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FTSE 100 5,500
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VIX 17.3%

S&P 500 2,762

Gold $1,338

GBP/EUR 1.1322

GBP/USD 1.4119

Introduction:
Last week the Dow Jones fell 665 points to end the day down more than 2.5% and falling below 26,000, 
the record level it hit on 17th January. It was the first time since June 2016 that the Dow had fallen more 
than 500 points. This is certainly bringing edgier conditions to the market than investors have grown 
accustomed to. We do not though see this as the start of a bear market. Indeed, the fall was largely due to 
fears of rising interest rates caused by great jobs data. And historically, 1% falls in the S&P 500 after such 
extended periods of calm markets have seen the stock market rise on average 7.2% six months later and 
17% twelve months later. We are of the view that this is merely a short-term consolidation and one more 
trick of the bull market to force you to believe that the bull market might be over. That is not the case; the 
secular bull market should continue to climb the wall of worry.
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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 New Year has started in positive 
fashion with most major markets posting new all-time highs. The US market led the way with the S&P 500 
recording a rise of 5.6% in January, the best monthly gain since March 2016. January has most interest to 
investors not for its absolute performance, but as an indicator of the year overall. Generally speaking, as 
January goes, so goes the stock year. And up Januaries are good predictors of up years. Since 1980, January 
has been up 23 times. In those 23 up-January years, the S&P 500 was positive for the full year 20 times; on 
only three occasions did an up January precede a down year. 

That should give comfort to investors worried about the recent market breakdown, which has seen 
stocks tumble.  Indeed, in years with the 10 best Januaries since 1950, the market subsequently witnessed 
a correction of 11.8% on average. However, the market then shook off those mid-course corrections to 
finish with average gains of 13% for the full year, which is better than average for the post-1950 stock 
market. 

In fact, a pullback should not be seen as a bad thing by investors. Maybe the best long-term driver for the 
market would be for stocks to go off the tracks in the short-term. A 5% correction would make certain 
overpriced sectors and stocks appear attractive again. A 10% correction, though more painful, would create
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Recommended Investment:
SQN Asset Finance Income Fund Ltd
SQN Asset Finance Income Fund Ltd is the only diversified equipment leasing and asset finance investment 
trust listed on the London Stock Exchange, a highly specialised area that focuses on high income. Launched 
in 2014, the trust is managed by SQN Capital Management, an international finance company and alternative 
asset manager specialising in collateralised, non-correlated, income-producing assets. The company is a 
specialist in its field and has offices in New York and London. It principally focuses on the US and the UK, 
though has provided financing on six different continents. 

The main attraction for the investor is the attractive income returns available in the market for equipment 
leasing and asset finance. The trust benefits from this and is able to pay an annual dividend of 7.25p which 
is paid in equal monthly instalments of 0.6042p per share. The current price of the shares is 90p, giving a 
very attractive yield of 8%. The Total Expense Ratio is 1.18%.

The shares have fallen over the past year from a high of 118p due to US solar cell company Suniva, with 
whom the fund had a five year financing agreement, filing for Chapter 11 bankruptcy protection last April. 
This was as a result of imports flooding the US market in contravention of international trade agreements. 
The fund’s investment amounted to 6.8% of net asset value (“NAV”) though the market fall was much more 
than any possible write off.  However there is now good news on Suniva as the Office of the US Trade 
Representative has just announced details of measures aimed at protecting the US solar cell manufacturing 
industry. The fund’s management believes that the imposition of these tariffs should allow Suniva to return 
to profitability and that this should pave the way for the fund to recover its investment either through a 
refinancing or a trade sale once the company emerges from bankruptcy.

Given this development, we see upside potential in the shares. The NAV at the end of December stood at 
98.63p meaning the shares are currently selling on an 8.7% discount to NAV. Historically, the shares have 
traded at a 4.1% premium since launch.

In summary, we like this investment trust. It has a low correlation with equities (a beta of just 0.05) and 
therefore acts as a good diversifier in a portfolio. Combined with the potential for capital uplift to NAV 
along with an 8% dividend yield, we see this investment trust as a very attractive proposition. Buy.

Market Outlook (cont):
an even more attractive entry point and might broaden participation to even the most reluctant retail 
investors. The stock market has not only survived such episodes of selling in recent years, but has 
subsequently thrived and reached new all-time highs. With strong earnings trends underpinning equity 
values, a modest correction could be a positive market event, in our view.
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Tweet of the Month:
“The five investments trends we see in 2018 are Ageing, Millennials, Automation, Chinese Consumer and Sustain-
ability. All accessible via ETFs”

1-Ageing
This one shouldn’t come as a surprise. The baby-boomers have been retiring for a while now and this is 
something that will continue to happen at an even faster pace. But what does this have to do with invest-
ment trends you wonder? Let us elaborate.

For starters, the gap that the retirement of baby-boomers leaves will have a considerable impact on the 
labour market and create a shortage of workers. In order to (partially) try and fill this gap, companies will 
increase their investments in workplace automation and technology. Secondly, people are living longer and 
getting older than ever before. This will have consequences for the healthcare sector globally, but especially 
in emerging markets, since they often haven’t really invested in a well-structured healthcare system before. 
In order to meet the growing demand, investments in products, services, and technologies tailored to the 
needs of an aging population are likely to go up.

Recommended Investment
iShares Ageing Population ETF (AGED, London Stock Exchange)
Low-cost ETF (TER=0.40%) that provides diversified access to companies that specifically provide prod-
ucts or services to the world’s ageing population across both developed and emerging markets. Growth 
potential due to a rapidly ageing global population, medical advances and societal changes.

2-Millennials
Now, there is a lot to say about this trend. In fact, the topic of millennials and the potential impact they 
could have on how investment is done probably deserves an article on its own. So we’ll keep it short for 
now.

Millennials - the generation born between 1980 and 2000, also known as Generation Y - are about to 
inherit a massive chunk of wealth from...  indeed, the baby-boomers. As such, they’ll become an important 
- perhaps the most important - group of investors which means that it’s time to know what type of invest-
ments they’re interested in. Interestingly, the elements that tend to matter to millennials when it comes to 
making an investment decision are the same factors that play a role when they choose a job: sustainability, 
purpose (i.e. a positive environmental and social impact) and passion.

Recommended Investment
Global X Millennials Thematic ETF (MILN, Nasdaq)
Low-cost ETF (TER=0.68%) that seeks to invest in companies that have a high likelihood of benefiting from 
the rising spending power and unique preferences of the US Millennial generation. These companies come 
from a broad range of categories, including: social media and entertainment, food and dining, clothing and 
apparel, health and fitness, travel and mobility, education and employment, housing and home goods, and 
financial services.
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Tweet of the Month (cont):

3-Automation, Robotics and Artificial Intelligence (“AI”)
This is another trend that shouldn’t come as a surprise. Applications of AI and automation are all around 
us. Think of Netflix using an AI-powered algorithm to tell you what show you might like to watch next or 
Google finishing when you start to type a question in the search engine for example. Numerous industries 
- marketing, sales, finance, and HR to name a few - already use AI technology to optimise and/or automate 
their processes. Further automation is only a matter of time.

Recommended Investment
iShares Automation & Robotics ETF (RBOT, London Stock Exchange)
Low-cost ETF (TER=0.40%) that provides diversified access to companies that are developing technology 
in the fields of automation and robotics across both developed and emerging markets. Growth potential 
due to major structural drivers including lower development costs, evolving technology and rising salaries.

4-Chinese Consumer
The expansion of the Chinese middle-class continues apace. China’s economy is becoming more and more 
consumer-driven and, to stick with the millennials example, the wealth of Chinese millennials alone is 
expected to be somewhere between $19 trillion and $24 trillion by 2020. Needless to say, these kinds of 
figures are clearly something to take into account. Especially since this group has a big influence on family 
purchases and often also has a significantly higher income than their parents.

Recommended Investment
Global X China Consumer ETF (CHIQ, New York Stock Exchange)
Low-cost ETF (TER=0.65%) that invests in companies operating within the consumer discretionary and 
consumer staples sectors in China.

5-Sustainability
As demographics are changing and more women (as well as, again, millennials) are investing, investor focus 
is shifting to more sustainable investments. This means, among other things, that investors are taking a 
closer look at elements such as the use of resources, employee treatment, gender issues, retention rates 
and the way management runs the company (is the management long-term oriented or not, for instance). 

Recommended Investment
iShares Dow Jones Global Sustainability Screened ETF (IGSG, London Stock Exchange)
Low-cost ETF (TER=0.60%) that provides diversified access to companies that have been screened for 
their economic, environmental and social characteristics. Excludes those companies involved in alcohol, 
tobacco, gambling, arms etc.
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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 (3302p, 16x P/E, 2.4% 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
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%. Going long via a CFD would be best to capture this move.

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 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 Vodafone plc April 200 puts at 2.5p
Core defensive stock yielding 5.8% and with 21% potential upside to the average broker price target.
Click here to view our guide to the Traded Options Market.
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Investment Calendar:
This month is the busiest month for FTSE 250 preliminary results announcements.

2nd February  US Nonfarm Payroll Report
8th February  MPC interest rate announcement at 12 noon 
15th February  New Moon (markets tend to reach a high point around this time)
16th February  Chinese New Year (Year of the Dog)
   Options Expiry Day
19th February  Washington’s Birthday (NYSE Closed) 
28th February  FTSE 100 Quarterly Review

Quote of the Month:
“Based on my own personal experience - both as an investor in recent years and an expert witness in years past - 
rarely do more than three or four variables really count. Everything else is noise” - Martin Whitman

The esteemed value investor and long-time critic of GAAP (Generally Accepted Accounting Principles) 
looked at a few key variables to aid his stock selection. We adopt a similar stance looking at P/E, yield 
and upside to average broker price targets when assessing suitable investments. The use of a few key 
variables takes us away from investor fads and overvalued sectors and stocks and means we are focusing 
on fundamental valuation criteria.

Economics:
UK GDP grew by 0.5% in the fourth quarter of 2017, exceeding consensus with employment growth 
remaining strong, adding 100,000 new jobs in November. Consumption growth is likely to remain constrained 
by the weakness in real wages though exports are benefitting from the decline in Sterling post the Brexit 
vote and the general global recovery. There is now a more balanced look to the UK economy and the 
strength in exports could even lead to a small upwards revision in growth forecasts for the current year. As 
expected, inflation has begun to edge downwards, with the CPI back to 3% in December.

Eurozone growth came in at 0.6% in the final quarter of last year to give a rate of 2.7% for the whole year. 
The positive momentum is not leading to any bottlenecks in the economy as there is still enough spare 
capacity to sustain growth. It is also reassuring to see inflation tick down to 1.3% from 1.4% in December 
meaning that it is unlikely the ECB will move to any significant monetary tightening in the short term.   

The January meeting of the US central bank’s Federal Open Market Committee, brought no surprises. As 
expected, the Fed funds target rate remained unchanged in a range of 1.25% to 1.50%. The Committee 
noted that the labour market and economic activity continued to strengthen and they expect inflation to 
further increase and stabilise over the medium term around its 2% target rate. However, by stating, that the 
“Committee expects that economic conditions will evolve in a manner that will warrant further gradual increases 
in the federal funds rate”, the Fed continued to pave the way for further rate hikes going forward, with the 
next one most probably due at the 20th to 21st March meeting.
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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.

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. February is 4th in the ranking of monthly performance, rising 63% of all the years in February, with an 
average return of 1.1%. It is noteworthy that since 2009, the market has risen every February.

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 Dog 
Chinese calendar revolves around a 12 year cycle where each year is associated with an animal (rat, ox, 
tiger, rabbit, dragon, snake, horse, goat, monkey, rooster, 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 dog. The worst performing animals have been the 
rooster and snake. 

The Chinese year starting 16th February 2018 is the year of the dog and in dog years the S&P 500 has had an 
average return of 16.8% - the best average return of all the years of the Chinese zodiac.
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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: 
Last month we reversed our bullish call, calling for a pullback with the market at such elevated levels. In 
the event, the FTSE 100 fell 335 points or 4.3%. Again, the market now looks to have overshot once more, 
only this time in the other direction. The RSI is massively oversold at 20, and the FTSE 100 has just closed 
slightly beneath its 200-day moving average. We believe a bounce back is likely from here and are targeting 
the 20-day moving average lying at 7,670.

“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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