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Introduction:
Investors will be happy to put February in the rear view mirror. More than the actual decline, investors 
will take away the stomach-churning memory of the free fall early in the month, where the S&P 500 lost 
nearly 11% from its late January peak to the end of the first week of February.  The bigger casualty in 
February was investor confidence in the market’s upward course. Of course, markets occasionally need a 
healthy corrective. They function best when greed and fear are in healthy balance, or at least have reached 
an uneasy truce. By the end of 2017, fear was banished, while greed was rampant. If the price of February 
selling has been restoration of this balance, the trading year may be better for it.
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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. Volatility returned to world stock 
markets with a vengeance in February. What started as a positive January jobs report in the US turned into 
a fear that interest rates would rise faster and higher than market commentators had originally thought, 
triggered by a rise in Treasury 10-year yields to 2.9%. The US market then had a rollercoaster ride in 
February, with the S&P 500 Index eventually ending off 3.9% for the month, in the process snapping a ten 
month winning streak, the longest run since 1959.

The correction will serve as a reminder to investors that markets can go down as well as up. The main 
cause of the correction may simply be profit-taking following a strong 2017 and an eye-popping January 
2018. Stock sell-offs are nerve-racking but necessary. Market complacency such as that seen in 2017 saves 
investors from short-term worries about wealth accumulation. The lack of periodic sell-offs, however, 
increases the risk that the market will become toppy and prone to steeper falls. Corrections can be 
thought of as a bad-tasting medicine that, like castor oil, can keep the market mechanism functioning 
smoothly.

The fundamentals, however, remain good for investment and we believe that the most bearish estimates 
on inflation and interest rates are overdone. Inflation is set to gently rise over this year but not by enough 
to pose a threat to global economic stability. Meanwhile, strong earnings growth continues to underpin
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Recommended Investment:
Cineworld Group plc - 230p, 10.4x P/E, 4.0% yield
Following this year’s acquisition of US-based Regal Entertainment Group (“Regal”), Cineworld is now the 
world’s second largest cinema operator with approximately 9,500 screens. The group has operations in 
10 countries encompassing the US, UK & Ireland, Poland, Hungary, Romania, Israel, the Czech Republic, 
Bulgaria and Slovakia with a wide range of offerings such as 4DX, 3D, IMAX, Superscreen and VIP screens.  
The acquisition of Regal, funded in large part by a £1.7 billion rights issue, has transformed the group and 
taken it into the world’s largest cinema market, the USA. Previously, the group was using cash flows from 
the mature UK market to fund expansion in the developing markets of Eastern Europe. Now the dynamics 
of the business have changed and the US will represent 72% of group revenue with UK and Ireland 16% and 
Rest of the World 12%. Regal has been underperforming its peers in the industry for a number of years and 
the question is now whether the Cineworld management can turn around its fortunes and add significant 
value for shareholders.

The prospects appear favourable. The management is headed by two Israeli brothers, Moshe and Israel 
Greidinger, who are third generation cinema owners and operators. They have personally invested 
approximately £470 million in the recent rights issue to maintain their 28% stake in the business. They 
previously bought into Cineworld at an opportune time and have been instrumental in driving the group 
forward in recent years. It is to be assumed that they see a real opportunity to enter the US market on 
attractive terms for shareholders. They have intimated that there will be no dilution from the rights issue 
(indeed the deal will be earnings enhancing) and the progressive dividend policy will be maintained.

It has to be said that the business does have its challenges. Cinema attendance in the US has flatlining 
for several years though this has been masked by rising ticket prices, leading to positive year-on-year 
revenue comparisons. In addition, the emergence of Amazon and Netflix with new content is seen as a 
real competitive threat. Against these trends, management believe they can invest in the Regal business to 
improve the customer experience, making cinema an attractive family outing again and thus enhance the 
overall returns. This they have successfully achieved in the relatively mature markets of Israel and the UK.  
In addition, the film slate in the US for the current year looks more promising after a slightly disappointing 
2017. The timing of the deal does look especially opportune. The rights issue has been completed with 96% 
shareholder uptake. The small rump was fully placed by the underwriters. This bodes well for the shares 
technically as there is unlikely to be much loose stock in the market. At the current share price of 230p, the 
shares sell on a P/E of 10.4x, yield 4.0% and have 57% upside to Deutsche Bank’s price target. We believe 
the management will continue to grow the business successfully and recommend the shares for both 
income and capital growth investors alike. Buy.

Market Outlook (cont):
the market with double-digit earnings growth expected in 2018. The short term overvaluation of the 
market has now been eradicated and we suggest investors use the pull back to increase equity positions 
on weak market days. 

With February out of the way, investors also have the final two months of the strongest part of the year 
to look forward to. Just turning the calendar page is not enough to reverse the trend, of course. But with 
the global economy progressing without overheating, and with expansion in interest rates showing signs of 
moderation, we see little in the near-term outlook to alter our view that stocks are on their way to new 
highs in 2018.
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Tweet of the Month:
“Central European economies are booming. The prospects for continued growth for the rest of this decade are 
excellent”

Macro-economic data released earlier this year confirm that Central European economies (Central Eu-
rope contains, amongst others, the Visegrad Group of the Czech Republic, Hungary, Poland and Slovakia) 
are booming. Fourth quarter gross domestic product (GDP) in Poland grew from 4.9% to 5.1%. The Czech 
Republic posted an impressive 5.2% growth rate in the fourth quarter while GDP growth in Hungary ac-
celerated to 4.4% over the same period, surprising on the upside. These growth rates are impressive and 
well above Western European averages.

At the same time, there is no pressure on inflation with the most recent data showing further slight eas-
ing across the region. In Poland, yearly consumer price inflation eased to 1.9% in January, from 2.1% in the 
previous month. In the Czech Republic too, inflation decelerated to 2.2%, down from its 2.9% peak last 
October. Finally, inflation remained constant at 2.1% in Hungary. This means there is no immediate pressure 
on interest rates so the prospects for continued strong growth this year and next remain good.

Investors looking to profit from these strong fundamentals could consider the following two ETFs that are 
listed on the London Stock Exchange:

i-Amundi MSCI Eastern Europe ex Russia ETF (CE9U.L) - TER 0.20%
ii-Lyxor Eastern Europe ETF (CECL.L) - TER 0.50%

Both give broad exposure to leading companies active in the growing markets of the Czech Republic, 
Hungary and Poland.

For investors wishing a more focused approach, then shares in Wizz Air (WIZZ.L) can be considered. This 
fast growing, low-cost airline is the market leader in Central and Eastern Europe (“CEE”), where it con-
trols nearly 40% of the budget market. That’s an exciting position to be in as there is significant long-term 
growth potential in the region based on the fact that airlines currently provide just 162m seats a year to 
CEE countries (“CEE”), compared with 1.8bn in Western Europe. And people only fly 0.4 times a year on 
average in CEE, compared with 1.8 times in Western Europe. Given expectations of high economic growth 
rates in CEE, there is considerable scope for catch up and low-cost carriers should be in a prime position 
to benefit.

Whizz Air’s fleet of 79 planes has one of the lowest average ages of any European airline at 4.4 years, mak-
ing it highly efficient. This has contributed to the company’s sector-leading margins (25% profit margins), 
despite low ticket prices. Given the strong long-term prospects, management is focussing on growing the 
business and wants to increase its capacity by 23% by the end of 2018. It currently operates 550 routes to 
43 countries from 28 bases. Despite a 20% increase in capacity over the last 12 months, load factor (bums 
on seats) has actually increased to 90.1%. The shares are listed on the London Stock Exchange and form 
part of the FTSE 250 index.  Trading at 3550p, the shares are selling on a hefty 17.6x P/E multiple but we 
think this is a price worth paying for the rapid expansion prospects.
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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 (3066p, 14.6x P/E, 2.6% 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 general trend for the market in March is to rise for the first three weeks and then fall 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 before the final week would 
be best to capture this move.

Holiday Effect
It’s Good Friday at the end of the month. A famous anomaly in stock markets is that prices tend to be 
strong on the day preceding and the day following a holiday. This effect is strongest in the year around the 
Easter holiday. Going long the market via a CFD before the long Easter holiday week-end is the obvious way to 
play this.

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.

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 BAE Systems plc June 520 puts at 7.5p
Core defensive stock yielding 3.9% and with 14% 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:
March is the busiest month of the year for FTSE 100 companies paying dividends. And it’s also a busy 
month for company announcements: the busiest for FTSE 250 companies in the year with 71 companies 
announcing their prelims this month (along with 24 FTSE 100 companies).

2nd March  Full Moon (markets tend to reach a low point around this time)
8th March  ECB Meeting
9th March  US Nonfarm payroll report              
16th March  Options Expiry Date
20th March  FOMC Meeting
22nd March               MPC interest rate announcement at 12 noon
25th March  Daylight Savings Time starts (clocks go forward)
27th March  New Moon (markets tend to reach a high point around this time) 
30th March  Good Friday (LSE closed)

Quote of the Month:
“You get recessions, you have stock market declines. If you don’t understand that’s going to happen, then you’re not 
ready, you won’t do well in the markets” - Peter Lynch

When hit with recessions or declines, you must stay the course. Economies are cyclical and the markets 
have shown over time that they do recover. It is important to remember that investment is for the long 
term and it is imperative to stay committed and not be derailed by short-term noise and events.

Economics:
Brexit concerns continue to undermine business confidence in the UK and investment growth remains 
weak. Inflation last month remained at 3% though is now heading downwards as the effect of the fall in 
sterling over the last eighteen months works its way out of the numbers.  There is still uncertainty on the 
timing of the next rise in interest rates with opinion divided between spring and autumn. The continued 
weakness in growth numbers may point to a later rise, though any pick up in wage inflation could bring 
this forward.

Eurozone headline inflation declined once again in February, posting 1.2% and the core rate (which excludes 
volatile components) remained lower at 1.1%. As a result, interest rates are unlikely to rise in the Eurozone 
in the near term especially following weaker than expected recent industrial production in Germany and 
France. 

US GDP figures are continuing to reflect a robust outlook with the additional plus of the absence of 
overheating concerns. When new Federal Reserve Chairman Jerome Powell made his first testimony 
confirming this positive growth outlook to the US Congress last week though, the market chose to worry 
about faster and larger interest rate rises. These fears seem overdone, though it is likely that a small rise in 
rates will be sanctioned at the next Federal Open Market Committee Meeting later this month.
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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.

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 55% of all the years in March, with an average 
return of 0.5%. 

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. 

This 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: 
Contrary to last month’s prediction, the markets have continued to slump and unfortunately there are no 
suggestions from our indicators that this is going to stop. The RSI is lying at 40, indicating that the market 
is bearish but not at all oversold. Furthermore, the ADX is 44, showing the market is in a strong trend. 
Unfortunately for investors long of this market, it is a downtrend. Of course, technical analysis becomes 
less useful the more an underlying moves from its mean. Let’s hope that this is the case at these levels and 
investors bid the market back up based on fundamental value. 

“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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