UK economist at IHS Global Insight, described the figures as “truly horrible” and “a 
particularly uncomfortable development for the UK economy”. “While the markets have so far taken a relatively 
relaxed view of the UK’s elevated current account deficits, it could become an increasing problem if the markets 
lose confidence in the UK economy for any reason - especially given the size of the Q4 2015 shortfall,” he added. 
This would make it harder for the UK to attract the investment inflows that it needs to finance the current 
account deficit and could weigh heavily down on sterling. “An obvious potential trigger for the markets losing 
confidence in the UK economy could be a vote to leave the EU in the 23 June referendum,” he said.

Inflation in the eurozone inched up in March, but remained in negative territory at -0.1%, illustrating the 
continued struggle faced by the ECB to lift inflation in the 19-country currency bloc closer to its medium-
term target of just below 2%. “Inflation is likely to remain close to zero in the next few months before edging 
higher in the second half of the year as negative energy effects finally fade,” said Jonathan Loynes, an economist 
at Capital Economics. “But it looks set to remain well below the ECB’s target of close to 2%, maintaining pressure 
on the central bank for yet more policy support,” he added. At its last policy meeting it decided on a raft of 
new measures to elevate prices and encourage bank lending. It cut all its interest rates, decided to start 
purchasing some corporate bonds, increased its monthly asset purchase total and launched a second round 
of loans to banks designed to encourage them to lend to the private sector.

The US economy shook off concerns of a global slowdown in March and added 215,000 jobs, surpassing 
expectations. The news is likely to bolster the Federal Reserve’s case for further interest rate rises, although 
the Fed chair, Janet Yellen, said this week that the central bank is likely to slow the pace of rate hikes this 
year. “The sustained robust pace of job creation and accelerating wage growth should in theory bolster the Fed’s 
commitment to normalising policy with at least two further rate hikes this year,” said Chris Williamson, chief 
economist at Markit.
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Market Commentary (cont)
Technical Analysis: 
The technical picture looks more solid, with all the major benchmarks safely above their 50-day moving 
averages. The RSI is 61% - bullish without being in overbought territory. The ADX has fallen to just 11%, 
firmly suggesting that we are in a period of range-bound trading. We see support at the lower Bollinger 
band (6,075) and resistance at the upper Bollinger band (6,250). In summary, we continue to see the market 
trading 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.

April 
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%.

April is the 2nd best performing month the year. Since 1987 the market has had an average return of 1.8%, 
rising 71% of the time.

Second Quarter 
The FTSE 100 has risen 19 of the 32 years between 1984 and 2015, posting an average gain of 0.9%.

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.

Fourth-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:
“If you aren’t thinking about owning a stock for ten years, don’t even think about owning it for ten minutes” - 
Warren Buffett

Stocks really should be bought for the long-term. Selling on even the smallest of losses just because they 
are not immediately turning out the way you want is the surest way to losing 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. April is seasonally the 2nd strongest 
month of the year and we are still in the traditionally strong November-April period.

Research house Argus is remaining positive - they think bullish factors outweigh bearish factors at this 
juncture. These include an improving economy, with GDP growing on average 2.5% for the next 2-3 quarters; 
relatively low interest rates; 8% EPS growth in 2016 and strengthening global economies. They see earnings 
and the markets rebounding in the second half, as the dollar and oil price stabilize.

Investment bank Deutsche Bank believes that the recent dovish Fed statement adds to a list of policy 
actions supportive of risk assets over the past two months, which include:
a)The dramatic Chinese credit loosening in January ($500bn of new credit in a single month), and;
b)The dovish ECB announcement of 10th March, which saw the ECB committing to buy corporate bonds 
for the first time.
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Market Commentary (cont)
Market Outlook (cont):
Coordinated or not, this triple policy action reduces negative tail risks by stabilising credit markets, reducing 
the risk of a further Chinese devaluation and providing funding support for European banks.

As a result, Deutsche Bank would not be surprised if European equities showed some upside over the 
coming weeks, as a weaker dollar supports commodity prices, leading to a further tightening in credit 
spreads. The Resources, Financials and Autos sectors should benefit the most in this scenario. ING, BASF, 
Continental and Rio Tinto feature on their screen of European stocks that are buy-rated by their sector 
analysts and tend to outperform when the dollar falls, credit spreads tighten and the oil price rises.
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Tweet of the Month:
“Over the long run, some types of stocks beat the market on average: defensives, momentum and value”

Which poses the question: which ones therefore systematically underperform? One such category is 
growth stocks, and especially the more speculative ones. In the last 18 years, almost since its inception, the 
FTSE Aim index has lost investors an average of 0.7% a year. Bigger growth stocks have done better, but 
have nevertheless underperformed; during this time the FTSE 350’s low-yield index has returned 4.5% a 
year while the high-yield index has returned 6.3%.

This underperformance is more remarkable than it seems, because one thing should have given a massive 
boost to growth stocks - the fall in real interest rates. A fall in interest rates means future cash flows are 
discounted less heavily, which should boost growth stocks relative to value. Since the mid-1990s, real long-
term interest rates have indeed collapsed. Given this, growth stocks should have massively outperformed 
value. But they haven’t. Why not?

A big reason is that investors are prone to some cognitive biases which cause them to overestimate growth 
with the result that ‘growth’ stocks are overpriced and so subsequently underperform. One of these biases 
is ‘overconfidence’: people exaggerate their ability to foresee future growth, and underestimate the extent 
to which it is in fact random. Related to this is the ‘planning fallacy’. We tend to underestimate the extent 
to which things can go wrong - and for a small growth stock, plenty can. Yet another problem is ‘herding’. 
Because the future is uncertain, it’s easy to take our beliefs about it from what others are saying and do-
ing. This carries the danger that we’ll buy near the peak of a bubble. It’s no accident that the IT sector - a 
growth sector - has been so bubble-prone. Luckily, this danger can be reduced by following a simple rule: 
sell when the price falls below its 10-month average and buy when it is above it. A final problem is simply 
that some investors have lottery-type preferences: they want the 10-bagger rather than the get-rich-slow 
defensive stock. This too causes ‘growth’ stocks to be overpriced.

Worse still, some investors might actually exacerbate the overpricing of growth stocks. Many of them can-
not or will not borrow. This means that if they are bullish in general, they will not take a leveraged position 
in the wider market. Instead, they buy high-beta stocks in the hope that they will rise even more than the 
market. Such stocks are often growth stocks - so again, these become overpriced. Economists at AQR 
Capital Management have shown that, on average, it pays to bet against beta.

None of this is to say that growth stocks are always bad. Growth stocks beat value in 2008-09 as high-
yielding builders got clobbered. And they beat value last year because China’s slowdown devastated high-
yielding miners. However, it is by no means certain that growth stocks will get the benefit either of a 
cyclical downturn or of even lower real interest rates in 2016. If they don’t, growth investors will find 
themselves betting against history - yet again.
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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, Personal Goods from 1st April to 30th June, 
Technology Hardware & Equipment from 1st July to 30th September and Chemicals 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 Ted Baker Plc in the second quarter (2632p, 23.8x 
P/E, 2% yield, 31% 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 historically gets off to a good start – the first trading day of April is the fifth 
strongest first trading day of all months in the year. The market then tends to be fairly flat for the middle 
two weeks before rising strongly in the final week. Going long the market via a CFD before the final week of 
the month would be the best way to capture this move.

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, April has statistically been a strong month for GBP/USD, rising 
on average 1%. Going long GBP/USD via a CFD would be best to capture this move. Alternatively, shorting a share 
that derives the majority of its earnings in USD and that historically performs poorly in April is an option e.g. BAE 
Systems (12.8x P/E, 4.3% yield, 11.9% upside to average broker target).

Strongest Days
The 1st of April is the 5th strongest day of the year, rising 78% of the time, posting an average gain of 0.6%. 
Going long the market via a CFD would be best to capture this move.

Weakest Days
The 8th of April is the 2nd weakest day of the year, falling 76% of the time, posting an average loss of 0.3%. 
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 Marks & Spencer June 360 puts at 5p

Strike price at a three year low. Stock has a 4.7% yield and 28% 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:
ISAs
Picking the right investments is paramount but if you don’t hold them tax efficiently they won’t deliver as 
much. One of the most efficient tax wrappers is pensions, however these do not allow you to access your 
money until at least age 55.

A far more flexible tax wrapper, available to UK residents, is the individual savings account (ISA), as you 
can access investments held within this at whatever age you like. Investments held within an ISA do not 
incur capital gains tax (CGT) when sold, and no further tax is payable on any income or interest they yield. 
This means investments within an ISA can grow more than if held outside.

At present the yearly amount you can put into an ISA is far less than what you can put into pensions - 
£15,240 as opposed to £40,000. And you do not get tax relief on investments you put into an ISA – unlike 
with a pension.

But there is no tax to pay as you take out your money which makes ISAs great for drawing an income 
in retirement, and there is no restriction on when or how much money can be withdrawn. It is not a 
pension product but can be a useful complement to a pension for retirement income, particularly when 
it is desirable to draw down capital at a faster rate than permitted in a pension. It is also a great place to 
build up a sum to pay for a house deposit, wedding costs, education fees or all sorts of other savings goals.

Cash and a broad range of investments can be held in two different types of ISAs:

Cash ISA (typically offered by banks)
A cash deposit that is similar to any other ordinary savings account, apart from the tax-free status.

Stocks and Shares ISA (typically offered by stockbrokers)
The money is invested in ‘qualifying investments’, which include:

1) Cash
2) UCITS authorised funds like unit trusts and ETFs as well as investment trusts
3) Shares listed on one of the many recognised stock exchanges, including AIM
4) Fixed interest securities such as treasuries, corporate bonds, debentures and Eurobonds
5) Depository interests such as CDIs or ADRs, provided there is an underlying listing on a recognised 
stock exchange

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):
Subscription Limits
The ISA Allowance for the 2016/2017 tax year is £15,240. For the 2017/2018 tax year, it will be £20,000. 
Confirmation of the current subscription limit can be found on the HM Revenue & Custom’s website 
‘www.hmrc.gov.uk/isa’.

How to Apply
An ISA application form (click here) must be completed every tax year. The terms & conditions to the 
account can be found here.

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

http://www.gam.gi/uploads/files/Trading%20Notes/Other/2016/isa%20form.pdf
http://www.gam.gi/uploads/files/Trading%20Notes/Other/2016/isa%20terms%20%26%20conditions.pdf


Gibr altar Asse t Management
S T O C K B R O K E R S  &  I N V E S T M E N T  M A N A G E R S

Research Disclaimer
Gibraltar Asset Management is a trading name of Gibraltar Asset Management Limited, is a member firm of the London Stock Exchange 
and is authorised and regulated by the Financial Services Commission. Research: Neither the information nor the expressed opinions in this 
document constitute or intend to be an offer, or a solicitation of an offer, to buy or sell relevant securities ( i.e. securities mentioned herein 
and options, warrants, or rights to or interests in any such securities). The information and opinions contained in this document have been 
compiled from, and based upon generally available information and independent research undertaken by ourselves which has been qualified 
and reviewed by our portfolio managers for suitability or appropriateness. However, the accuracy or completeness of the analysis cannot 
be guaranteed. Confidentiality: The information in this document and any attachments may contain proprietary information some or all of 
which may be legally privileged. It must not be disclosed to or used by persons other than the intended recipient. If received in error, please 
notify us immediately and then delete this document. Content: Please note that the content of this document may be e-mailed and may be 
intercepted, monitored or recorded for compliance purposes. Copyright: Copyright in this document and any attachments created by Gibraltar 
Asset Management Limited belongs to Gibraltar Asset Management Limited unless otherwise stated. Care: Gibraltar Asset Management Limited 
shall not be liable to the recipient or any third party for any loss or damage howsoever arising from this document and / or its content, 
including if e-mailed, loss or damage caused by virus. It is the responsibility of the recipient to ensure that the opening or use of this document 
and any attachments shall not adversely affect systems or data. Contact: Telephone +350 200 75181 Mail: gam@gam.gi  Website:www.gam.gi

Market Commentary (cont)

Gibraltar Asset Management Limited
One Irish Place, PO Box 166, Gibraltar

Telephone: +350 200 75181    Website: www.gam.gi 

Investment Calendar:
1st April Nonfarm payroll report
  5th Strongest Market Day of the Year
6th April ECB Meeting
7th April New Moon (markets tend to reach tops around this time)
8th April 2nd Weakest Market Day of the Year
14th April MPC interest rate announcement at 12 noon
15th April Options Expiry Day
21st April ECB Meeting
22nd April Full moon (markets tend to reach a low point around this time)
26th April Two-day FOMC meeting starts

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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