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Introduction:
The old stock market adage, “Sell in May and go away” continues, “don’t come back till St Leger Day”. However, 
analysis of the historic data shows that the worst returns over this period occur in May and June. After 
June, returns up to St Leger Day (in September) tend to be quite flat. In fact, after traditional weakness in 
June, prices quite often bounce back in July - making this month a small island of strength in an otherwise 
weak six-month period.
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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. The stock market got a nice tailwind from 
the first quarter’s earnings season, which was the best in seven years. Stocks reacted so well, in fact, that 
investors are again sounding alarms about valuations. Even if stocks valuations were not elevated, we would 
be skittish given the time of the year.

However, like most summer thunderstorms, summer corrections tend to result in minimal lasting damage. In 
our view, corrections that occur amid still-strong market and economic fundamentals create opportunities. 
If or when this summer’s correction hits, we would use weakness to buy recently out-of-reach blue chips 
that have been knocked back to more attractive valuations.

Considering the strong performance of the S&P 500 already this year, the goal for the remainder of the 
year will be to at least sustain the year-to-date gain and hopefully build on. A strong EPS season might 
provide the market with enough tail wind to tack on a few percentage points more gain but that would 
be it.

Therefore, we are continuing to recommend European equities given the reduction in political risk and the 
strong value proposition, particularly compared with the US.

How much can Europe outperform the US? History shows that when the US equity market has a meaningful 
correction there is no safe place to hide within equities, whereas in environments of a relatively flat US 
equity market European equities can outperform.
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Market Outlook (cont):
Ideas for what to buy? The Credit Suisse European Focus List represents stocks where their analysts have 
high-conviction views. It is a purely bottom-up driven exercise without judgment on sector allocation or 
related weightings. Currently the list includes: 

Company   Price  P/E  Yield  Average Upside
Airbus SE   €72.00  16.4x  2.5%  14%
SAP    €91.45  23.0x  1.6%  7% 
ThyssenKrupp   €24.88  14.8x  1.2%  7%

HSBC surveyed their European sector analysts for their bottom-up views on which stocks in their 
coverage universe are likely to be most sensitive to a recovery in European consumer spending. The names 
highlighted that they have Buy ratings on are: 

Company   Price  P/E  Yield  Average Upside
Inditex SA   €33.61  25.3x  2.6%  14%
FNAC Darty   €70.89  12.0x  0.6%  19%
GrandVision   €23.45  21.1x  1.6%  10%
OVS Spa   €6.23  12.2x  3.3%  13%
Ahold Delhaize  €16.74  11.8x  4.2%  32%   
Metro    €29.56  13.0x  3.9%  12%
Merlin Properties  €11.06  10.5x  4.9%  8%

We have included only those stocks with a minimum of 5% potential upside to the average broker price 
target for both buy lists.

Recommended Investment:

Imperial Brands Plc 3459p, 12.8x P/E, 4.9% yield
Imperial Brands Plc (“Imperial”), formerly Imperial Tobacco Group Plc, is a British multinational tobacco 
company headquartered in Bristol. It is the world’s fourth-largest manufacturer of cigarettes after Philip 
Morris International, British American Tobacco, and Japan Tobacco, and is the world’s largest producer of 
cigars, fine-cut tobacco, and tobacco papers.

Products
The company produces over 126 billion cigarettes per year, has 51 factories worldwide, and its products are 
sold in over 160 countries. Its iconic brands include Davidoff, Embassy, Fortuna, Woodbine, West, Gauloises, 
Gitanes, Montecristo, Golden Virginia (the world’s largest-selling hand rolling tobacco), Drum (the world’s 
second-largest-selling fine-cut tobacco), and Rizla (the world’s best-selling rolling paper).

Takeover Target
We believe that conditions look ripe for consolidation in the tobacco sector and Imperial may well end up 
on the block. The company is making good progress with its strategy of focusing on core brands following 
its purchase of the offtakes from the merger of Reynolds American and Lorillard. These brands have given 
Imperial increased exposure to the US market, which is expected to be a key draw for acquirers now high-
profile litigation there has subsided. 



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)

World Trade Center, Suite 5.28, Gibraltar. Telephone: +350 200 75181. Website: www.gam.gi 

Recommended Investment (cont):
Meanwhile, British American Tobacco has added a spark to the market’s expectation of further sector 
consolidation with a $47bn approach for the 58% of Reynolds it did not already own, and there’s industry 
speculation that Philip Morris International is on the hunt for bid targets. Imperial looks like a bargain 
buy for any would-be acquirer. Based on EV/EBITDA ratio, a popular valuation metric with acquirers, the 
company is the most attractively rated of the big global tobacco players.

Focus on core brands
Importantly, actions being taken by Imperial to address the causes of this valuation gap should improve 
sentiment, regardless of whether any bid comes in. Chief executive Alison Cooper believes the group can 
achieve sustainable growth by focusing on 125 brands, half the amount Imperial had when she joined in 
2007. Imperial is now not too far from this target, with brand numbers standing at 184. And migrations - 
where it encourages consumers to switch away from brands it wants to mothball - are proving successful. 
In its recent results, management said more than 95% of consumers had completed the transition from 
one brand to another. This has made the group’s ‘growth’ and ‘specialist’ brands a more significant driver of 
performance, accounting for just over 60% of reported tobacco revenue. 

Sustainable sales growth & cost cutting
The group is looking to boost sales through investment in order to achieve 4%-8% medium-term EPS 
growth from 2018 onwards. Earnings growth will also be supported by the announcement of a programme 
to cut costs by an additional £300m a year by 2020 for an expected one-off charge of £750m. An earlier 
£300m cost-cutting programme is already well advanced.

Inflation-busting dividend
Imperial’s commitment to annual dividend rises of 10%, which has been the standard for nine years, means 
yield growth should stay well ahead of inflation - something that the market is arguably undervaluing at 
the moment. The dividend also looks pretty secure based on last year’s free-cash-flow cover of 1.7 times.

Regulation
Of course, the tobacco industry is subject to numerous risks, with governments increasingly keen to crack 
down on smoking. Plain packaging is a potential threat and taxes will only go up. In theory, that makes it 
harder to keep pushing up prices. Nevertheless, Imperial’s long-term prospects remain bright. If it can keep 
a firm grip on costs and successfully integrate and build the US brands, it ought to be able to grow profits, 
pay off debt, and return further cash to shareholders.  There is also an increasing emphasis on e-vapour 
products such as blu, given the increased popularity of vaping in developed markets.

Emerging Markets
One way to escape the increased regulatory burden is to expand into less developed emerging markets. 
With that in mind, Imperial has entered into a joint venture with China Tobacco, which will enable it to 
promote its Davidoff and West brands in China.

Summary
Imperial Brands is a cheap blue-chip compoany trading at 12.8 times forward earnings, a 35% discount to 
British American Tobacco. It also has a market-leading dividend which has been increased by 10% for the 
ninth year in a row. On top of that, the company is a prime takeover target for larger rivals. Buy.
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Tweet of the Month:
“Many of our ideas are legacies of the past: they made sense once, but not today. To this list we should add lifestyle 
investing”

Many of our ideas are legacies of the past: they made sense once, but not today. For example, City bonuses 
were a good idea when broking partnerships used them to stabilise profits, but aren’t so sensible for big 
banks that have imperfect oversight of employees for whom a bonus can be an incentive to take risk.

To this list we should add lifestyle investing - the idea that we should invest heavily in equities when we are 
young but gradually move towards bonds as we approach retirement; this is the strategy recommended by 
the old rule that your weighting in shares should be equal to 100 minus your age.

Such a strategy suffers from four flaws. 

1-It is insensitive to market conditions
We should (obviously) hold more shares when expected returns are high - which is usually when dividend 
yields are higher. Less obviously, but also truly, we should also hold more equities when volatility is low. 
Lifestyle investing, however, ignores these ideas. A typical lifestyle investor may have been heavily in equi-
ties at the peak of the tech bubble in 2000, but less weighted in them in 2009 when the market was cheap.

2-It might not reduce risk quickly enough
If you want a safer portfolio as you approach retirement, you have a problem: equity returns are not dis-
tributed normally but instead carry a disproportionate chance of a big drop. Reducing equity weightings 
gradually as you get older doesn’t take sufficient account of this fact.

3-You hold too less in equities in monetary terms as you age
The strategy means having a big equity weighting when you are poor but proportionately less when you 
are richer and older. This puts a brake on how fast your wealth can grow. In fact, Javier Estrada at IESE Busi-
ness School has shown that doing the exact opposite of lifestyle investing - holding more equities as you 
age - would make you better off in most cases.

4-Retirement probably does not even matter
A newly retired person with average luck has another 20 or 30 years in them, and an even longer time 
horizon in effect if they want to leave a bequest. To the extent that equities are a better long-term invest-
ment than short-term ones (and lifestyle investing assumes they are) this argues for a high equity weighting 
even as you retire.

All this helps explain why many pension providers have shifted out of lifestyle investing for their workplace 
pensions. But it raises a question: is there anything to say for lifestyle investing at all?

Yes, there is if you’re planning on buying an annuity. Here you face the danger that bond yields will fall, 
thus reducing annuity rates and your retirement income. This is an especially nasty risk because the cir-
cumstances in which bond yields fall are likely to be ones in which equities do badly - such as fears of a 
recession.
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Tweet of the Month (cont):
This is why lifestyle investing is a legacy idea. It made perfect sense when investors were forced to purchase 
annuities when they retired. It’s less appropriate, however, for those who are not going to buy an annuity 
- which is the vast majority of us.

Therefore, the moral of the story is to maintain your asset allocation throughout your lifetime according 
to your investment objectives. Our recommended ‘model portfolios’ consist of the following asset alloca-
tions:
   Income Balanced Capital Growth
Equities  50%  50%  80%
Alternatives    0%  20%  20%
Fixed Interest  50%  30%    0%



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   Pharmaceuticals

2nd  Electricity    Construction & Materials

3rd  Software & Computer Services Oil & Gas Producers

4th  Beverages    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, Electricity from 1st April to 30th June, Software & 
Computer Services from 1st July to 30th September and Beverages 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 Micro Focus International Plc in the third quarter (2241p, 17.5x P/E, 2.8% yield, 10% 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 start of the month tends to be strong. After that, the market has a propensity to 
drift lower for a couple of weeks until finishing strongly in the final week of the month. Going long the market 
via a CFD before the final week of the month would be the best way to capture this move.

Strongest Weeks
The 31st of July is the start of the strongest week of the year, rising 78% of the time, posting an average 
gain of 0.6%. Going long the market via a CFD would be best to capture this move.

Weakest Weeks
The 10th of July is the start of the 5th weakest week of the year, falling 59% of the time, posting an average 
loss of 0.5%. The 24th of July is the start of the 3rd weakest week of the year, falling 62% of the time, posting 
an average loss of 0.5%. Going short via a CFD would be best to capture these moves.

Strongest Days
The 28th of July is the 7th strongest day of the year, rising 73% of the time, posting an average gain of 0.2%. 
Going long the market via a CFD would be best to capture this move.

Weakest Days
The 10th of July is the 6th weakest day of the year, falling 62% of the time, posting an average loss of 0.3%. 
Going short via a CFD would be best to capture this move.

Option of the Month
Sell Imperial Brands September 3300 puts at 33p
Core defensive stock with 23% potential upside to the average broker price target, whilst yielding 4.9%. 
Click here to view our guide to the Traded Options Market.
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Investment Calendar:
July is the second busiest month for FTSE 100 interim results
7th July  Nonfarm payroll report
9th July  Full Moon (markets tend to reach a low point around this time)
10th July 6th Weakest Market Week of the Year
20th July  ECB Meeting
21st July  Options Expiry Day
23rd July New Moon (markets tend to reach tops around this time)
24th July 3rd Weakest Market Week of the Year
25th July  Two-day FOMC meeting starts
28th July  7th Strongest Market Day of the Year
31st July Strongest Market Week of the Year

Quote of the Month:
“The investor’s chief problem and even his worst enemy is likely to be himself ” - Benjamin Graham

This may sound perverse as surely it is events which drive investment markets down and destroy value. 
But the trouble is that events and bear markets are normal. Rather what causes the greatest damage is our 
reaction to events - selling after markets have already plunged and only buying back in after euphoria has 
returned. Smart investors have an awareness of their psychological weaknesses and their tolerance for risk 
and are able to manage them.

Economics:
The UK is the slowest-growing advanced economy on earth, official statistics confirmed on Friday. GDP 
grew at just 0.2% in the first three months of the year; down from 0.7% in the previous quarter, the Office 
for National Statistics reported. Analysts predict the UK’s growth rate will pick up marginally in Q2, but 
the longer-term outlook will likely be weaker if consumers continue to rein in their spending. Meanwhile, 
household savings have also dropped. Though the figures are only for one quarter, they add to other 
bleak economic indicators. The ONS also revealed that UK households are now experiencing the most 
prolonged squeeze on income since 1977. Adjusted for inflation, incomes fell 1.4% in the first quarter as 
prices rose sharply while wage growth was slow.

In contrast, the combined economies of the European Union grew by 0.6%, marking 16 consecutive quarters 
of positive growth. The EU also confirmed that economic sentiment across the 19-country Eurozone has 
risen to near-decade highs as the recovery gathers steam. The rise was broad-based across sectors and 
nations with sentiment particularly strong in Germany and France, the Eurozone’s powerhouse economies. 
As a result, speculation is intensifying that the European Central Bank may soon signal its intention to rein 
back stimulus measures. Much will depend on whether inflation heads back up to levels policymakers are 
happy with.

The US economy grew more than first estimated in the first quarter (1.4% vs 1.2%), providing a slightly 
more encouraging outlook for growth this year. Q1 economic growth was boosted by an upward revision 
to consumer spending, which accounts for more than two-thirds of US economic activity. Despite the 
upward revision to GDP, the Trump administration’s stated target of swiftly boosting annual US economic 
growth to 3% remains a challenge. President Trump’s economic programme of tax cuts, regulatory rollbacks 
and infrastructure spending has yet to get off the ground five months into his presidency.
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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.

July  
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. July is historically the 5th best performing month, rising 55% of all the time, with an average return of 1%. 
So, after a usually disappointing May and June, shares tend to perform a bit better this month.

Third Quarter 
The FTSE 100 has risen 21 of the 33 years between 1984 and 2016, posting an average gain of 0.9%.

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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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 felt that with the market at all-time highs a pullback was the likely scenario and recom-
mended that traders should position themselves accordingly. That was a good call and the FTSE 100 subse-
quently fell 235 points. With the RSI now in oversold territory (RSI is 28%), we feel that this unwinding has 
largely taken place. We would wait until the RSI rises above the 30% level before going long but with the 
200 day moving average just 147 points away, we feel that the downside is negligible with strong support 
seen at the 7,165 level. 

“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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