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Introduction:
“Buy the election, sell the inauguration.” That was the prevailing sentiment on Wall Street heading into the 
transition of power in Washington. Instead, stocks rose - although shares have come off from their highs 
following several of President Trump’s orders, which echoed his campaign speeches in painting a dark 
picture. Despite this, fundamental and technical market drivers are looking positive. The stock market 
landed near all-time highs last week, and that implies good breadth. The VIX also continues to hit new lows. 
Low volatility tends to be accompanied by a gently rising stock market.

Economics:
The UK’s services sector continued to expand in January, but the pace of growth slipped somewhat, 
suggesting the economy, while still on a solid footing, may be starting to lose some steam. The industry’s 
strong performance helped the UK economy weather the storm of the June 23 vote, enabling the British 
economy to grow at the fastest rate among the Group of Seven advanced economies last year. However, 
the softer services PMI data adds to suspicion that the economy will find life increasing difficult during 
2017. Many economists are cautious on the year, arguing it will likely see consumer spending - one of the 
UK’s key economic drivers - curbed by a sharp rise in inflation, fuelled by the fall in sterling in the wake of 
the referendum.

Eurozone economic growth accelerated at the end of 2016 while the jobless rate fell to its lowest level since 
2009, putting the currency area on a steadier footing at the start of a year clouded by political uncertainty. 
The fourth quarter pickup allowed the Eurozone economy to grow more rapidly than its US counterpart 
during 2016 as a whole, the first time that has happened since the crisis-year of 2008. But a number of 
headwinds make it far from certain that the Eurozone is set to embark on a more dynamic recovery after 
more than three years of modest growth. Rising energy prices threaten to dampen consumer spending 
unless workers can secure similarly large wage rises. Economists are also concerned about a series of key 
elections that could lead to gains for parties hostile to the euro and the European Union, as well as the 
start of difficult Brexit negotiations.

The US economy continued to create new jobs in January, adding 227,000 positions, surpassing economists’ 
predictions of 175,000. The unemployment rate edged up to 4.8% from 4.7%, largely due to an increase 
in the number of Americans who are considered part of the labour force. The first employment report 
released in President Donald Trump’s administration largely confirmed the health of the economy, which 
has had a slow but steady recovery from the 2008 financial crisis.
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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 moves to neutral. The market has unwound its overbought 
technical position and there are several reasons to be positive:

1-Investment publication Barron’s believes that the Dow’s breach of the 20,000 milestone wasn’t a fluke: 
current stock prices are well-supported by strong prospects for corporate earnings and economic growth. 
Based on an analysis of historical data, and assuming President Trump doesn’t start a trade war or real war, 
Barron’s believes that the DJIA can exceed 30,000 by the year 2025.

2-Citigroup believes that after 5 years of disappointing US earnings, 2017 will be the turning point with 
earnings growth finally materialising. This is predicated on a more stable economic environment driving a 
change in sentiment in earnings. EPS growth year-to-date has been in the order of 5%-7%. That’s the first 
mid-single-digit positive quarter in the past six. 65% of companies have surprised to the upside, while 
just 19% have posted negative surprises. Of course, in the era of CFO earnings guidance, and given the 
incentive companies have to under-guide for any period, upside and downside EPS surprises may be losing 
some of their stock-price-moving mojo. However, the overall picture is healthy with earnings only likely to 
get stronger. The headwind that has been oil earnings becomes a meaningful tailwind beginning in the first 
quarter EPS season.

3-Industrial materials price are up 20% in the past year. As their prices correlate well with the wider stock 
market, the upward trend is encouraging.

4-Eurozone manufacturing activity is at a five-year plus high, while Eurozone services are at a 12-month 
high. Another mature industrial economy, Japan, is also at one-year highs in terms of manufacturing and 
services activity.

Why are we not outright bullish? Well, it seems that the market is turning a blind eye to risk. We find this 
concerning, considering that 2017 is arguably the year with the biggest political risk of the last 20. The 
stock market’s enthusiasm for the new president and his pro-growth agenda is being put to an early test 
amid controversy in response to the select ban for travellers from certain Muslim nations. A multitude 
of companies, particularly in Silicon Valley, have expressed their concern. On top of that, Greek debt 
negotiations in February, the triggering of Article 50 in March and French elections in May are just a taster 
of what is to come. 

In addition, there is a likelihood that global macro momentum may roll over from current elevated levels. 
Global macro surprises have been higher than now only 5% of the time since 2003. They have typically 
rolled over thereafter and have recently shown the first signs of softening.
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Thus, while we expect equities to be higher at year-end, we prefer to wait for a more attractive entry point 
(with economic momentum no longer at historical peak levels and >10% upside to our year-end target).

Considering that cyclicals have outperformed defensives by 25% since early July to reach a 10-year high, 
we would recommend investors buying stocks with a high negative correlation to changes in global macro 
surprises and which have underperformed the wider market, such as:

Stock   Price P/E  Yield  Av. Price Tgt  Av. Upside
Deutsche Wohnen 30.31 9.6x  2.7%  35.7   18%
Enagas   22.72 12.5x  6.4%  26.6   17%
Essilor   108.55 25.6x  1.2%  123   13%
Imperial Brands 3737.5 16.3x  5.0%  4050   8%
Pennon Group  778 18.4x  4.9%  860   11%
Reckitt Benckiser 7129 21.2x  2.4%  7800   9%
Roche   235.8 15.5x  4.0%  281   19%
Sanofi   75.62 14.4x  4.0%  81.4   8%
Unilever  3268.5 17.4x  3.8%  4140   27%
United Utilities 913.5 19.7x  4.3%  970   6%
William Hill  275.5 11.5x  4.8%  305   11%
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Recommended Investment:

Investment Trusts
It is no secret that we like investment trusts. Their fixed capital structure (which makes them easier for the 
Fund Manager to manage), low fees and transparent structure (they trade on the LSE) all make them a very 
convenient way of investing. Investment house Winterflood Securities produces a model portfolio each 
year in an attempt to identify the most appealing 30 to 40 funds across the whole investment trust sector. 
These funds are selected on the basis that they will outperform their peers on an 18-24 month view. We 
have narrowed this list down to the developed markets and only included those with a minimum yield of 
3% and a TER of 1.5% and below.

Equities
Investment Trust  Price Prem/(Disc) Yield TER Comment
Dunedin Income Growth 244p -9.2%  4.7% 0.64% Mainstream UK large-cap exposure
Perpetual Income & Growth 361p -9.1%  3.6% 0.65% Focuses on absolute returns
JPM Gbl Growth & Income 285p -4.8%  3.5% 0.64% Utilises JPM’s 80 global analysts

Fixed Interest
Investment Trust  Price Prem/(Disc) Yield TER Comment
City Merchants High Yield 193.5p  2.8%  5.2% 1.01% High-yield corporate bonds
CVC Credit Ptnrs Euro Opps106p -2.3%  4.9% 1.21% >70% senior-secured FRNs
JPM Gbl Convertibles Inc 93.5p -8.6%  4.9% 0.85% High-yield with equity upside
TwentyFour Income Fund 115p  3.4%  6.2% 0.99% £-Hedged Asset Backed Securities
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Recommended Investment (cont):
Alternatives
Investment Trust  Price Prem/(Disc) Yield TER Comment
F&C Commercial Property 136.7p   3.7%  3.7% 0.89% UK property exposure
John Laing Environ.  Assets 104.5p   4.5%  5.8% 1.52% Wind, solar & water exposure
Temple Bar   1251p  -4.8%  3.3% 0.49% Contrarian, bottom-up stockpicking
TR Property   295.6p -13.0%  3.1% 0.80% £-hedged listed real estate stocks
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Tweet of the Month:
“A simple trading system utilising the 10-month moving average can not only increase returns from a portfolio but 
also reduce volatility”

Here’s the system. At the end of every month:

-If the underlying index is above its 10-month simple moving average, the portfolio is 100% in the market 
for the following month.

-If the index is below its 10-month simple moving average, the portfolio is 100% in cash for the following 
month.

And that’s it. If this strategy had been applied to the FTSE 100, then starting with a value of 100 in 1995, it 
would have a value of 269 today (+169%). A buy-and-hold strategy would have ended with a final value of 
199 (+99%), an outperformance of 70%. Not only that but the 10-month average rule’s returns were much 
less volatile: the annualised standard deviation of monthly returns are lower than a simple buy-and-hold 
strategy. This implies a much better Sharpe ratio: more returns per unit of volatility.



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 Bodycote Plc in the first quarter (683.5p, 18.8x 
P/E, 2.3% yield, 3% downside 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 strongly in the first two and a half weeks before drifting 
lower for the rest of the month. Going long the market via a CFD at the beginning of the month would be best 
to capture this move.

Gold Strength
Gold tends to enjoy good gains in February rising almost 60% of the time since 1986 with an average gain 
of over 1.5%.

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, February has statistically been a weak month for GBP/USD, falling 
on average over 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 well in February is an option 
e.g. Astrazeneca.

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.
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Trader’s Corner (cont):
Strongest Weeks
The week starting the 13th of February is the 4th strongest week of the year, rising 71% of the time, posting 
an average gain of 0.5%. Going long the market via a CFD would be best to capture this move.

Strongest Days
The 17th of February is the 6th strongest day of the year, rising 78% of the time, posting an average
gain of 0.5%. Going long the market via a CFD would be best to capture this move.

Option of the Month
Sell Vodafone April 180 puts at 2.5p

Core defensive stock yielding 6.8% with 25% potential upside to the average broker price target. Stock 
close to 5-year lows. Click here to view our guide to the Traded Options Market.
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Investment Calendar:
This is the busiest month for FTSE 100 announcements - 36 companies announce their prelims in February 
(as do 55 FTSE 250 companies).

2nd February  MPC interest rate announcement at 12 noon
3rd February  Nonfarm payroll report
11th February  Full Moon (markets tend to reach a low point around this time)
13th February  4th Strongest Week of the Year
17th February  6th Strongest Day of the Year
   Options Expiry Day
20th February  President’s Day – NYSE closed
26th February  New Moon (markets tend to reach tops around this time)

Quote of the Month:
“To be an investor you must be a believer in a better tomorrow” - Benjamin Graham

This is a pre-requisite. If you don’t believe the bank will look after your cash deposit, that most borrowers 
will pay back their debts, that most companies will see rising profits over time, that properties will earn 
rents etc, then there is no point investing. This is flippant but true - to be a successful investor you need to 
have a favourable view of the future.

http://www.gam.gi/uploads/files/Promo%20Links/a%20guide%20to%20traded%20options%20market.pdf
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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.

February  
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%.

The FTSE 100 has risen 20 of the 33 years between 1984 and 2016, posting an average gain of 1.1%.

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.

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.
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Seasonality (cont):
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%.

Technical Analysis: 
Since last month’s bearish call, the FTSE 100 has fallen just 22 points. On top of that, the RSI has unwound 
its extreme overbought level and has reverted to an almost oversold position of 34%. The market is still 
trending, as witnessed by the ADX lying at 22, and the 20-day moving average has risen sharply, now lying 
above the current index level at 7,205. All this leads us to reverse our bearish call. As the old adage goes, 
“the trend is your friend.”

“The illusion of randomness gradually disappears as the skill in chart reading 
improves” – John Murphy
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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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