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Introduction:
The FTSE 100 climbed 95 points in April, in keeping with its historic pattern of being the 2nd best 
performing month of the year. We have now entered the traditionally weaker half of the year and short-
term indicators have turned more benign. Earnings are down 6% year-on-year in the all-important US 
stock market yet investors seem uncommonly sanguine, bidding stocks higher without the support of rising 
earnings or encouraging domestic data. Despite this, we believe it is too early to call the end to this cycle 
and recommend that investors remain fully invested.

Economics:
The Office for National Statistics said the UK economy grew 0.4% in the first quarter after expanding 0.6% 
in Q4 2015. Driving the slowdown was a slump in manufacturing and construction, which offset continued 
growth in the UK’s dominant services sector. Economists had expected the economy to lose some steam 
in the first months of the year, citing financial-market turmoil in January as well as patchy growth in the 
global economy. Some also suggested that uncertainty surrounding the outcome of the EU referendum may 
have weighed on growth. Bank of England officials have said that they expect the economy to expand more 
slowly in the first half of the year than it did in late 2015 as uncertainty over the referendum outcome 
persuades firms to delay hiring and investment.

It’s been a long and tortuous journey, but the eurozone economy is finally back to the size it was before 
the global financial crisis. Eurostat, the EU’s statistics agency, said the 19-country currency bloc expanded 
by a quarterly rate of 0.6% in the first quarter. It appears that the eurozone has benefited from a number 
of factors, particularly the fall in oil prices, which helps an economy that is a net importer of crude. The fall 
in the value of the euro has helped the region’s exporters, particularly in Germany. In addition, the ECB’s 
monetary stimulus measures and less stringent budgetary policies by governments appear to be helping. 
Tomas Holinka, an economist at Moody’s Analytics, thinks that higher eurozone growth will be one reason 
why inflation “should return to positive territory in the second half of the year.” 

The US economy expanded in the first quarter at the slowest pace in two years as American consumers 
reined in spending and companies tightened their belts in response to weak global financial conditions and 
a plunge in oil prices. GDP rose at a 0.5% annualized rate after a 1.4% fourth-quarter advance, less than 
the 0.7% median projection and marked the third straight disappointing start to a year. Growth this slow 
indicates the US economy may have “slipped into ‘stall speed’, that is, growth so weak that the economy loses 
enough momentum and slides into recession”, according to economists at JPMorgan Chase. The good news is 
that American employers are still adding plenty of jobs, which is expected in the months ahead to fuel an 
economy that’s still outshining much of the world.
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Market Commentary (cont)
Technical Analysis: 
The technical picture looks robust, with the FTSE 100 safely above its long term and medium term  moving 
averages. The RSI is 54% - bullish without being in overbought territory. The ADX has fallen to just 10%, 
firmly suggesting that we are still in a period of range-bound trading. We see support at the lower Bollinger 
band (6,090) and resistance at the upper Bollinger band (6,460). 
“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,.

May 
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%. May is the 3rd worst performing month, rising just 50% of all the years in May, with an average return 
of -0.2%. There are only three months since 1970 where the market has an average return of below zero, 
the other two being June and September.

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

Sell in May and go away; don’t come back till St Leger Day 
Historically, this is the worst time of the year. Since 1966 to 2009, the FTSE All-Share has returned an
average  of  just  0.7%  between  May  Day  and  Halloween  (it  is  known  as  the  Halloween  effect  in  
the  US) compared with 7.8% between Halloween and May Day. Some investors, therefore, tend to reduce 
exposure to the stock market from May. Our pagan ancestors knew this, which is why Beltane is a time 
of festivity (where people look ahead to fertility, plenty and joy) while Samhain marks the beginning of the 
“darker half” of the year. In March & April lighter evenings and warmer days cheer us up, which makes us 
more willing to take risks such as buying shares. So prices rise to high levels, which are difficult to sustain 
over the summer. In the autumn the darker nights make us more gloomy, with the result that prices fall to 
low levels from which they recover.

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, sheep, 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:
“Financial peace isn’t the acquisition of stuff. It’s learning to live on less than you make, so you can give money back 
and have money to invest. You can’t win until you do this.” - Dave Ramsey

By being modest in your spending, you can ensure you will have enough for retirement and can give back 
to the community as well.

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 moves to equalweight. May is the 3rd worst performing 
month of the year, rising just 50% of all the years in May, with an average return of -0.2%. With the market 
at elevated levels, now is not the time to chase the rally. However, we would not sell either.  We are not in 
the prediction business, but we do attempt to analyse and assess the operating environment for clues as 
to what might happen. 

The environment at present is not perfect (US Q1 ’16 earnings are 6% down year-on-year) but it is 
much less scrambled that it was in the two recent ‘cliff dives’ witnessed in the market in January and 
August. At those times, the stock market was confronting enormous volatility and turbulence in currencies, 
commodities & energy. In our view, these have stabilised over the last few months. The disconnect on 
monetary policy in the US Fed (restrictive) and global central banks (accommodative) is well known and 
no longer seems a source of consternation either.  In short, the “new normal” in currencies, commodities, 
energy and interest rate policy gives markets further room to run, rather than impetus to correct.
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Tweet of the Month:
“Investors can be categorised as raiders, connoisseurs, assassins, rabbits and hunters. Which ones are you?”

Between 2006 and 2013, 45 of the world’s top investors were given between $25m and $150m to invest by 
Old Mutual’s fund of funds manager Lee Freeman-Shor. They were given strict instructions that they could 
only invest in ten stocks that represented their very best ideas. It seemed like a fool proof plan to make a 
lot of money, what could possibly go wrong? After all, these were some of the greatest minds at work in 
the markets - from top European hedge fund managers to Wall Street legends. Shockingly, a toss of a coin 
would have been a better method of choosing whether or not to invest in a stock.

Nevertheless, despite being wrong most of the time, many of these investors still ended up making a lot 
of money. How could this be? 

Mr Freeman-Shor subsequently wrote a book on his observations, ‘The Art of Execution; How the world’s 
best investors get it wrong and still make millions’. “The basis for the whole book was the case of one very 
famous fund manager, an absolute legend who would appear on TV,” he said. “I knew that most of his ideas didn’t 
make money, yet the performance was very strong. I had to know why”. 

In the book he records his observations and concludes that in general, when it came to stock picking, 
all the managers were much of a muchness; of the 1,866 investments made, only 49% made money - but 
what separated the winning portfolios from the also-rans was knowing what to do when they were win-
ning and what to do when they were losing. In brief, the bulk of their success came from wisely managing 
their positions. Winning big on just a few successes and minimising losses meant a manager could still do 
seriously well, even when fewer than half of his bets came off. Mr Freeman-Shor placed the managers into 
five categories.

When dealing with winners, he classified investors as either raiders or connoisseurs:
i-Raiders
Raiders snatched at any profit they made; 10%-30% was enough. The proceeds were then reinvested, but 
as mentioned earlier, only with a 49% chance of success.

ii-Connoisseurs
The connoisseurs let the winners run, perhaps trimming now and then but at least having a decent ex-
posure to the holding for the period. They take small profits along the way but keep the majority of their 
positions in play, riding their winners and picking up stock on any setback.

When it came to handling losing investments, he classified investors as either:
i-Assassins
An assassin is an investor who deals promptly and unemotionally with his failures; he cuts losses early, or 
at least at a predetermined level (a 20%-33% stop loss) in order to minimise damage to the overall portfo-
lio and move on. Some investors get a wonderful feeling of release after cutting a losing position; they no 
longer waste an inordinate amount of time and energy worrying about what to do with the holding but 
can move on and reinvest the capital, hopefully in a winner. Of the 946 losing investments, 41% saw their 
share price decline further. Of the stocks that subsequently rallied, only 37% returned more than 20%. So, 
the author concludes, “two-thirds of the time you are likely to be better off cutting a losing position.”
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Market Commentary (cont)
Tweet of the Month (cont):
ii-Rabbits
These investors fail to act when an investment falls, like rabbits in the headlights neither cutting nor adding, exhibiting 
a buy and hope mentality. The rabbits had the worst performance by far. They did not adapt to changing circumstanc-
es; they did nothing to mitigate a losing situation. Of the 946 investments that lost money, 19 lost more than 80% 
and 131 lost more than 40%. Of those that fell by 40%, not one eventually produced the required returns to get back 
to breakeven. The problem with a stock that is down 40% is that it has to gain 67% just to get back to break-even.

iii-Hunters
Instead of exiting quickly like assassins or freezing when a share falls like rabbits, hunters use a price fall of 20%-30% 
to buy more at the lower price in an attempt to average down and salvage the investment. By doing so, it was possible 
for them to make money even if the share failed to recover to the value at which they originally bought. This obvi-
ously took conviction that the original investment decision was correct, but also a ready supply of cash in order to 
buy more. Investors could replicate this method by buying in stages to leave themselves the money to average down.

The best combination was the connoisseur/assassin. “The most successful investors I worked with, those who made 
the most money, all had one thing in common: the presence of a couple of big winners in their portfolios. Any ap-
proach that does not embrace the possibility of winning big is doomed” he said. 

By far the worst combination was the raider/rabbit; indeed, raiders are often rabbits when they’re losing - and the 
combination is fatal.
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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 - In-
dustrial Engineering from 1st January to 31st March, Personal Goods from 1st April to 30th June, Technol-
ogy Hardware & Equipment from 1st July to 30th September and Chemicals from 1st October to 31st De-
cember. 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 (2385p, 21.5x 
P/E, 2.3% yield, ~36% 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 trade fairly flat for the first two weeks, and then prices drift lower 
in the second half of the month. Going short the market via a CFD before the final two week of the month would 
be the best way to capture this move.

Weakest Weeks
The week starting the 23rd of May is the 3rd weakest week of the year, falling 59% of the time, posting an 
average loss of 0.3%. Going short the market via a CFD would be best to capture this move.

Option of the Month
Sell IAG July 460 puts at 12.5p

Strike price at the lower end of the stocks trading range. Stock is trading on a low P/E ratio of 5.9x, is 
yielding 4.5% and has 43% 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:
Crest Nicholson  521p, 5.4% yield, 8.3x P/E
Private investors from the Middle East and elsewhere have spotted an opportunity in pre-referendum 
jitters affecting the London commercial property market - seizing the chance to buy landmark buildings 
while large institutions hold back. 

We have also seen the results of this nervousness in the quoted property shares listed on the LSE, which 
have fallen significantly over the last several months as fears of a BREXIT gather pace. Indeed, the polls have 
it as neck and neck with the BREXIT campaign even eking out a small lead. However, if the last election has 
taught us anything, it is that opinion polls can be wildly unreliable for a multitude of reasons. In contrast, 
the bookmakers, who have skin in the game, cannot afford to be idealistic and make the odds of a BREXIT 
at just 33%. As was seen in the Scottish Independence Referendum, when voters enter the polling booths, 
they tend to vote with their head rather than their heart. With this in mind, now could be an opportune 
time to capitalise on this mispricing. If the UK electorate does not vote to leave the EU, the shares should 
witness a significant rally.

Quite apart from the BREXIT issue, in a world that seems concerned about oversupplied situations globally, 
this sector offers the reassurance of the long build-up of an undersupply of UK housing (the deficit of the 
number of available homes versus the number of households seeking a home). The lack of supply has also 
historically been exacerbated by a highly restrictive planning regime and a lack of investment in areas such 
as affordable housing.

To gain exposure to this sector, investment bank HSBC has included Crest Nicholson as one of its top 
picks, offering investors the twin benefits of a blend of growth and high income.

Crest Nicholson is a UK-based residential developer and is primarily focused on southern England. The 
company’s portfolio includes design-led housing developments and urban regeneration schemes with a 
blend of residential and commercial uses. Originally founded in 1963, the company trades on the London 
Stock Exchange and is included in the FTSE 250 index.

HSBC outlines the following bullish factors for the stock:

1)High operating margins and investment returns
The group’s operating margins (~20%) and RoIC (~18%) are at the top end compared to its peers and 
warrants in their view a premium valuation. The geographic spread of the business (from the River Severn, 
to West Sussex, and Suffolk and Kent) means it is exposed to some of the most sought after locations in 
the UK. 

2)Top drawer growth
The company’s growth is at the top end of the sector. From its recent low volumes of 1,520 homes in 
2011, the group has grown volumes by ~80% in 2015 to 2,725 homes. The group had previously indicated 
that by 2016 it would be able to get to get to ~3,500 units of production, but now with the new Chiltern 
division, management is targeting further growth to ~4,000 homes by the end of 2019. Management also 
believes that the London business (focusing on some of the more affordable outer boroughs) is capable of 
potentially doubling production.
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Market Commentary (cont)

Recommended Investment (cont):
3)High sales rate and long land bank
The group has the highest weekly private sales rate per outlet (at 0.9) amongst its peers, which together 
with increases in the number of outlets will help volume growth. The group’s land pipeline, which currently 
stands at 5.9 years, supports future growth. To help deliver on its ambition of 4,000 homes by 2019, the 
group has been moving out of central London into lower priced areas (eg Zones 3 and 4), which should be 
able to get more support from the new ‘London Help to Buy’ schemes.

4)High weighting to the South of England
The group’s weighting towards southern England is amongst the highest in the sector. The UK housing 
market’s fundamentals are better in the southern regions (with central London affordability being the 
exception), to which the group is better placed to raise its selling prices than most of its peers.

5)High margins sustainable in the long term
Gross margins currently stand at 27.5%, the second highest in the sector.

6)High and increasing dividend
The forecast dividend yield for 2016 is 5.4%. Alongside this, the group’s current dividend cover of 2.5x is 
being progressively reduced towards the medium-term target of 2.0x, making the dividend yield on offer 
potentially rising to 7.4% in 2018.

Considering all of the above and the 37% potential upside to the average broker price target, we rate the 
shares a strong buy.
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Investment Calendar:
4th May ECB Meeting
6th May Nonfarm payroll report
  New Moon (markets tend to reach tops around this time)
12th May MPC interest rate announcement at 12 noon
18th May ECB Meeting
23rd May 3rd Weakest Market Week
30th May Spring Bank Holiday - 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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