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Introduction:
Not for the first time this year, conventional market wisdom about the response of asset prices to an 
unexpected political development has proven wholly misjudged. Equity markets worldwide took the victory 
of President-elect Donald Trump in their stride, in anticipation of a growth-friendly policy environment 
that should lend some much needed support to the outlook for corporate profits. We remain bullish on 
equities. December is historically the best month of the year for stocks with the traditional “Santa Claus” 
rally making its visit in the last five business days of the year and we advise investors to position themselves 
accordingly.

Economics:
UK GDP figures for the third quarter suggest that the UK economy remains in robust health, a full quarter 
after the EU referendum. The hard economic data has consistently surprised to the upside of expectations 
in recent weeks. Despite fears that an extended period of uncertainty would weigh on corporate decision-
making, business investment expanded by 0.9%. Shoppers remained resilient with consumer spending 
growing by a solid 0.7%, funded by continued growth in nominal wages. Manufacturing order books are 
also rebounding as the impact of sterling’s weakness becomes evident. Of course, Article 50 has yet to be 
triggered and uncertainty will be felt over the coming quarters, but recall that there were warnings from 
the “Remain” camp that investment was being hampered before the vote.

The Eurozone economy continues to make steady if unspectacular progress. The region’s GDP expanded 
by 0.3% in the 3rd quarter, a similar pace to Q2. The November manufacturing PMI of 53.7 was its highest 
since January 2014. CPI inflation remains uncomfortably below the ECB’s central target but it did edge up 
to a 31-month high of 0.6%. All this data makes it a close call as to whether the ECB will extend the planned 
asset purchase plans past the deadline of March 2017, a decision that will take place at this month’s ECB 
meeting.

While investors await more clarity on the policy intentions from the new US administration, GDP rose 
by 3.2% in the third quarter and consumer confidence figures climbed to a post-recession high, reflecting 
a more upbeat assessment of current business conditions and the labour market backdrop. The housing 
market also appears in robust shape with activity levels recovering and prices rising 5.5% year-on-year. The 
surge in the US dollar is reflecting the shifting consensus on this economic growth as well as a 25 basis 
point hike in the Fed funds target range at the FOMC meeting on 16th December, which now looks a done 
deal. Further tightening is now expected through 2017 with one more forecast by June.
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Technical Analysis: 
The stock market has fallen from its elevated level and is starting to look good value again, especially as 
we enter the strongest month of the year.  With the ADX rising to 24, the stock market is now in a strong 
trend, but not overbought with the RSI lying at 47%. We see strong support at the 200-day moving average 
lying at 6,530 and target the market rising to the 50-day moving average of 6,895.

“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,.

December  
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 2.3% on average, 84% of 
the time. 

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:
“There is nothing new on Wall Street or in stock speculation. What has happened in the past will happen again, 
and again, and again. This is because human nature does not change, and it is human emotion, solidly built into 
human nature, that always gets in the way of human intelligence. Of this I am sure. All through time, people have 
basically acted the same way in the market as a result of greed, fear, ignorance, and hope. This is why the numerical 
formations and patterns recur on a constant basis. I absolutely believe that price movement patterns are being 
repeated. They are recurring patterns that appear over and over, with slight variations. This is because markets are 
driven by humans - and human nature never changes.” - Jesse Livermore

Born in 1877, Jesse Livermore is possibly the most famous trader in history. He started trading at the age 
of 14 in the bucket shops of the US. His tape reading skill was so good that these bucket shops eventually
refused to do business with him. At his peak in 1929, he was worth $100 million. Ultimately, he lost his 
entire fortune when he broke his own trading rules. The same trading rules that made him millions caused 
him to lose everything, when he lost control of himself. The recurring patterns can be summarised as:

Rising Market
Optimism, Excitement, Thrill (“Wow, I feel good about this investment”), Euphoria (Point of maximum 
financial risk)

Falling Market
Anxiety, Denial (“Temporary setback. I’m a long-term investor”), Fear, Desperation, Panic, Capitulation (“Maybe 
the markets just aren’t for me”), Despondency (Point of maximum financial opportunity)

Recovering Market
Depression, Hope, Relief, Optimism

As investors, it is important to know that these cycles exist and not to get caught out when the market  or 
stock appears to be at either extreme (e.g. buying at the top and selling at the bottom).
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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. December is historically the strongest
month of the year with the “Santa Claus” rally making its traditional visit in the last five business days of the 
year. It is also a strong quarter for the markets as well as being in the strongest half of the year.

This Bull Market is now the second longest ever, up 225% since March 2009, shortly after Obama took 
office. Age alone does not end a bull market - a recession, catalysed by rising rates or an exogenous shock 
has begun shortly after each major top of the past 25 years. And while Fed hikes “start the clock”, neither 
valuation excesses nor signs of a recession are apparent. 2017 should see balance sheet strength, a return 
to earnings growth after a two year drought, and rising interest rates.

As noted last month, we felt that the markets would not fall for long in the event of a Trump victory and 
saw them following a V-shaped recovery. Investment bank Goldman Sachs is now looking for the S&P 500 
to rise even further as the post-election reflation trade continues through to the January Presidential 
inauguration.

We believe that most of Trump’s more troubling policies (on immigration & protectionism) are likely to 
be toned down, and some of his policies are actually a positive for equities (more fiscal spending and a 
cut in the corporate tax rate). The sectors that should benefit from this result are defence, financials and 
infrastructure. We believe the pharmaceutical sector has priced in too much political risk (effectively 
discounting a halving of the price differential between European and US drugs) and is now ~20% undervalued. 

Investment bank UBS is forecasting a year-end S&P 500 level of 2,300 and earnings of $126 in 2017 and 
$132 in 2018. They believe that Trump’s election has tilted investors’ perceived risks to both economic 
and earnings growth to the upside. Such optimism could spur multiple expansion toward more typical bull 
market peaks near 20x, augmented by potential fiscal stimulus, tax reform and offshore cash repatriation.

Citibank is remaining positive on global equities, forecasting a 10% gain in 2017. Their calculations suggest 
that a 10% increase in the US dollar and a drop in US corporation tax rate to 20% could add 6% to global 
EPS. If other countries also cut taxes then EPS could rise even further. They now favour Developed Market 
over Emerging Market equities, with UK and Japan their two ‘overweight’ equity markets. Both should be 
helped by a further appreciation in the USD. 
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Tweet of the Month:
“Highly-priced stocks have historically outperformed penny shares by an average of 4.3% per year”

Stockbrokers have for years warned investors against buying penny shares. They are often difficult to trade, 
and even the cheapest stock can fall by 100%. There is a further reason to stay away from this segment of 
the market. Research shows that highly-priced stocks outperform lowly-priced shares. Not highly priced 
relative to earnings or book value, but simply those with high nominal prices.

Vijay Singal at Virginia Tech and Jitendra Tayal at Ohio University show that in the US the 10% of stocks with 
the highest prices outperformed the 10% with the lowest by an average of 4.3% per year between 1962 
and 2013. Whilst it is true that lowly-priced stocks do well in January, highly-priced shares outperform in 
the other 11 months of the year.

This trend isn’t confined to the US but is international in nature. The LSE’s Aim index, which contains many 
penny shares, has underperformed the main market since its inception whilst highly-priced shares such as 
BATS, Reckitt Benckiser, AstraZeneca & Unilever have massively outperformed. There are several reasons 
for this phenomenon.

One is simply that stocks get a high price by rising and momentum stocks have historically outperformed. 
Another is that highly-priced shares are often relatively defensive: think of the aforementioned shares. And 
defensive stocks also do well over time.

A third explanation comes from Justin Birru at Ohio State University and Baolian Wang at HKUST Busi-
ness School in Hong Kong. Investors, they say, “are suffering from the illusion that low-priced stocks have more 
upside potential.” They show that investors pay too much for a small chance of big returns. In this sense, 
low-priced stocks are overpriced for the same reason that lottery-type stocks are.

There’s something else, says Ulrich Hammerich at the University of Bremen. Our common sense, honed 
by countless everyday transactions outside the stock market, tells us that low prices indicate cheapness 
and high prices dearness. So we’re attracted to low prices in the stock market even though - contrary to 
common sense - such stocks may not necessarily be cheap.

Common sense and instinct, though, can be wrong. Sometimes, we need evidence and research instead.
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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 Victrex Plc in the fourth quarter (1708p, 17.9x 
P/E, 2.7% yield, 2% 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 increase slightly in the first two weeks, but then rises strongly 
in the final two weeks. Indeed, this is the strongest two-week period in the whole year, with the three 
strongest days of the year all occurring in this period. Going long the market via a CFD on 16th December 
would be best to capture this move.

Strongest Weeks
The week starting the 19th of December is the strongest week of the year, rising 81% of the time, posting 
an average gain of 1.1%. The week starting the 26th of December is the 3rd strongest week of the year, 
rising 74% of the time, posting an average gain of 0.5%. Going long the market via a CFD would be best to 
capture these moves.

Strongest Days
The 16th of December is the 9th strongest day of the year, rising 77% of the time, posting an average gain 
of 0.7%. The 23rd of December is the 3rd strongest day of the year, rising 82% of the time, posting an 
average gain of 0.5%. The 29th of December is the strongest day of the year, rising 76% of the time, posting 
an average gain of 0.4%. Going long the market via a CFD would be best to capture these moves.

Option of the Month
Sell AstraZeneca March 3400 puts at 49p

Core defensive stock yielding 5.6% with 25% 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:

Places for People Finance Plc 4.25% 15/12/23
Established in 1965, Places for People Group owns or manages over 150,000 properties in the UK and 
provides a diverse range of products and services to create high quality, safe and sustainable communities. 
The Group consists of three registered providers of social housing and one registered social landlord which 
provide supported housing and manage affordable rented homes. These activities are run as businesses and 
any surplus resulting from their operations is reinvested in the Group.

In addition, the Group also consists of other operating subsidiaries which pursue non-regulated 
complementary commercial activities such as property management, leisure management, development 
and construction. It is these activities where the issuer and guarantor Places for People Finance Plc has 
been set up to raise money. 

This company is issuing a new 7-year bond with a 4.25% coupon. The Bonds will be unconditionally and 
irrevocably guaranteed, on a joint and several basis by the subsidiaries of Places for People Operations, 
which consists of:

Places for People Leisure (“PFPL”) - An award winning leisure management contractor that specialises in 
the development and management of leisure facilities on behalf of local authorities throughout the country. 
PFPL employs approximately 9,000 people and manages over 100 leisure centres on behalf of 35 clients.

Residential Management Group Limited (“RMG”) - One of the leading residential property management 
businesses in the country, providing residential housing management and support services to the public 
and private sectors. As at 31 March 2016, RMG had 76,402 leasehold properties under management in the 
private sector and a contracted order book of 24,919 units under construction. RMG mainly looks after 
purchased properties that are under leasehold.

Touchstone Corporate Property Services Limited (“Touchstone”) - A specialist market rent and tenancy 
management company that manages homes throughout the UK. This includes a whole variety of different 
types of stock but increasingly Touchstone’s focus is on new-build, purpose-built properties or conversions. 
Touchstone manages over 18,000 properties for institutional and corporate investors, retailers with 
residential upper parts and buy-to-let mortgage lenders.

Zero C Holdings Limited (“Zero C”) - A design-led, highly experienced, sustainable developer that has 
been building high quality homes and mixed use developments for the past 13 years. Zero C is resourced 
to deliver in excess of 200 homes a year and has consents or subject to planning options for over 1,500 
homes, offices and commercial buildings. Zero C is at the forefront of sustainable development and leads 
the way in delivering outstanding homes that are inexpensive to live in and that respect the environment.

The terms and conditions of the Bonds contain a number of covenants, including a negative pledge where 
Places for People Finance Plc cannot create any security interest over any of their present or future 
undertakings without securing the Bonds equally. The company has also agreed to ensure that the ratio of 
adjusted earnings before tax to interest costs shall not be less than 1.5:1.

The issue does not carry a credit rating. However, considering the covenants that are designed to protect 
bondholders, this would not put us off buying.
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Recommended Investment (cont):
The bonds are being issued on the Order Book for Retail Bonds and will trade on the London Stock 
Exchange with a minimum subscription size of £2,000 and £100 thereafter. Interest will be paid in two
instalments on 15 June and 15 December each year. The company is looking to raise funds from the issue 
in order to expand their Operations Group, deliver new homes, pay down debt, as well as to diversify its 
sources of funding.

Investec is the lead manager on the issue and demand is likely to be strong with more brokers supporting it 
in response to high demand from customers seeking income in what is just the fourth issue on the Order 
Book for Retail Bonds in 2016.  The issue is currently in its book building process that is due to close on 
12th December, but may close early if there is high demand.

In summary, we think a 4.25% coupon over seven years looks attractive for medium risk investors looking 
for an above-market return from an issuer with a strong track record. The bond has a slightly higher credit 
risk than the parent (which has strong cash flows from social housing activities), but we take comfort from 
the excellent quality of the leisure management business and the long term nature of the contracts and the 
limited use of debt in this part of the business. 



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:
2nd December US Nonfarm payroll report
8th December  ECB Meeting
13th December FOMC Meeting
14th December MPC interest rate announcement at 12 noon
16th December Options Expiry Day
   9th Strongest Market Day
19th December Strongest Market Week
23rd December 3rd Strongest Market Day
   LSE closes at 1.30pm
26th December Boxing Day-LSE closed
   3rd Strongest Market Week
27th December LSE closed
29th December Strongest Market Day
   New Moon (markets tend to reach tops around this time)
30th December LSE closes at 1.30pm

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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