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FTSE 100 5,500

VIX 33

GBP/EUR 1.15

FTSE 100 6,793
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VIX 11.6%

S&P 500 2,182

Gold $1,332

GBP/EUR 1.1788

GBP/USD 1.3063

Introduction:
The FTSE 100 has continued to gain ground following the UK’s shock Brexit vote. A lot of this can be 
attributed to the devaluation in the pound, which will increase the value of such internationally focussed 
companies. The FTSE 250, on the other hand, has only just surpassed its level of the 23rd of June. Still, the 
performance has been impressive but considering we are now in the seasonally weaker part of the year, we 
would argue for caution over the next few months. Markets never go up in a straight line and a short-term 
pullback would indeed be healthy for the markets before its traditional strong finish to the year.

Economics:
The repercussions of the UK’s decision to leave the EU are now starting to be seen in the cold economic 
numbers covering the month of July. Consumer confidence saw its sharpest monthly fall for 26 years. 
Manufacturing activity contracted at its fastest pace for three years, falling to 48.2. Activity in the construction 
industry fell for the second month with output shrinking at the fastest pace since June 2009. Finally, the jobs 
market suffered a dramatic freefall, with permanent hiring dropping to levels not seen since the recession 
of 2009. In response, the Bank of England has cut interest rates from 0.5% to a record low of 0.25%, its 
first cut since 2009. The Bank also announced a range of measures to stimulate the economy and made the 
biggest cut to growth forecasts since it started making them in 1992.

The eurozone’s economic recovery, in contrast, has remained resilient. The final reading of Markit’s July 
purchasing managers’ index rose to 53.2, up from 53.1 in June and well above the 50 level that marks 
an expansion in activity. Businesses hired workers at the fastest pace in more than five years, a sign they 
expect output will continue to rise. Despite this, the composite PMIs pointed to a divergence in the growth 
of the eurozone’s largest economies. The recovery is increasingly being driven by Germany, where activity 
grew at the fastest pace in seven months. On the other hand, French activity barely increased while Spain’s 
composite PMI fell to a 32-month low. If sustained, that divergence will make it more difficult to find a 
monetary policy that suits both Germany and the rest of the currency area.

The United States isn’t just continuing to add jobs, it’s strengthening as well. The economy added 255,000 
jobs in July, far surpassing economist expectations of 182,000 with unemployment holding steady at 4.9%, 
near an eight-year low. Annual wages also rose at an annualised rate of 2.6%, which is big news in a job 
market that has experienced a tepid recovery when it comes to pay. If the quality of jobs continues to lift 
wages and hours worked, it will translate into gains for consumers and strengthen the economy further.
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Market Commentary (cont)
Technical Analysis: 
We feel the market is hugely overstretched at current levels and highly susceptible to a pullback. The FTSE 
100 is now 572 points above its 200-day moving average and that is not sustainable in the short-term. We 
see support at 6,200 and heavy resistance at the psychologically significant 6,800 level, just 24 points away.

“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,.

August 
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%. 
August is historically the 7th best performing month, rising 58% of all the time, with an average return of 
0.5%.

Third Quarter 
The FTSE 100 has risen 20 of the 33 years in the third quarter between 1984 and 2015, posting an average 
gain of 1%.

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:
“Speculation is an effort, probably unsuccessful, to turn a little money into a lot. Investment is an effort, which should 
be successful, to prevent a lot of money from becoming a little.” -  Fred Schwed Jr

Fred Schwed’s definition of speculation, written in 1940 in his seminal book “Where Are The Customer’s 
Yachts”, rings as true today as it did then. Speculating and investing are two separate activities, each with 
different mindsets. And only one, statistically, leads to financial autonomy. Not to mention that most desired 
of treasures, peace of mind.

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 underweight. Markets do not go up in a straight 
line and a pullback from these levels is not only likely but would indeed be healthy. Such a pullback would 
merely consolidate recent gains and build a consolidation base for further advance. Seasonally, we are in the 
weakest half of the year, the strongest half not really starting until the beginning of November.

Recent economic indicators suggest a slowdown in the UK economy, which would particularly affect 
cyclical and domestic-focussed companies, such as those listed in the FTSE 250. These include:

1-The composite PMI is pointing to downside GDP growth
2-The CBI business optimism survey has revealed a sharp contraction in UK investment
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Tweet of the Month:
“A low cost of capital, weak economy and overvalued currency are all driving Chinese firms to expand aggressively 
via overseas acquisitions”

The themes that run through the M&A strategies of Chinese companies typically include 1) an appetite 
for high-end industrial technology, 2) branded goods, 3) excess savings looking for yield, and; 4) lifestyle/
entertainment assets. With this in mind, we highlight the following stocks that are potential targets.

1- An appetite for high-end industrial technology (e.g. Capital Goods)
Company  Sector   Price P/E Yield Av Target Price Av Upside
Bodycote  Industrial Engineering 589p 15.6x 2.8% 654p   11.0%

An underlying industrial theme is China’s desire to acquire the technology it lacks, in turn moving up the 
value chain.  We have seen increasing interest from Chinese buyers in the Capital Goods sector in recent 
years, particularly in areas such as Robotics, Factory Automation, Lighting and Appliances.

2-Branded goods (e.g. Tobacco)
Company  Sector   Price P/E Yield Av Target Price Av Upside
Imperial Brands Tobacco  4049p 22.8x 3.6% 3878p   -4.2%

The tobacco sector offers potential for consolidation globally with China showing particular interest. Im-
perial Brands has been rumoured to be a target for the Chinese for a while. In China, there is currently 
a state-owned monopoly (China National Tobacco Corporation) whose aim is likely to obtain expertise 
from robust production facilities and expand its brands outside China. China National Tobacco Corpora-
tion generates enough profits in a year to buy out Imperial so financing will not be an issue.

3-Excess savings looking for yield (e.g. Utilities)
Company  Sector   Price P/E Yield Av Target Price Av Upside
Centrica  Gas, Water & Multi 233p 14.7x 5.4% 232p   -0.4%

The inherent desire for yield highlights an interest in assets such as utilities from Chinese investment funds. 
UK utilities have traditionally attracted interest from overseas investment funds due to the regulated, 
inflation-linked revenues and asset bases. China Investment Corporation, a sovereign wealth fund respon-
sible for managing part of the People’s Republic of China’s foreign exchange reserves, has a stake in Thames 
Water and we believe they could look to invest further in UK regulated assets.

Market Outlook (cont):
3-The CBI survey on reported retail sales has weakened sharply, pointing to slowing consumption
4-Consumer confidence has seen the biggest monthly drop in 5 years

Thus, we would look to take advantage of the market strength and take some money off the table by 
reducing exposure to the more cyclical names with a view of reloading later in the year.
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Tweet of the Month (cont):

4-Lifestyle/entertainment assets (e.g. Travel & Leisure)
Company  Sector   Price P/E Yield Av Target Price Av Upside
Intercont. Hotels Travel & Leisure 3174p 17.0x 2.7% 4270p   34.5%

Appetite for lifestyle and entertainment are still at the heart of the drivers of the behaviour of the Chinese 
consumer. During the Marriott/Starwood process, Starwood received a cash bid from a consortium led by 
Chinese insurance group Anbang, and whilst unsuccessful, it showed the appetite for interest in the hotel 
sector. Intercontinental Hotels is already one of the most likely bid targets in Europe with its simple busi-
ness model, global footprint, and strong EPS growth (2015-18e EPS CAGR of 14%).
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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 Laird Plc in the third quarter (331p, 13.9x P/E, 
4.3% yield, ~20.5% 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 drift lower for the first couple of weeks and then increase for 
the final two weeks. Going long the market via a CFD on the 15th of August would be the best way to capture 
this move.

Strongest Weeks
The week starting 1st August is the 5th strongest week of the year, rising 71% of the time, posting an 
average gain of 0.3%.  The week starting 22nd August is the 2nd strongest week of the year, rising 74% of the 
time, posting an average gain of 0.4%.  Going long the market via a CFD would be best to capture these moves.

Weakest Days
The 4th of August is the 5th weakest day of the year, falling 71% of the time, posting an average loss of 0.3%. 
The 10th of August is the 3rd weakest day of the year, falling 71% of the time, posting an average loss of 
0.6%. Going short via a CFD would be best to capture these moves.

Option of the Month
Sell Sky October 800 puts at 10.5p

Strike price at a 2-year low. Stock is yielding 3.7% and has 23% 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:

European Equities
Investment bank Deutsche Bank recommends that investors load up on European companies that are 
focussed on Eurozone domestic demand. They see current depressed levels as a good entry opportunity, 
supported by valuations that now look attractive, with the relative P/E, P/B and dividend yield all at 1 
standard deviation away from their long-run averages. Here we list their screen but only include those than 
are trading at a lower P/E that the wider market, have a minimum yield 3% and have at least 10% upside to 
the average broker price target.

Company  Price  P/E  Yield  Av Tgt Price  Av Upside
Numericable-SFR €21.2  11.3x  4.0%  €32.6   54.0%
Commerzbank €5.4  6.5x  4.8%  €7.9   46.6%
Intesa SanPaulo €1.9  8.7x  10.8%  €2.6   36.8%
Credit Agricole €8.0  7.6x  6.6%  €10.2   28.0%
Carrefour  €21.8  12.0x  3.8%  €27.5   25.9%
ING   €10.3  9.2x  6.9%  €12.9   25.2%
Renault  €77.1  5.7x  4.1%  €91.2   18.3%
Volkswagen  €124.0  5.9x  3.1%  €145.0   16.9%
Generali Ass  €11.7  6.9x  7.1%  €13.6   16.0%
RTL Group  €76.6  15.2x  5.1%  €88.1   15.0%
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Investment Calendar:
August is the busiest month for interim results announcements for both the FTSE 100 (43 companies 
reporting) and FTSE 350 (93 companies).

1st August 5th Strongest Market Week
2nd August New Moon (markets tend to reach tops around this time)
3rd August ECB Meeting
4th August MPC interest rate announcement at 12 noon
  5th Weakest Market Day of the Year
5th August Nonfarm payroll report
10th August 3rd Weakest Market Day of the Year
18th August Full Moon (markets tend to reach a low point around this time)
19th August Options Expiry Day
22nd August 2nd Strongest Market Week
29th August Summer Bank Holiday (LSE closed)
31st August FTSE 100 Quarterly Review

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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