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FTSE 100 5,500

VIX 33

GBP/EUR 1.15
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S&P 500 2,276

Gold $1,177

GBP/EUR 1.1546

GBP/USD 1.2142

Introduction:
We wish all our clients a very Happy New Year and all the best for 2017. Last year will best be remembered 
for Brexit and Donald Trump - partly due to the unexpected nature of the results, but also due to the 
profound shift in international relations they will create. This year looks set to be a year to be endured 
rather than enjoyed, at least during the first half when the heavy political calendar is set to dampen 
European growth. However, despite these heightened political risks, we expect global equities to deliver 
decent returns over the full 12 months thanks to stronger economic growth, higher inflation and increased 
investor participation.

Economics:
UK Economic growth accelerated in the final month of 2016, as companies across Britain’s powerful services 
sector reported rising demand. Growth in the sector rose to its highest level in 17 months, according to IHS 
Markit’s purchasing managers’ index, as companies recovered from the blow to confidence inflicted by the 
Brexit vote. The buoyant service sector adds to signs that the UK economy continues to defy widely-held 
expectations of a Brexit-driven slowdown. A moderation in growth in 2017 seems likely though as rising 
inflation caused by the depreciation of the pound and rising oil prices eats into households’ real income 
growth, squeezes margins and deters future investment. Nonetheless, the support provided to activity from 
a lower pound and rock-bottom interest rates should prevent growth from slowing too sharply.

The European Commission’s monthly survey showed economic sentiment rose to 107.8 in December 
from 106.6 in November - its strongest level since March 2011 and well above the long-term average of 
100. Separately, the EC’s business climate indicator rose to its highest level since June 2011 - above all 
forecasts in a Reuter’s poll. Berenberg economist Holger Schmieding believes the eurozone economy is 
now on course for a solid 2017 start after having delivered a robust finish to 2016, stating “Together with the 
potential spillover from a strong fiscal boost in the United States, this introduces some upside risk to our forecast of 
1.5% growth in 2017 after 1.6% last year.”

The US economy finished 2016 with a slowdown in job growth but a surge in wages, a mixed picture 
that has come to mark President Obama’s stewardship of the nation’s long but relatively weak recovery.  
Employers added 156,000 jobs in December - the 75th straight month of job creation and the longest 
stretch since record-keeping began in 1939. The 4.7% December unemployment rate, up a notch from 
November, is about where it was before the financial crisis erupted in late 2007. Average wages grew 
at their fastest annual pace since 2009, increasing 2.9%, led by sharp gains in the high-end IT sector and 
the lower-paying hotel and restaurant business. With wages continuing to climb, the modest drop-off in 
employment growth is unlikely to stop the Fed from tightening monetary policy again this year.
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Market Commentary (cont)
Technical Analysis: 
Last month we noted that the stock market looked good value again and indeed it was, subsequently rising 
a whopping 7%. At this level, we are not so bullish. The FTSE 100 is now 574 points above its 200-day mov-
ing average, not exactly sustainable and has surpassed its previous long-term high reached in April 2015. The 
market is in a strong uptrend, as witnessed by the ADX lying at 31, however the RSI is now 98% (where 
70% is overbought). We feel a pullback is on the cards and advise selling the market at this level, targeting a 
quick fall to at least the 20-day moving average lying at 7054.

“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.  Judging by the first 5 days, 2017 is likely to be a positive 
year for the stock markets.

January  
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 48% of the time, with an average return of -1%.

January is 8th in the ranking of monthly performance, rising 58% of all the years in January, with an average 
return of 0.4%.

First Quarter 
The FTSE 100 has risen 22 of the 33 years between 1984 and 2016, posting an average gain of 2.1%.

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.

First-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 Rooster 
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 rooster and the snake.

This year is the year of the rooster, the worst year of the Chinese zodiac historically for equities, with 
negative returns averaging 2.7% 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 7th year is not one of the stronger years, but has still been positive in 10 of the 21 decades (57%), rising 
on average 2.7%.

Quote of the Month:
“Behold the turtle. He makes progress only when he sticks his neck out” - James Bryant Conant

If it’s been said before, it’s been said a hundred 100 times - if you want to succeed, you are going to have 
to take chances. Take the turtle for example. The poor creature moves as fast as a stone. If he wanted, he 
could stay inside his shell all day and relax. But it knows it’s missing out on the action; so the turtle sticks 
its head out and does something about it. 

As investors, when we pass up on opportunities we are interested in, we are the ones relaxing inside the 
shell. We are the ones missing out on the action. But if you are prepared to take a calculated risk and stick 
your neck out, there are opportunities to be had.
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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 turns to underweight. We believe the strategic (intermediate-
term) outlook remains bullish, however, stocks run hot for only so long. Technically, the market is at all-time 
highs and now is not the time to be putting new money to work. A wobble in risk assets would therefore 
be of no surprise to us in the coming weeks. Traders looking to play a pullback should note that since the 
US election the big inflows (and pullback risks) concentrated on value and high yield stocks. In contrast, 
Emerging Markets, growth stocks, Treasuries, Gold & Investment Grade bonds have less vulnerability to 
profit-taking. 
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Market Outlook (cont):
Furthermore, Article 50 will be triggered sometime in the first quarter and after that the political risk will 
shift to Europe. The potential of a Le Pen victory in France and any further destabilising of Italy risks the 
very break-up of the Euro itself.

We would not however recommend selling for those already invested. The extent of the consensus from 
much of the top-down commentary suggests that the risk-on trade has further to run.  Indeed, we are 
quietly bullish for the year ahead. We expect solid US economic growth, with GDP expanding in the 2.5% 
range over the next 3-4 quarters, relatively low interest rates, 10% European EPS growth and strengthening 
global economies, led by China’s transition to a service economy. Economic policies from the incoming 
Trump Administration include two classic elements of fiscal stimulus - tax cuts and the Keynesian approach 
of juicing the economy through government spending on infrastructure. We believe the Fed will enact rate 
hikes cautiously so as to not stall the next phase of recovery before it really gets started.

Let’s look at our target levels for some of the major markets/asset classes.

FTSE 100 Y/E target = 7,600 (5% upside)
In the UK, we expect the FTSE 100 to perform in line with the rest of Europe as higher commodity prices 
and the weaker pound offset the negative impact of Brexit on the domestic economy. We are cautious on 
the mid-cap FTSE 250, as it is trading above its pre-referendum level despite the outlook for lower GDP 
growth and much higher inflation.

S&P 500 Y/E target = 2,400 (5% upside)
In the US, the S&P 500 should continue to be supported by higher growth, higher inflation, overseas cash 
repatriation and lower taxes. However, we believe that the upside is limited to mid single-digits given an 
already high valuation and higher Fed rates on their way.

Eurostoxx 50 Y/E target = 3,500 (5% upside)
In Europe, better economic momentum, inflation expectations picking up and more fiscal easing should 
support the equity markets in 2017. Deutsche Bank recommends overweighting defensives (particularly 
pharmaceuticals) versus cyclicals. The decoupling of cyclicals/defensives looks stretched and is largely 
explained by the rebound in bond yields, which they see has little room to continue.

Nikkei 225 Y/E target = 20,500 (5% upside)
The Trump factor is weakening the Yen, fiscal tightening is ending and the demand for equities, not least 
through the BoJ ETF purchase programme, is well supported.

MSCI Emerging Markets Y/E target = 800 (9% downside)
The global environment has become more difficult for emerging markets since Trump was elected. Investors 
are turning more cautious and looking to lock in profits. EM assets, which have recorded a strong 2016 
performance, have also started to correct on the back of rising US bond yields (which encourages US 
investors to repatriate their dollars) and potential negative changes to US foreign policy in the form of 
protectionism. We expect further corrections in the coming months.

Gold Y/E target = $1,060 (10% downside)
As interest rates, the USD and stock markets rise, gold will surely suffer as investors continue with their 
“risk on” mentality and the opportunity cost of holding the zero interest-bearing commodity grows.
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Tweet of the Month:
“If you’re like most investors, you are taking on more risk than you think”

Christoph Merkle at the University of Mannheim asked clients of a major stockbroker how risky they 
thought their equity portfolios were. Most said they believed them to be no riskier than the general 
market. However, when he looked at their portfolios, he found them to be riskier. Most investors, he says, 
“grossly underestimate” the volatility of their portfolios.

One reason for this is simple overconfidence. People believe they are better at managing risk than they 
really are, just as we overestimate our abilities in other fields.

Another reason is that investors confuse beta and volatility and believe, wrongly, that a low beta means 
low volatility. Let’s take an example. British American Tobacco has a lowish beta of 0.8 (this indicates that 
if the FTSE 100 rises 10%, BATS should rise ~8% and if the market falls 10%, BATS should fall ~8%). Does 
this mean it is safer than the market? No. Over the same period its annualised volatility has been 18.5% 
compared with the market’s 15%. Even BATS, one of the safest stocks on the market, has idiosyncratic risk 
(the risk inherent in a particular investment due to the unique characteristics of that investment). It’s this, 
says Professor Merkle, that investors underestimate.

Now, this might be because they are using a different conception of risk. Financial economists think of risk 
as the probability of a price fall. But some investors think of it instead as a feeling of discomfort. Someone 
who works in, say, the building industry might feel that construction stocks are familiar and so less risky 
whereas he might regard mining stocks as unfamiliar and hence dangerous. 

Does this underestimation of idiosyncratic volatility matter? Yes, it does. The problem is that the investors 
who underestimated idiosyncratic volatility the most, saw no reason to diversify and therefore held un-
derdiversified portfolios with only a few assets and high actual volatility. The research found that investors 
were aware of the benefits of diversification but chose not to diversify, because they perceived the risk of 
their portfolios as already low.

Of course, defensive stocks do better than they should - which means investors get paid to avoid market 
risk. If your portfolio has a low beta but idiosyncratic risk, you might well beat the market on average. A 
portfolio comprising only BATS is an example of just this; in the last five years it has risen twice as much 
as the market.

Underestimating idiosyncratic risk is, therefore, a mistake. But if you are holding a substantial amount of 
defensive stocks (we advise 50% of an investor’s equity allocation), it is far from being the worst mistake 
you can make.

Market Outlook (cont):
WTI Crude Oil Y/E target = $52 bbl (4% downside)
We believe the price per barrel of West Texas Intermediate Crude Oil will average $52 in 2017 as oversupply 
continues to plague the market. That’s above the average of $43 per barrel in 2016 but below the $90-plus 
levels seen in 2013 & 2014. Investors should take note that low oil prices are not good for highly indebted 
exploration & production companies with extensive offshore operations.
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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 Bodycote Plc in the first quarter (645p, 17.8x 
P/E, 2.5% yield, 3% 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
The market has a tendency to climb during the first few days of the year (the Santa Claus Rally officially 
finishes on the 4th of January) as the euphoria of December spills over into the New Year. However, this 
excitement then starts to wane and the market falls for the next two weeks. Indeed, the second week of 
January is the weakest week for the market in the whole year, rising on average just 39% of the time with 
an average loss of 0.5%. Canny traders should then look to capitalise from the resultant upswing, which 
takes place in the final few weeks of the month.

The January Effect
In 1976 an academic paper (Rozeff & Kinney: Capital market seasonality: The case of stock returns) found 
that equally weighted indices of all the stocks on the NYSE had significantly higher returns in January than 
in the other 11 months of the year over the period 1904-1974. This indicated that small capitalisation 
stocks outperformed larger stocks in January. In the UK, the FTSE Small Cap has outperformed the FTSE 
100 by an average of 2.7% in January since 2000, underperforming the market just 3 times. One way to play 
this would be to buy the iShares MSCI UK Small Cap ETF whilst simultaneously going short the FTSE 100 
via a CFD.

Outperformance of FTSE 250 vs. the FTSE 100
The FTSE 250 tends to outperform the FTSE 100 in the first 3 months of the year as well as in August. In 
the more troublesome months of September (the year’s worst performing historical year) and October 
(the year’s most volatile month), the reverse applies. The obvious way to play this trend is to go long the FTSE 
250 and short the FTSE 100 via CFDs from 1st January to the 31st of March.

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



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 (cont):
Weakest Weeks
The week starting the 9th of January is the weakest week of the year, falling 61% of the time, posting an 
average loss of 0.5%. Going short the market via a CFD would be best to capture this move.

Strongest Days
The 26th of January is the 4th strongest day of the year, rising 81% of the time, posting an average gain of 
0.7%. Going long the market via a CFD would be best to capture this move.

Option of the Month
Sell British American Tobacco March 4200 puts at 41p

Core defensive stock yielding 3.7% with 16% 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:

Equities
This month, we have decided to provide our clients with a list of the best investment ideas some of the 
major investment banks/publications have for 2017. In order to refine the lists, we have only included those 
stocks with a potential upside to the average broker’s price target of at least 5%.

Bank of America Merrill Lynch     
Europe an Premium List Price  P/E Yield  Av Tgt Price  Av Upside
Astrazeneca   4,550.5  26.0 4.9%  6450   41.7%
British American Tobacco 4,574  16.6 3.9%  5150   12.6%
ProSiebensat 1 Media  38.2  17.8 5.7%  44.2   15.7%
Telecom Italia   0.85  13.3 0.1%  0.97   14.1%
Worldpay Group  281.1  25.6 1.0%  326   16.0%

US Premium List  Price  P/E  Yield  Av Tgt Price  Av Upside
Aetna    124.51  15.3 0.7%  140   12.4%
General Dynamics  176.14  17.6 1.8%  189     7.3%
MGM Resorts   29.37  23.0 0.3%  34.1   16.1%
SVB Financial Group  175.17  21.0 0.0%  185     5.6%

Barrons     
Top Picks for 2017  Price  P/E Yield  Av Tgt Price  Av Upside
Alphabet   806.15  24.8 0.0%  967   20.0%
Apple    117.91  11.8 2.2%  133   12.8%
Delta Airlines   49.68  9.8 1.7%  59.1   19.0%
Deutsche Telekom  16.51  18.6 3.9%  17.4     5.4%
Disney    108.98  18.4 1.6%  120   10.1%
Merck    60.27  17.4 3.1%  67.3   11.7%
Novartis   74.75  20.2 4.0%  81.9     9.6%
Toll Brothers   31.24  9.3 0.0%  36.3   16.2%
Unilever   3,299.0  19.1 3.4%  3600     9.1%

http://www.gam.gi/uploads/files/Promo%20Links/a%20guide%20to%20traded%20options%20market.pdf
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Recommended Investment (cont):
Deutsche Bank     
Key Stock Ideas  Price  P/E Yield  Av Tgt Price  Av Upside
Akzo Nobel   60  15.7 2.9%  64.5     7.5%
AstraZeneca   4,550.5  26.0 4.9%  6450   41.7%
Goldman Sachs  244.9  13.6 1.2%  260     6.2%
Huntington Bancshares 13.29  14.1 2.5%  14.2     6.8%
Rio Tinto   3095  12.1 4.5%  4080   31.8%
Royal Dutch Shell B  2,359.5  14.7 6.7%  3130   32.7%
Shire    4,856.5  15.0 0.6%  7680   58.1%
Swift Transportation  23.91  18.5 0.0%  26.9   12.5%
Symrise   57.18  25.7 1.7%  61.9     8.3%
XPO Logistics   43.68  28.0 0.1%  50.3   15.2%

Investors Chronicle     
Tips of the Year  Price  P/E Yield  Av Tgt Price  Av Upside
Cairn Energy   237.9    n/a 0.0%  306   28.6%
Greencore Group  242.9  14.2 2.5%  305   25.6%
Imperial Brands  3,538.5  15.4 5.3%  4070   15.0%
Inmarsat   781  16.3 5.8%  1200   53.6%
Merck & Co   60.27  17.4 3.1%  67.3   11.7%
Ted Baker   2649  20.1 2.3%  3020   14.0%

Kepler Cheuvreux  
European Selected List Price  P/E Yield  Av Tgt Price  Av Upside 
ProSiebenSat 1 Media  38.2  17.8 5.7%  44.2   15.7%

Societe Generale      
European Premium List Price  P/E Yield  Av Tgt Price  Av Upside
AkzoNobel   59.8  15.7 2.9%  64.5     7.9%
Carrefour   23  13.0 3.5%  27.6   20.0%
Inditex    31.68  26.9 2.4%  35.6   12.4%
Ingenico Group  75  18.4 2.0%  89.7   19.6%
Publicis    67  14.4 2.9%  71.8     7.2%
Renault   86    6.4 3.7%  91.4     6.3%
Royal Dutch Shell B  2,359.5  14.7 6.7%  3130   32.7%
Sanofi    76  15.0 3.9%  80.8     6.3%
Total    48.77  12.3 5.2%  53     8.7%
Vinci    65.73  14.7 3.3%  75.6   15.0%

UBS     
Key Calls - Europe  Price  P/E Yield  Av Tgt Price  Av Upside
Anheuser-Busch Inbev  100.2  22.1 3.5%  124   23.8%
Enel    4.22  12.1 5.1%  4.68   10.9%
Sky    9.91  17.0 3.5%  10.9   10.0%
Vodafone   2.11  42.3 5.4%  2.42   14.5% 



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 January  New Year’s Day (LSE Closed)
9th January  Weakest Market Week
12th January  Full Moon (markets tend to reach a low point around this time)
16th January  Martin Luther King Jr. Day (NYSE closed)
19th January  ECB Meeting
20th January  Options Expiry Day
26th January  4th Strongest Market Day
28th January  Chinese New Year of the Rooster
   New Moon (markets tend to reach tops around this time)

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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