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Introduction:
Since 1927, or right before the big crash, the stock market has averaged a mid-single-digit retreat about
3-4 times a year. Specifically, the market has averaged a 5% pullback every 3 ½ months, which is about 70
trading days. A correction is a decline of 10% or more, up to the 20% that constitutes a bear market. The
US stock market has averaged a correction about once a year, lasting about 71 trading days before the
market returns to pre-correction levels. Forget 5% or 10% pullbacks: as of writing, the S&P 500 has now
gone more than 90 days without a 1% pullback, the longest such streak in 11 years. We feel that a selloff of
a few percentage points over a few days would not be a bad thing at this point. Without such episodes in
which stocks can blow off a little steam, the market could be vulnerable to a much worse response to any
bad news; and there is always some kind of bad news ahead.

Economics:
The UK’s Purchasing Manager’s Index for services fell to 53.3 in February, down from 54.5 in January.
Although it remains above the 50 threshold that separates growth from contraction, the economy appears
to have lost momentum after impressive growth at the end of 2016.The sector, which makes up nearly 80%
of the economy, had been stung by the steepest rise in costs for more than eight years as a result of the
weak pound. Latest official figures show that inflation hit 1.8% in January and some economists are now
predicting that the rate will rise to 3% over the next year.
Eurozone economic output accelerated to a near six-year record high in February.The Purchasing Managers’
Index, seen as a good overall growth indicator, rose sharply to 56 points from 54.4 points in the previous
month. The output growth was mainly a result of the Eurozone’s manufacturing sector, which grew at its
highest rate since April 2011. Growth momentum also strengthened in the service sector, with business
activity rising to the greatest extent in over 5 ½ years. In encouraging news for policymakers, Italy and
France - which have both underperformed compared to major rival Germany in recent years - picked up
further steam in February.The labour market is also starting to boom, with jobs being created at the fastest
rate for nearly a decade. The numbers paint a bright picture of a Eurozone economy starting to fire on all
cylinders.
The US service sector expanded in February at the fastest pace in a year and a half, another sign that
the US is growing at a steady rate. The Institute for Supply Management said its non-manufacturing index
rose to 57.6% last month from 56.5% in January. The US economy has now been growing for the past 12
consecutive quarters on an annualised basis, the seventh longest stretch of growth in the post-war era.
With many expecting the new President to invest heavily in the economy and reduce corporation tax, few
doubt that this economic growth will continue.
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Market Commentary (cont)
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 neutral. We have seen that investors have become
more risk-friendly again, which has led to the positive performance of stock markets in recent weeks.
Consequently, this leaves only limited potential to our Y/E index targets. Furthermore, we believe that by
June, confronted with the usual procedural gridlock that slows down even modest change in Washington,
the all-important US stock market may react unfavourably to a stalled Trump agenda with a modest
correction. Certainly, the market is overdue for some selling, having gone over 90 days without even a 1%
daily correction, the longest such period in 11 years.
We would, however, regard any selling episode as an opportunity to “buy on the dips” into a slightly cheaper
market. The path of least resistance for equities is certainly pointing upwards and the following factors are
primed to provide multiple quarters of support:
1) EPS momentum has turned higher. The Q4 reporting season is showing mid-to-high single-digit EPS
growth in both the US and Europe. Research house Argus believes that US 2017 EPS will grow ~12% yearon-year
2) Eurozone GDP growth has matched or outperformed US GDP growth for the past five quarters in a
row
3) The pickup in inflation is becoming more sustained
4) Credit conditions are easing and the yield curve is steepening - traditionally seen as a positive sign for
equities
5) Equities remain an under-owned asset class
6) Interest rates are forecast to remain low in absolute terms
7) Seasonal strength (First Quarter of the Year, First Half of the Year, Sell in May etc)
8) Potential for favourable shifts in tax, regulatory policy and fiscal stimulus
9) Broad stock market strength is being aided by volume on rising stocks running well ahead of volume
on decliners
Investment bank J.P. Morgan Cazenove believes that the Eurozone offers the best geographical location
for higher returns, especially if political risk in France starts to reduce, as they expect it will (Le Pen
is expected to be defeated in the second round of the forthcoming Presidential election). Within the
Eurozone, Germany and Spain are ranked their most attractive markets. Investment bank Deutsche Bank
is overweight small caps versus large caps, given that small caps have stayed flat relative to large caps over
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Market Commentary (cont)
Market Outlook (cont):
the past six months, even as stronger growth momentum and risk appetite suggest they should have
meaningfully outperformed. Investors can obtain exposure to these themes through the purchase of the
iShares Euro Stoxx Small ETF (Symbol DJSC, TER=0.40%).

Recommended Investment:
Vodafone Group Plc 202p 5.7% yield

Vodafone Group Plc is one of the world’s largest telecommunications companies, providing a wide range
of services including voice, messaging, data, fixed broadband and television. They have 470 million mobile
customers in 26 countries, 14 million fixed broadband customers in 17 countries, 9.8 million TV customers
and employ around 108,000 people.The Group’s operations are split into two geographic regions – Europe
and Africa, Middle East and Asia Pacific (AMAP).
Recent network upgrades, product launches and overseas acquisitions are starting to rekindle growth at
the company. Last quarter’s results revealed that organic service revenues are growing by 0.7% in Europe
and 3.9% in AMAP. Often in emerging economies, mobile phones are the primary form of communication
as fixed line infrastructure was never originally built. With vast swathes of the population still to enter the
smartphone market, emerging economies represent a major growth opportunity for Vodafone. The biggest
problem for the group is that there is little to prevent customers simply going with the cheapest deal for
mobile services.Vodafone is tackling this issue through two main strategies.
The first is the completion of Project Spring in March 2016 at a cost of £19bn, which rolled out 4G coverage
and fiber-optic infrastructure around the world.Vodafone has found that once customers have taken a 4G
package, they tend to increase data usage significantly.The extra data the group can now provide therefore
offers the potential to get more customers on higher-data bundles, which of course attract higher tariffs.
Vodafone is consequently benefitting from robust demand for mobile internet: data traffic has surged by
more than 60% and its 4G user base has ballooned by more than 25% to nearly 59 million.
The second is the rolling out of broadband, fixed line and television services across Europe. The hope is
that customers who sign up to these contracts will be less likely to switch provider, meaning higher-quality
revenues going forward.
Over the last couple of years,Vodafone’s management has managed to do two important things. First, it has
turned around its European operations, from revenue declines to revenue growth. This includes even the
economically weaker countries, such as Spain, Italy, Ireland and Greece. Second, the completion of Project
Spring has allowed for a ratcheting down of capital expenditure and working capital. Underlying free cash
flow guidance now gives a cushion to the dividend, whereas previously the dividend was only covered by
a razor-thin margin. As a result, we are now significantly more confident in Vodafone’s ability to pay its
dividend.
In summary,Vodafone’s broad-based growth and diligent cost control, combined with insatiable demand for
data, should underpin a recovery. Management has successfully turned the business around, which is now in
an ideal position to cover its generous dividend yield of 5.7%. In addition, J.P. Morgan Cazenove recently
re-iterated its 280p price target, suggesting 39% potential capital gains from these levels.
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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 - Industrial Engineering from 1st January to 31st March, Personal Goods from 1st April to 30th June, Technology Hardware & Equipment from 1st July to 30th September and Chemicals from 1st October to 31st December. 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 (823.75p, 21.4x
P/E, 2.0% yield, 12% 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 rises for the first three weeks and then falls back in the final week - the
last week of March has historically been one of the weakest weeks for the market in the whole year. Going
long the market via a CFD at the beginning of the month before going short in the last week would be best to
capture this move.
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.
Gold Weakness
On 17th March 1968, the system that fixed the price of gold at $35 collapsed and the price of gold was
allowed to fluctuate. Since then, the gold price has been historically weak in March, falling almost 0.5% on
average. Going short gold via a CFD would be best to capture this move.
Budget Day
On average, since 2005 the equity market has seen mildly positive daily returns on the day before the UK
Budget and on Budget day itself. But the most significant observation is that equities have on average been
very weak on the day after the Budget: the average return is -0.22% and since 2000 the market has only
risen three times on the day following the budget.
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Market Commentary (cont)
Tweet of the Month:
“An academic paper published in 2008 found that in the US equity market share returns are inversely proportional
to share price”
It is a peculiarity of the stock market that many, otherwise rational, investors do not understand that the
price of a share bears no relation to its value. A £20 share is not necessarily more expensive than a £2
share. But in reality, many investors spur the £20 stocks as they are “too expensive”. Investors liking low
share prices is often the reason given for companies having share splits or bonus issues. Theoretically at
least, the price of a stock should not matter when deciding which share to buy.
However, research shows that these investors may actually have a reason to avoid high-priced shares. An
academic paper “Is Share Price Relevant” published in 2008 found that in the US equity market, share returns are inversely proportional to share price (i.e. the lower the share price, the higher the future return).
This anomaly also exists in the UK stock market. A portfolio that bought equal amounts of the 20 lowestpriced shares in the FTSE All-Share at 31st December and rebalanced a year later produced a 39.7% annual
return from 2004 to 2015. Conversely, a portfolio that did the same but with the 20 highest-priced shares
only returned 5.4% annually. What is more, the ‘Low-price portfolio’ has outperformed the ‘High-price
portfolio’ in 9 of the last 12 years.
However, this does not mean that investors should just go out and buy any low-priced share. One flaw is
the concept of ‘survivorship bias’. Back tests would only be carried out with equities that are currently
trading. Surely, the lowest-denominated stocks are most likely to go bankrupt, but those are not considered in the figures. Another flaw is that when you buy a low-priced security, you’re most likely buying a
riskier stock with a small market capitalisation. Big gains are more likely, but so are big losses. Be careful.
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Market Commentary (cont)
Trader’s Corner (cont):
Option of the Month
Sell Vodafone June 180 puts at 3.25p
Core defensive stock yielding 5.9% with 13% 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.

Quote of the Month:
“Markets can remain irrational longer than you can remain solvent.” - John Maynard Keynes
It is imperative for investors to respect the market and recognise that it can be fickle, rather than try and
take big bets by heavily selling shares short if you think a crash is about to happen or gearing up when
predicting an upturn. Such approaches can often be the undoing of investors as they are dependent on
consistently timing the market, something that is generally regarded as being impossible.

Investment Calendar:
This is another busy month for company announcements: it’s the busiest month for FTSE 250 companies
with 71 companies announcing their prelims (along with 24 FTSE 100 companies) as well as the busiest
month for FTSE 100 dividend payments.
1st March		
3rd March		
9th March		
12th March		
15th March		
			
16th March		
17th March		
26th March		
27th March		
28th March		

FTSE 100 Quarterly Review
Nonfarm payroll report
ECB Meeting
Full Moon (markets tend to reach a low point around this time)
UK Chancellor’s Budget
FOMC Meeting
MPC interest rate announcement at 12 noon
Options Expiry Day
Daylight Saving time starts (clocks go forward)
ECB Meeting
New Moon (markets tend to reach tops around this time)

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

G i b r a l ta r A s s e t M a n a g e m e n t
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)
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.
March
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. March is 7th in the ranking of monthly performance, rising 56% of the time with an average return
of 0.5%.
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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Market Commentary (cont)
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:
Last month, we reversed our bearish stance and advised investors that “the trend is your friend”. The FTSE
100 has subsequently risen 186 points. We do not feel this rally is sustainable in the short term, having
reached an all-time high.The market is still trending, obviously upwards, but with the FTSE 543 points above
its 200 day moving average, we feel a healthy pullback is now on the cards. Indeed, it is perfectly normal for
markets to at least stall with such a strong setup and some profit taking should now take place.
“The illusion of randomness gradually disappears as the skill in chart reading
improves” – John Murphy

Chart Legend:
20 day moving average

(signifies the short-term direction of the security. prices tend to gyrate around their 20 day m/a)

50 day moving average (signifies the medium-term direction of the security)
200 day moving average (signifies the long-term direction of the security - whether it is in a bull or bear market)
bollinger bands
(an indicator that measures 2 standard deviations away from the 20 day m/a)

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.
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