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FTSE 100 5,500

VIX 33

GBP/EUR 1.15

FTSE 100 7,778

Resistance 7,800

Support 7,425

VIX 10.2%

S&P 500 2,786

Gold $1,342

GBP/EUR 1.1256

GBP/USD 1.3757

Introduction:
We wish all our clients and readers a very Happy New Year and all the best for 2018. For stock market 
investors, 2017 will be remembered as a remarkable year with the all-important US economy posting 
another year of growth, making this recovery the third-longest in the post-WWII era. Stock markets 
finished the year at or close to multi-year highs with progress on US tax reforms and Brexit negotiations 
providing positive catalysts to risk assets. Looking ahead, we see a favourable backdrop of strong economic 
growth, increasingly supportive fiscal and regulatory policy and tightening but still easy monetary policy.
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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 overweight. The strong stock market performance 
so far this year shows that investors remain firmly in the bullish camp. Institutional investors are fretting 
that there is perhaps too much enthusiasm toward stocks, particularly with individual investors showing 
signs of having joined the party. Still, the fundamentals supporting the stock market remain sound.

The global economy is forecast to continue to expand at a strong pace, with the US and Eurozone growing 
above trend and China slowing down but only moderately. Political risk, though ever present, should not 
escalate. We expect central banks to continue to exit from ultra-accommodative monetary policy but only 
very gradually. As a result, we remain positive on equities.

What scenarios might challenge the positive undertone? A sharp rise in inflation is one. Despite strong 
growth and tight labour markets, inflation remains low, and markets have gotten used to this. There are, 
however, increasing signs that inflation will continue rising in 2018. A faster-than-expected pickup in inflation 
could surprise markets and lead to a sharp repricing of central bank rate rise expectations, which could be 
disruptive for risk assets - akin to 2013’s taper tantrum. Another is the current valuation of the US equity 
market, where 30% of stocks in the S&P 500 are trading above average analyst price targets. That is good 
news, however, not bad. Historically, in the twelve instances since 2002 when a big proportion of stocks 
rose above their average price target, the S&P 500 posted positive returns 81% of the time three months   
later, with gains averaging 4.2%.
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Recommended Investment:
Kier Group Plc- 9.2x P/E, 6.6% yield
Kier Group Plc (“Kier”) is a leading property, residential, construction and services group operating across 
a wide range of sectors. The company has grown both organically and by acquisition in recent years and is 
now one of the major contracting and support services businesses within the UK market, tripling in size 
over the past five years. The company employs over 21,000 people across its operations in the UK, the 
Middle East & Hong Kong.

The company has recently streamlined its operations and is now focused on three core sectors - building, 
infrastructure and housing, which in total represent 90% of group activity. In building, Kier is the UK’s 
largest builder with the capability to deliver projects ranging in size from hundreds of thousands of pounds 
to hundreds of millions. Within the infrastructure division, the company delivers critical infrastructure and 
support services with particular expertise in highways. In the housing division, Kier is a major builder of 
affordable homes. The UK has a significant housing shortage and it is a clearly stated government policy to 
boost housebuilding over the coming years. Kier has a target to build 4,000 homes per annum through to 
2020.

The company has excellent earnings visibility. The order book currently stands at £9.5 billion, which represents 
just over two times annual sales. The company benefits from long-term contacts with government, which 
offers stability and helps to counterbalance the more cyclical nature of the building division. The company 
also has a £2 billion property development pipeline which will underpin its housebuilding operations over 
the medium-term. Kier has a strong balance sheet and has ample resources to enable it to continue to 
grow over the coming years.

Several new orders have recently been announced, including winning the maximum number of places in 
the Education and Skills Funding Agency’s latest £8 billion four-year construction framework programme, 
reinforcing the group’s position as a leading provider within the education sector. At the recent shareholder 
meeting, the company confirmed that it is on course to deliver double-digit profit growth in the current 
financial year to end June 2018.

Despite the favourable fundamentals, the stock has been affected by negative sentiment in the sector 
and the shares fell 20% in 2017. We believe that this represents an excellent buying opportunity for 
shareholders looking for both capital growth and income. The shares sell on a single-digit P/E of 9.2x, yield 
6.6% and have 40% upside to the average broker price target. Buy. 

Market Outlook (cont):
In short, there are few reasons to be a bear right now. The path of least resistance for global stocks is 
upward, at least until something introduces a significant change in the investing environment.
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Tweet of the Month:
“79% of investment trusts have outperformed their open-ended counterparts in 2017, aided by a variety of struc-
tural advantages”

Given the emphasis on alternative asset classes in recent years, the merits of using listed closed-ended 
funds (investment trusts) to access publicly listed equities are easy to overlook. We believe that the closed-
ended nature of investment trusts provides structural advantages that can help them outperform their 
open-ended counterparts (unit trusts). Open-ended funds can face regular or significant outflows, which 
can require a liquidity buffer, thereby creating cash drag, or may mean managers are forced to sell stocks 
at inopportune times. In contrast, managers of closed-ended funds do not face these constraints and can 
therefore take a truly long-term approach to investment, which should also help to reduce portfolio turno-
ver and the associated trading costs. The fixed pool of capital also makes it easier for managers to invest 
in more illiquid stocks. In addition, investment trusts can use gearing, which will contribute to returns in 
rising markets.

There are 67 closed-ended and open-ended funds that can be considered comparable over a one-year 
period, as they are run by the same manager and with the same investment strategy. Over the 12 months 
to 30th December 2017, 79% of investment trusts outperformed their open-ended counterparts in NAV 
terms, with an average NAV outperformance of 2%.

We believe that the assertion that investment trusts provide fund managers with a structural advantage 
over the long-term is supported by the above analysis. Going forward, market conditions will vary, but we 
would expect the structure to allow a greater potential for outperformance - an important consideration 
when selecting active managers.

The following investment trusts feature on our recommended list.
 
Equities   Symbol TER* Yield  Note
World
Perpetual Income & Growth PLI 0.65% 3.60%  Invests in global blue-chips

UK
Dunedin Income Growth   DIG  0.65%  4.40%  Invests in UK blue-chips

Alternatives
Carador Income Fund    CIFU 1.82%  13.0% Invests in secured loans to US & European companies
John Laing Env Assets Grp  JLEN  1.46%  5.84%  Invests in wind, solar, waste & water projects 
Impax Environmental Mkts IEM  1.11%  0.71%  Invests in clean energy, water & waste companies
Regional REIT    RGL   N/A  7.40%  REIT investing in UK regional offices 
NewRiver REIT    NRR    N/A 5.90% REIT investing in UK shopping centres 
TR Property     TRY  0.77%  2.76%  Invests in listed Pan-European real estate companies

Fixed Interest
CVC Credit Ptnrs Euro CCPG 1.21% 4.89% Invests in loans, high yield bonds & structured credit 
City Merchants High Yield CMHY 1.01% 5.10% Invests in predominantly bonds & structured credit
TwentyFour Income Fund TFIF 1.01% 5.83% Invests in European Asset Backed Securities
* Total Expense Ratio
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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  Chemicals   Oil & Gas Producers
2nd  Personal Goods  Construction & Materials
3rd  Banks    Oil & Gas Producers
4th  Chemicals   Industrial Transportation

This suggests a strategy which cycles a portfolio through the four strong sectors throughout the year - 
Chemicals from 1st January to 31st March, Personal Goods from 1st April to 30th June, Banks 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 Johnson Matthey plc in the first 
quarter (3220p, 23x P/E, 2.5% yield). 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 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%. Then, around the middle of the third week, the 
market tends to rebound sharply. Canny traders should look to capitalise from the resultant upswing, which takes 
place in the final 10 days 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 Fledging (micro caps) has outperformed 
the FTSE 100 by an average of 2.7% in January since 1996, underperforming the main 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 and 
December. 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.

Option of the Month
Sell Shire plc March 3200 puts at 39p
FTSE 100 stock with 40% potential upside to the average broker price target. Trades on a 9.8x P/E multiple.
Click here to view our guide to the Traded Options Market.
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http://www.gam.gi/uploads/files/Promo%20Links/a%20guide%20to%20traded%20options%20market.pdf
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Investment Calendar:
1st January  New Year’s Day (LSE Closed)
2nd January               Full Moon (markets tend to reach a low point around this time)
5th January                US Nonfarm Payroll Report
15th January  Martin Luther King Day (NYSE closed)
17th January              New Moon (markets tend to reach a high point around this time)
19th January  Options Expiry Day
25th January              ECB Meeting
30th January              FOMC Meeting

Quote of the Month:
“The four most dangerous words in investing are: ‘this time it’s different” - Sir John Templeton

Follow market trends and history. Don’t speculate that this particular time will be different. For example, 
a major key to investing in a particular stock is to monitor its performance over five years. We analyse 
the performance of individual stocks over a long period before evaluating them as suitable candidates 
for inclusion in our portfolios. In this way we are able to ignore new investing fads and avoid speculative 
bubbles.

Economics:
UK inflation rose 3.1% last month, requiring the Governor of the Bank of England to write a letter to the 
Chancellor explaining the rise. However, inflationary pressures resulting from the depreciation of Sterling 
post the Brexit vote are now receding and inflation is likely to be at a short term cyclical peak. In addition, 
there is no pressure from wage inflation, currently rising at 2.3% per annum, so the prospect is for gently 
reducing inflationary pressures through 2018.

The ECB has lifted its 2018 GDP growth forecast from 1.8% to 2.3%. Low inflation and interest rates mean 
the recovery is expected to continue for the rest of the decade. The 19-nation Eurozone bloc is enjoying 
its strongest growth since the financial crisis of 2008. Capacity utilisation is close to historic cyclical highs, 
which bodes well for investment and jobs. Rising employment in turn should bolster private consumption 
while exports are set to benefit from robust global trade.

The US Federal Reserve increased interest rates by 0.25% in December, the third rate rise in 2017. This had 
no significant market impact as the rise had been well telegraphed. Officials also boosted their economic 
forecasts, projecting 2.5% growth in 2017 and 2018 due in part to planned tax cuts. Jobs growth continues 
to recover from the impact of the autumn hurricanes, with payrolls rising by 148,000 in December after a 
revision upwards to 252,000 in November. The December number was negatively affected by a reduction 
in retail jobs. However the trend is still positive with service, health care and manufacturing firms driving 
the gains and holding the unemployment rate steady at 4.1%.
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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, 2018 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. January is 7th in the ranking of monthly performance, rising 58% of all the years in January, with an 
average return of 0.8%.

First Quarter 
The FTSE 100 has risen 23 of the 34 years between 1984 and 2017 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.

Second-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. 

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 8th year had been strong in recent decades until the sharp correction witnessed in 2008. Notwithstanding that, 
the year has still been positive in 14 of the 21 decades (67%), rising on average 2.9%.

Technical Analysis: 
We are reversing last month’s bullish call following a rebound of 478 points for the FTSE 100. The market 
has simply gone up too much, too soon and we see a retracement to the 20-day moving average lying at 
7,630 (a pullback of almost 2%) on the cards. Supporting this view is the RSI, which is dangerously high at 
80% (where 70% represents overbought) and the sheer gap between the FTSE 100 and its 200-day moving 
average (349 points). Whilst we are still obviously in a strong up-trend, this is not the time to be initiating 
long positions. 

“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. 
ending markets Bollinger Bands work best (sell at upper band, buy at lower band).

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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