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Introduction:
One of the most famous sayings in the stock market starts with the words “Sell in May”, so it is no surprise 
that May is one of the weakest months of the year for shares. There are only three months where, since 
1970, the market has an average return of below zero in the month - May is one of them (the others being 
June and September). Equally worth bearing in mind are the words of legendary investor Peter Lynch when 
he said “more money has been lost trying to anticipate and protect from corrections than actually in them.”

Economics:
The UK is bouncing back from an economic blip in the early months of 2017, with new surveys raising 
hopes that the much-feared slowdown has not yet arrived. The dominant services sector grew last month 
at its fastest pace so far this year (rising to 55.8 from 55 in March) and outpacing much of the growth seen 
in 2016. As the services sector accounts for most of UK GDP, the acceleration bodes well for the economy 
overall. Manufacturing and construction also picked up in April, taking the combined PMI score to 56, also 
its highest level this year. Employment is at its joint-highest level since the start of 2016, as factories and 
construction firms took on more staff. On the downside, intensifying price pressures are squeezing the 
growth in households’ spending power and could threaten a slowdown in the months ahead.

Meanwhile, growth in the Eurozone picked up again as Italy and Spain joined the surging output seen in 
France and Germany. The Eurozone’s composite PMI - combining services and manufacturing - hit 56.8 
last month, a fresh six-year high. The PMI surveys portray an economy that is growing at an encouragingly 
robust pace and that risks are moving from the downside to a more balanced situation. There are hopes 
that the Eurozone will pick up further steam in the second quarter as political risks dissipate.

Unemployment in the US fell to a 10-year low in April as 211,000 people joined the workforce as the 
jobs market bounced back from a winter chill that had led to speculation that the recovery had stalled. 
The hiring report was higher than expected and the jobs gains widespread, suggesting the US economy is 
preparing for a stronger recovery in the spring after a slow start to the year. The latest government figures 
are likely to encourage the Federal Reserve to continue raising rates when it meets again in June as the 
economy is approaching full employment.
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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 neutral. There are indeed many reasons to be 
positive. In the US, there are the following:

1-The new administration in Washington is able to focus on their fiscal policy plans without excessive 
worrying about economic underpinnings. 

2-Positive signals on taxes and infrastructure from Washington could lead to momentum in corporate-
capital spending. Consumers and small businesses are also likely to sustain their optimism. 

3-There is limited risk of a recession given strong underlying fundamentals in the economy. These include 
relatively full employment, with the recent unemployment rate at 4.5%; rising wages, which are increasing 
consumer buying power; strong housing fundamentals (one of the stronger manifestations of consumer 
confidence); and positive signs from the industrial economy and from overseas.

4-Some investors believe that the key long-term market driver is monetary policy. Others believe the 
current rally leg is built on the promise of fiscal policy. In our view, earnings are the main engine that 
makes the stock market run. And we have just witnessed the best earnings season since 2011. Companies 
continue to “surprise” on the upside, as they have increasingly done in recent quarters, as more and 
more companies issue guidance deliberately skewed to worst-case outcomes. About 76% of companies 
reporting Q1 results to date have topped consensus expectations with an average 15% rise from last year 
as nearly all sectors face easy comparisons against a tumultuous prior-year quarter.  That’s much better 
than the pre-reporting forecast of 9% growth.

Having said that, the risk-reward proposition of the US market is starting to worsen, as key positive 
catalysts are now behind us. Sentiment has turned complacent, bears are capitulating and the VIX is back 
to record lows. Therefore, we are still overweight European equities, which we believe will outperform the 
US stock market based on the following rationale:

1-Europe has underperformed the US for years. But relative macro & EPS momentum is improving, and 
Europe is not (unlike the US) at prior peak valuations.

2-Europe has de-rated vs the US from a 5% discount in early 2015 to a 17% discount today.

3-Falling political risk following the French elections and recovering inflows will provide upside to multiples. 
Recent peak valuations from April 2015 were ~10% above today’s levels. Bank of Merrill Lynch’s bullish case 
targets 16x earnings for 16% upside from current levels.

So why are we not outright bulls? Well, we have now entered the weakest half of the year historically with 
May being the third worst performing month. With an average daily market move of just 0.1% so far this
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year, and just a single day with more than a 1% move, we would not be surprised to see more volatility in 
the weeks ahead, especially with the potential for more US military action. Investors are always inclined to 
take money off the table following strong gains in such a short period. With some equity markets priced 
for perfection in terms of earnings, we advise caution, adopting a relatively tactical approach to markets and 
looking to buy the dips when they arise.
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Recommended Investment:

Unite Group Plc  651p, 21.7x P/E, 4.0% yield
There is a chronic shortage of purpose-built student accommodation in the UK, and Unite Group Plc 
(“Unite”) has been steadily building its portfolio of managed beds to 49,000. There is plenty of room for 
further growth because of the 1.8m students in the UK only 550,000 live in purpose-built accommodation 
or on a university campus.

There’s also plenty of demand from students and Unite’s occupancy has averaged 98% over the past five 
years, while rents have grown annually by 3.5% on average. The company adds value by providing students 
with purpose-built accommodation. They ensure their students live in a safe and secure environment, with 
secure key card entry systems, CCTV and a 24/7 Emergency Control Centre. Bills, insurance and Wi-Fi 
are all included, saving students time and making budgeting much easier. From studio apartments to shared 
flats with en-suite rooms, they provide a range of different types of accommodation including for students 
who prefer to live independently or with friends. Free fortnightly cleaning for communal kitchens and living 
areas along with quiet study or shared learning is provided. Of course, a student’s life wouldn’t be complete 
without a healthy social life and therefore shared common areas are provided for students to socialise over 
a game of pool or hold events, such as movie nights.

The UK is the world’s second most popular location for international students, attracted by 18 of the 
world’s top 100 universities. Applicant numbers in 2016 reached a record 725,000, but only 540,000 of 
these found a place. That excess demand means that Unite achieved like-for-like rental growth of 3.8% in 
2016 and expects to see increases of between 3% and 3.5% this year.

Unite works closely with the major universities, and 58% of rental income is generated through ‘nomination 
agreements’. This is where a university guarantees to fill the building built by Unite at a prescribed rent. 
There is an annual rental uplift and existing agreements have on average six years to run. This creates 
significant earnings visibility and, of the five schemes completed in 2016, over 70% of the beds were let to 
universities using nomination agreements, with an average duration of 10 years.

Unite is currently avoiding London because high land prices mean return on investment would fall short 
of its hurdle rate of 7%. In the regions though, the 2018 and 2019 pipeline continues to grow. All in all, the 
development portfolio of 7,500 beds with a development yield of 8.4%, along with rental growth, could add 
15p-20p to earnings over the next few years; equivalent to 60-75% of current earnings.

In its latest deal, Unite is to acquire a site in Manchester city centre, which, subject to planning consent, will 
provide a home for 450 students. The whole development will cost around £41m, funded internally, with 
a targeted yield of 8%. Unite generally builds accommodation close to the universities it works with. In a 
novel departure, though, it has spent £221m on its first on-campus property, the 3,100-bed Aston Student 
Village.
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Recommended Investment (cont):
There is some concern that overseas student numbers could be affected by Brexit. However, only 6% of all 
students within Unite’s total bed count come from countries within the EU. And demand from elsewhere 
should be stimulated by sterling’s fall since the referendum.

At the start of the year Unite became a real estate investment trust (REIT), thereby making the group’s 
investment properties exempt from tax.

In summary. earnings growth over the next few years is likely to be significant. The dividend in 2016 was 
raised to 75% of earnings and is expected to grow further as earnings accelerate. And yet the shares are 
trading at a discount to forecast net asset value. Investment house Liberum Capital recently upgraded 
Unite to buy from hold due to its steady de-rating to a NAV discount and potential total return prospects 
with a 720p price target. Investment bank JP Morgan Cazenove is even more bullish with a 810p price 
target. Thus, we recommend the shares for income and capital growth investors alike. Buy.

Tweet of the Month:
“All of humanity’s problems stem from man’s inability to sit quietly in a room alone”

We have always preferred buy-and-hold investing over active trading. It interesting to see that professional 
fund manager Steve Edmondson, head of Nevada’s state pension fund, claims to do little all day and yet 
produces good results. This poses the question: why aren’t investors, both professional and amateur, lazier?

Short-term active trading has its disadvantages. It comes with high costs (not just broker commission but 
also stamp duty) and there is the danger that investors trade not upon genuine information but upon mere 
noise. And the benefits are small. Common sense tells us that big profit opportunities shouldn’t come 
along that often. Even if you believe that markets are irrational, it would be odd if they threw up easy ways 
of making money all the time. What’s more, investing, like so many things, is subject to diminishing returns. 
Randolph Cohen at Harvard Business School has shown that fund managers have on average only a handful 
of ideas that beat the market but beyond these their stock-picks add no value.

The fact that most fund managers don’t beat the market, and that the few who do (such as Warren Buf-
fett) tend to be buy-and-hold investors, tells us that activity often doesn’t pay. This is not to say that we 
recommend complete inertia. You need to rebalance your portfolio occasionally - although the fact that 
running your winners often pays off tells us not to do so too often. And there’s a good case for following 
the 10-month average rule, whereby you cut equity exposure when the stock market index is below the 
average and raise it when above.

Nevertheless, there is a strong case for doing very little. So why do so many investors do more? One rea-
son is overconfidence. We overestimate our ability to spot underpriced stocks and so trade unnecessarily. 
A second reason is the action bias. The busy investor looks and feels more sensible than the lazy one, even 
if he isn’t. This urge to do something is magnified by the herding instinct. If everyone else is doing some-
thing, we feel compelled to emulate them. As Maynard Keynes once said “it is better for one’s reputation to 
fail conventionally than to succeed unconventionally.” Mr Edmondson is brave to depart from the conventional 
approach, and braver still to confess to doing so.
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Tweet of the Month: (cont)
Of course, professional fund managers feel obliged to do things even if inactivity would serve their clients 
better. Playing computer games or watching cricket while at work is unprofessional, and good fund manag-
ers would feel guilty about doing so even if this would avoid losses for their clients.

Blaise Pascal might have exaggerated somewhat when he said that “all of humanity’s problems stem from 
man’s inability to sit quietly in a room alone”. But his words contain much truth - there are strong reasons 
for that inability.
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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 SuperGroup Plc in the second quarter (1573p, 
18.6x P/E, 1.7% yield, 19% 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 trade fairly flat for the first two weeks, and then prices drift lower 
in the second half of the month. Going short the market via a CFD before the final two weeks of the month would 
be the best way to capture this move.

Ramadan
Observed by more than 1.5bn Muslims around the world, Ramadan involves abstinence from eating and 
drinking, as well as a strict control of desires. 

What has this got to do with investing you might think? Research published by Ahmad Etebari of the 
University of New Hampshire, Jedrzej Bialkowski of New Zealand’s University of Canterbury and Tomasz 
Wisniewski of the University of Leicester examined stock returns between 1989 and 2007 from 14 Muslim-
majority countries and found that monthly annualised stock dollar-denominated returns during Ramadan 
averaged 38.1%, compared to a monthly average of 4.2% during the other 11 months of the Islamic calendar. 
Surprisingly, stock market returns also exhibited less volatility compared to the rest of the year.

The benefits of Ramadan-type fasting are well known. It can promote both the physical and mental wellbeing 
of individuals. It detoxifies the body, makes people less tense and anxious and may also induce mild states 
of euphoria. Thus, Ramadan is an event capable of influencing the moods and decisions of its adherents.

The report concludes that the Ramadan effect can best be explained by a change in investor psychology. 
Ramadan is a religious month that affects almost every aspect of Muslim’s lives. Besides fasting and prayers, 
Ramadan promotes heightened social awareness and a closer relationship with ‘Allah’ and with fellow 
Muslims around the world. As a fundamental shared experience, Ramadan brings about a sense of solidarity
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Investment Calendar:
May is a good month for income investors as it is the best month for FTSE 100 dividend payments.
1st May  May Day - LSE closed
2nd May  8th Strongest Market Day, Two-day FOMC meeting starts
5th May  US Nonfarm payroll report
10th May  Full moon (markets tend to reach a low point around this time)
11th May  MPC interest rate announcement at noon
25th May  New Moon (markets tend to reach tops around this time)
27th May  Ramadan (until 25th June)
29th May  Spring Bank Holiday – LSE closed, 4th Weakest Week
30th May  Weakest Market Day

Quote of the Month:
“More money has been lost trying to anticipate and protect from corrections than actually in them” - Peter Lynch

Preserving capital is important, but this can be taken too far and often is in the aftermath of bad times with 
the result that investors end up so focused on trying to avoid capital losses in share markets that they miss 
the returns they offer.

Trader’s Corner (cont):
among Muslims, enhances their satisfaction with life and encourages optimistic beliefs. This optimism affects 
investor sentiment and decisions, leading to the increases in stock markets.

The implications of this study were obvious. Investors seeking fast profits in the Muslim world should try 
to profit from the Ramadan fast, buying shares prior to the start of Ramadan and selling them at the end of 
the holy month or preferably after Eid al-Fitr (the 3 day celebration that follows Ramadan). Buying an ETF 
such as the iShares MSCI GCC Ex-Saudi Arabia ETF on the 26th of May and selling on the 29th of June would be 
the best way to capture this move.

Weakest Weeks
The week starting the 29th of May is the 4th weakest week of the year, falling 61% of the time, posting an 
average loss of 0.2%. Going short the market via a CFD would be best to capture this move.

Strongest Days
The 2nd of May is the 8th strongest day of the year, rising 78% of the time, posting an average gain of 0.5%. 
Going long via a CFD would be best to capture this move.

Weakest Days
The 30th of May is the weakest day of the year, falling 79% of the time, posting an average loss of 0.4%. Going 
short via a CFD would be best to capture this move.

Option of the Month
Sell Royal Dutch Shell B Plc August 1900 puts at 28p

Stock has 21% potential upside to the average broker price target. whilst yielding 7%. Click here to view our 
guide to the Traded Options Market.

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.

May 
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. May is the 3rd worst performing month, rising just 48% of all the years in May, with an average return 
of -0.2%. There are only three months since 1970 where the market has an average return of below zero, the other 
two being June and September.

Second Quarter 
The FTSE 100 has risen 20 of the 33 years between 1984 and 2016, posting an average gain of 1.0%.

Sell in May and go away; don’t come back till St Leger Day 
Historically, this is the worst time of the year. Since 1966 to 2009, the FTSE All-Share has returned an
average of just 0.7% between May Day and Halloween (it is known as the Halloween effect in the US) 
compared with 7.8% between Halloween and May Day. Some investors, therefore, tend to reduce exposure 
to the stock market from May. Our pagan ancestors knew this, which is why Beltane is a time of festivity 
(where people look ahead to fertility, plenty and joy) while Samhain marks the beginning of the “darker 
half” of the year. In March & April lighter evenings and warmer days cheer us up, which makes us more 
willing to take risks such as buying shares. So prices rise to high levels, which are difficult to sustain over 
the summer. In the autumn the darker nights make us more gloomy, with the result that prices fall to low 
levels from which they recover.

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’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: 
We feel that the market will more than likely continue its recent form of low volatility, trading within a 
narrow range. The ADX is lying at 15, suggesting that the market is range bound with the upper and lower 
Bollinger bands (7,425 & 7,100) pointing to realistic levels of resistance and support. Of course, the longer 
the market continues trading within a tight range, the more prone the market becomes to a breakout. This 
is because it starts to resemble a spring where the next move tends to be a violent one - in either direction.

“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 

(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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