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Introduction:
November is typically a good month for the stock market, rising on average 0.7%. Of course this month, all 
eyes will be on the US Presidential Election to be held on the 8th of November. We believe investors will 
welcome the clarity that a final vote brings, regardless of the outcome (though we see a Clinton victory) 
and expect a typically strong close to the year in what is the market’s best quarter.

Economics:
Britain’s economy grew faster than expected (0.5% vs consensus estimates of 0.3%) in the three months 
after its vote to leave the European Union despite concern that uncertainty over the country’s future 
would weigh on business. Analysts had feared the economy would grind to a halt or even contract after the 
vote, which has seen some business activity take a substantial hit. The pound has plunged, an indication of 
investor concern about the country. But the weaker currency also helps British exporters and encouraged 
spending by tourists. The data is likely to dampen expectations that the Bank of England might offer more 
stimulus soon.

One of the sicker patients of the global economy is showing some signs of a sustained return to health. 
The composite PMI for the Eurozone as a whole in October, combining manufacturing and service sectors, 
showed a reading of 53.7, the highest for the year and well above the 50 level which denotes static output. 
But with overall inflationary pressures still muted in most parts of the Eurozone, the ECB will have little 
choice but to extend its asset-purchase programme for another six months at least, when it meets again 
in early December.

The American economy moved into a higher gear last quarter, expanding at an annual rate of 2.9% and 
riding continued strength among consumers and a better performance in global trade. While the pace of 
economic growth in the third quarter fell well short of previous achievements, the latest data represented a 
significant improvement from the first half of 2016 and the best quarterly advance in two years. Economists 
also said the gains were probably strong enough to reassure Federal Reserve policy makers that it was safe 
to raise the benchmark interest rate when they meet in December.
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Market Commentary (cont)
Technical Analysis: 
Technically, the market is still at risk of a large pull back. The FTSE 100 is 534 points above its 200-day mov-
ing average and the RSI has unwound to 39%, reflecting that recent momentum has been to the downside. 
On the other hand, the ADX is just 13%, a sign of a trendless market, where support should be found at the 
upper and low Bollinger banks – 7,090 and 6,895 respectively.

“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,.

November  
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. Since 1984 the FTSE 100 has risen 57% of the time in November, with an average return of 0.7%, 
making it the 6th best month of the year.

Fourth Quarter 
The FTSE 100 has risen 23 of the 32 years in the fourth quarter between 1984 and 2015, posting an average 
gain of 3.6%.

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, 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:
“We stand today at a crossroads: One path leads to despair and utter hopelessness. The other leads to total 
extinction. Let us hope we have the wisdom to make the right choice.” - Woody Allen

It is surprising that, in a country of 320 million people, Hilary Clinton and Donald J Trump represent the best 
Presidential candidates the United States can offer. As American stand-up comedian George Carlin wryly 
observed “In America, anyone can become president. That’s the problem.” Of course, with the United States 
being governed under a Federal system, the office of President, with the major exception of foreign policy, 
can be said to be more ceremonial than anything else, responsible for such exciting tasks as establishing 
postal offices and setting standard weights and measures. Indeed, as Mark Twain once said “If voting made 
any difference they wouldn’t let us do it.” With these two candidates, that’s just 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 remains at overweight. Investment firm Argus Research is 
continuing to model high-single-digit to low-double-digit annual EPS growth in the fourth quarter followed 
by 12% EPS growth in 2017 S&P 500 earnings. This is based on a strong consumer buoyed by jobs, wages, 
and still cheap gasoline. Amid commodity and energy stability, the US industrial economy is also showing 
signs of awakening.
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Market Outlook (cont):
Meanwhile, core US GDP growth is growing at 2% and interest rates will remain low on a historical basis 
into 2017. Bull markets do not die from old age but from asset bubbles, recession or inflation and none 
of these appear imminent. As currencies and commodity prices continue to stabilize across 2016 and into 
2017, the environment should become more favourable for growth. 

Equities are not particularly expensive given current AAA bond yields and inflation, with the S&P 500 
trading on 17.7x earnings. Argus Research sees fair value of about 2,280, implying 7% capital appreciation 
from current levels.

The opinion polls are now suggesting that Hillary Clinton has a 91% chance of winning the US Presidential 
Election. Even if Trump were to pull off a Brexit-style victory, we do not see the markets falling for long 
and like Brexit, envisage them following a V-shaped recovery. We have heard time and time again that the 
current election is like no other. However, after the votes are counted, the bitterness of election season 
has historically given way to euphoria on one side and grudging acceptance on the other, creating an 
environment allowing normal functioning of government. We believe investors will welcome the clarity that 
a final vote brings, regardless of the outcome. We continue to expect a typically strong close to the year in 
what is the market’s best quarter.

Tweet of the Month:
“A new generation of consumers has recently become the largest demographic group in the US, demanding sustain-
able products and services.”

Defining the Millennials
There are now over 92 million ‘Millennials’ in the US - those born between 1982 and 2000 and ranging in 
age from their mid-teens to their mid-30s. 

Millennials have $300 billion in direct purchasing power, mostly represented by the older Millennials al-
ready established in their work and now with young families. They also have an additional $500 billion in 
indirect purchasing power, represented by the spending of their mainly Baby Boomer parents on housing, 
clothing, education, healthcare and entertainment.

Millennials are already coveted by marketers, even though they control less than 40% of their purchasing 
power. As Millennials mature, they will increasingly control their own spending - and disposable income will 
further rise as mid-20s Millennials pay off their “mountain” of student debt.

A different kind of rebellion
The Baby Boomers, those born between 1946 and 1964, were such a mighty demographic force that they 
over-shadowed the follow-on “Generation X” (those born from 1964 to 1982). While there was some 
second-generation overlap, many Boomers competed for jobs with Gen X instead of parenting them.

Boomers, in their younger days, openly fought with their “Greatest Generation” parents over politics, race, 
feminism and drugs. But over time, their fire died down. Boomers, for all their early rebelliousness, grew 
up on Classic Coke and Big Macs, and never really questioned where their jeans and trainers were made.
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Tweet of the Month (cont):
Millennials are staging a subtler but more-sustained rebellion. They don’t decry their parents’ beliefs or 
tastes; they simply have not adopted them.  Without  the  protest-march  fanfare  of  young  Boomers,  Mil-
lennials  have  quietly  extracted elements of the 1960s and 1970s counter-cultural ethos, including “back 
to the land,” “sustainable” and “green”.

Shaping an evolving, sustainable future
Millennials have grown up in the digital age, which has granted them insight into the real world never expe-
rienced by prior generations. Immersed in real-time news, Millennials insist that their devices and clothes 
come from workplaces that use resources sparingly, practice sustainability and treat workers fairly.  In 
short, Millennials are completely at home in the consumer economy; but they’re reshaping it to produce 
the products and services they want.

Millennials have been surrounded by fantastic affluence, but they have also seen their middle-class parents 
fighting to hold onto their lifestyles.  After watching corporations discard their parents when they reach 
50 or 55 years of age, Millennials seek to build careers rather than earn salaries; value co-worker networks 
over any single job; and start their own companies with unmatched entrepreneurial zeal.

Building a Millennial generation portfolio
The intersection of these trends - sustainability, healthier living, entrepreneurial spirit, modern lifestyle, 
popular products and an evolving economy - has resulted in the emergence and growth of numerous 
companies well suited to the new generation. Many of these companies are expected to be future industry 
leaders.

Investment firm Argus Research has built a Millennial Generation Portfolio of 40 stocks, applying concepts 
such as industry diversification, balance sheet strength and growth at a reasonable price. We have nar-
rowed these down to the most attractive stock we feel there is in each of the six Millennial themes.

Company  Price  Target Price Upside P/E Millennial Aspect
Facebook   $130.99  $157.00  20%  45.6x Entrepreneurial Spirit
First Solar   $40.49  $50.90  26%  10.8x Evolving Economy
UnitedHealth   $141.33  $165.00  17%  20.0x Healthier Living
Walt Disney   $92.69  $106.00  14%  16.0x Modern Lifestyle
Monster Beverage  $144.34  $178.00  23%  36.8x Popular Products
Accenture   $116.24  $129.00  12%  19.9x Sustainability



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

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 - 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 Victrex Plc in the fourth quarter (1754p, 18.3x 
P/E, 2.7% yield, 0% 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 rise in the first three days before then falling back. It has a 
tendency to increase quite strongly over the final seven trading days of the month. Going long the market via 
a CFD on 21st November would be best to capture this move.

Gold Strength
Gold tends to enjoy good gains in November rising 60% of the time since 1986 with an average gain of 
~1.3%.

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, November has statistically been a weak month for GBP/USD, 
falling on average almost 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 strongly in November 
is an option e.g. Shire Plc.

Trading Days around US Election
US presidential elections are held every four years on the Tuesday following the first Monday in November 
(hence they are always between the 2nd and 8th of November). The newly elected president takes office 
at midday on Inauguration Day (20th of January the following year).
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Trader’s Corner (cont):
Since 1972, the four days leading up to the election have led to an average gain of 1.61%. The Election 
Day itself has been the strongest day with an average return of 0.64%. In the four trading days thereafter 
the market has fallen by 0.77%. Buying the FTSE 100 via a CFD on 2nd November before going short on 9th 
November would be the best way to capture these moves.

Option of the Month
Sell British American Tobacco December 4400 puts at 45p

Core defensive stock yielding 3.6% with 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:

JP Morgan Global Convertibles Income Fund 95p, 4.7% yield
JPMorgan Global Convertibles Income Fund (“JGCI”) was launched in June 2013, when it raised £136m to 
invest in a portfolio of global convertible bonds. The investment trust is listed on the main market of the 
London Stock Exchange.

A convertible is typically a bond with an embedded option which allows it to be swapped for a company’s 
shares on prescribed terms. In practice, convertibles perform like debt-equity hybrids and are expected to 
exhibit bond-like characteristics, providing income in normal and falling equity markets, but grow like an 
equity when share prices rise. 

The fund’s objective is to deliver dividend income with the potential for capital growth from a portfolio 
of global convertible securities. It aims to pay dividends of 4.5p per share per annum, paid in quarterly 
instalments. The fund makes good use of the closed-ended fund structure, which allows the managers to 
take advantage of smaller, less liquid investment opportunities that would not be suitable for their larger 
open-ended funds because of the need to manage liquidity as a result of daily inflows and outflows.

The portfolio is highly diversified, holding approximately 100 securities in order to reduce stock specific 
risk. Typically the fund will not invest in issue sizes of less than US$80m, and the managers are limited to 
holding no more than 10% of any particular issue. The fund hedges all of its non-sterling assets and income 
back to GBP. The portfolio’s duration is relatively short at only 3.3 years, mitigating a degree of interest rate 
risk as reflected by the fund’s interest rate sensitivity at 2.9x. This implies that a 1% upward shift in the yield 
curve would result in a 2.9% reduction the value of the fund’s portfolio and as such means that the impact 
of a rise interest rates should be relatively limited.

Having initially traded at a premium, the fund now trades at a discount, which currently stands at 5%. The 
fund has shareholder authority to buy back up to 14.99% of its issued share capital annually and seeks to 
renew this authority at each AGM. The Board has also stated that it would expect to buy back shares if 
the discount to NAV “exceeds 5% for any significant period of time”. We think that downside discount risk is 
therefore limited and that the current discount of 5% represents an attractive entry point.

http://www.gam.gi/uploads/files/Promo%20Links/a%20guide%20to%20traded%20options%20market.pdf
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Recommended Investment (cont):
It is interesting to note that JGCI has delivered positive NAV performance in 26 of the 39 months since 
its launch in June 2013. In months when equity markets have delivered positive returns, the fund’s NAV 
has lagged both equity markets and high yield markets. However, in months when equity markets have 
delivered negative total returns the fund has outperformed.

In summary, we believe that a 5% discount to NAV, 4.7% dividend yield, low correlation to equity 
markets (the fund has a beta of just 0.09) all add up to an attractive proposition for shareholders and rate 
the fund a strong buy.
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Investment Calendar:
November is a busy month for FTSE 350 interim results
1st November  FOMC Meeting
3rd November MPC interest rate announcement at 12 noon
4th November  Nonfarm payroll report
8th November  US Presidential Election
14th November Full Moon (markets tend to reach a low point around this time)
18th November Options Expiry Day
24th November Thanksgiving Day - NYSE closed
29th November New Moon (markets tend to reach tops around this time)
30th November 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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