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FTSE 100 5,500

VIX 33

GBP/EUR 1.15

FTSE 100 7,681

Resistance 7,875

Support 7,435

VIX 12.2%

S&P 500 2,779

Gold $1,298

GBP/EUR 1.1372

GBP/USD 1.3432

Introduction:
With major indices within touching distance of all-time highs, we sense that investor unease is rising. Articles 
about the seasonal “sell in May and go away” phenomenon litter the financial press whilst heightened political 
issues in Italy and Spain, renewed trade tensions and continued Brexit uncertainty are all ingredients that 
make for a long and nervy summer. Whilst selling has been limited since the first quarter of the year, there 
is still plenty to worry the bulls. Though we see few signs of an imminent bear market/recession, there are 
plenty of catalysts for a 5%-10% pullback, though not enough to advise selling.
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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 moves to equalweight. Markets certainly appear to be in 
‘risk-on’ mode with the technology-based NASDAQ and Small-Cap Russell 2000 posting new highs as 
the continued strength of the US economy underpins corporate earnings growth. However, we have now 
entered the traditionally quiet summer months.

How seriously should investors take “Sell in May?” Calendars, after all, should be used for daily planning, 
not for setting an investment agenda. Even so, since 1972, the FTSE 100 has fallen on average 0.7% between 
the months of May and October. Nonbelievers should also be attuned to market patterns just because so 
many other investors are as well. Any kind of market upset can push investors to furiously mean-revert, 
even to a clichéd old bit of wisdom about sitting out the summer market. 

Combined with the strong fundamentals, the path of least resistance in this environment may be no path 
at all. The stock market could remain aimless, all else being constant. Despite this typically being a dead-
money period, only investors with inordinate and warranted confidence in their market-timing instincts 
and ability to anticipate trading trends should actually exit the market. Indeed, we would look to take 
advantage of any weakness in stocks that would, along with rising earnings, rewind the valuation spring to 
more-attractive levels.
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Recommended Investment:
Royal Caribbean Cruises - 10.3x P/E, 2.5% yield
Founded in 1968 and headquartered in Miami, Royal Caribbean Cruises (“RCL”) is one of the largest 
cruise lines in the world. It operates Royal Caribbean International, Celebrity Cruises and Pullmantur, 
Azamara Cruises, and CDF Croisieres de France, which together call on approximately 490 destinations. 
The company has a market capitalisation of $28.4 billion. 

The company is the number-two cruise line in a capital-intensive industry with few competitors and strong 
market opportunities, as many potential passengers have never taken a cruise holiday. We take a favourable 
view of the cruise industry’s long-term prospects. RCL and Carnival Cruises together account for nearly 
two thirds of global cruise capacity. Accordingly, they see little need to compete on price. To appeal to a 
greater number of travellers, cruise lines are making it easier to reach ports of departure and adding more 
on-board entertainment.

Going forward, we expect RCL to benefit from lower costs and increased international demand. In addition, 
investment in new ships should help boost net yields and margins. The company has a fleet of 42 ships and 
is on course to introduce 8 new models by the end of this year. Each new addition to the fleet is technically 
superior and much more fuel efficient, providing a positive stimulus to yields and margins.

North American consumers in particular are fuelling demand for European and North American cruises 
(Alaska, Bermuda, Caribbean, Mediterranean & Norway). We expect the company’s operating margin to 
benefit in 2018 from higher spending on food and beverages, as well as from high occupancy. Based on 
management’s guidance, as well as better-than-expected earnings in 13 of the past 14 quarters, research 
house Argus is raising their EPS estimates from $8.80 to $9.00 for 2018. For 2019, they are raising their 
estimate from $9.80 to $10.30 per share. In addition, the company has increased its pay-out ratio over the 
last five years, thus boosting dividend growth and we expect this trend to continue for the foreseeable 
future.

Despite strong first-quarter earnings, the shares have fallen >10% this year, underperforming the wider 
market. We feel that investors have been overly concerned about the sustainability of net yield growth, 
rising fuel costs and fears of another difficult hurricane season in the second half of the year. However, 
we see strong cruise demand and favourable demographic trends with post-war baby boomers now in 
retirement having significant discretionary spending power. Furthermore, US consumer spending in general 
remains resilient with tax cuts boosting demand.

We think the recent weakness represents a buying opportunity and recommend buying the shares for both 
capital and income growth. The current forward P/E of 10.3x, is well below the 5-year historical average of 
14.9x. The shares offer >30% potential upside to the average broker price target and a growing dividend 
yield of 2.5%. Buy.
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Tweet of the Month:
“Overconfidence in the investment world leads to future underperformance”

Overconfidence is bad for your wealth, according to new research. Daniel Czaja and Florian Roder, two 
economists at the University of Geissen, studied 45,000 comments posted on a trading platform by 2,000 
traders and found that those who attributed good returns to their own skill rather than to luck subse-
quently did worse than other traders. “Self-enhancement bias leads to future underperformance,” they con-
cluded.

This corroborates other research which found that overconfident investors trade too much and see 
worse returns. Sophisticated investors are also prone to buying expensive but poorly-performing actively 
managed funds in the mistaken belief that they have the ability to spot good fund managers. And good past 
returns, even over short periods, can embolden traders to take on too much risk and so lose money.

All this poses the question: if overconfidence is so dangerous, why is there so much of it? One answer lies 
in something else that Messrs Czaja and Roder found. The trading platform they studied issues products 
that allow others to invest in replicas of other traders’ portfolios. They found that “traders prone to the self-
enhancement bias attract significantly higher investment flows.” People tend to mistake others’ overconfidence 
for genuine ability and so are more likely to hire them.

This might not be wholly irrational, however. It can make sense to hire an overconfident fund manager 
because his belief that he can beat the market will encourage him to work harder. It’s likely that a similar 
thing is true in other jobs. The overconfident boss who thinks he can turn a company around is more likely 
to work harder, and perhaps succeed, than the man who thinks he has no chance. As Arsene Wenger once 
said, “If you do not believe you can do it then you have no chance at all.”

Overconfidence is so common, therefore, in part because it sometimes works. It gets the confident people 
into top jobs and might cause better performance in them. The problem comes when we transfer overcon-
fidence from domains where it is useful to ones where it is not. Investment is likely to fall into the latter 
category.
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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 Unilever plc in the second 
quarter (4153p, 20.4x P/E, 3.2% yield, 5.0% potential upside to average broker price 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 starts strong, hitting its month high on the second or third trading day, 
but prices then drift down steadily for the rest of the month. Going short the market via a CFD after the third 
business day would be the best way to capture this move.

Option of the Month
Sell Imperial Brands plc September 2300 puts at 29p
Core defensive stock yielding 7.3% and with 23% potential upside to the average broker price target.

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 June  US Nonfarm Payroll Report
12th June  FOMC meeting starts                             
13th June  New Moon (markets tend to reach a high point around this time)
14th June                   ECB meeting
15th June  Options Expiry Day    
21st June  MPC interest rate announcement at 12 noon
28th June   Full Moon (markets tend to reach a low point around this time)

Quote of the Month:
“In the business world, the rear view mirror is always clearer than the windshield” - Warren Buffett. 

As every investor knows, it is relatively straightforward to look back and see which shares should have 
been bought and when. With the benefit of hindsight, we would all be millionaires. However, investing is 
about trying to apportion capital in the most efficient fashion given the future prospects for the economy. 
As such, there is an element of risk involved which is ever present. Accepting this and trying to obtain a 
margin of safety is key to generating inflation-beating returns over the long term. Otherwise, investors may 
either be unwilling to buy shares due to the lack of clarity in how they may perform in future, or else may 
experience disappointment when paper losses are incurred.

Economics:
The UK economy continues to suffer from weak overall demand. The Bank of England’s expectation for 
second quarter growth is 0.4%, a welcome pick up from the weather affected 0.1% of the first quarter but 
still below the rate of other industrialised nations. Inflation continues to trend downwards with the latest 
monthly figure easing further to 2.4%. There is still uncertainty about when the next rise in interest rates 
will take place with the market assigning a 40% probability for August. With uncertainty around the Brexit 
process, this may be delayed further, especially as consumer spending remains subdued.

Eurozone factory growth slowed to a 15-month low in May with indications pointing to continued 
sluggishness over the coming months. Prices rose by 1.9% last month, faster than expected, but still within 
the ECB’s target of 2.0%. Higher prices appear to have hurt demand and IHS Markit’s May Manufacturing 
PMI slipped for a fifth successive month, falling to 55.5. Anything above 50 indicates growth so the fall 
should be kept in perspective and is unlikely to lead to any material change in ECB policy.

The June jobs report in the US came in stronger than expected, registering a figure of 223,000, significantly 
ahead of the 190,000 consensus number. In addition the previous month’s figure was revised upwards to 
159,000, reflecting continued positive underlying momentum. All sectors of the economy showed job gains 
and the unemployment rate has fallen to an 18-year low of 3.8%. Despite good job creation, there is no 
undue pressure yet on wages, with growth for the year only marginally higher at 2.7%.
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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.

June 
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. June is the 2nd worst performing month, rising just 42% of all the years in June, with an average return 
of -0.5%. There are only three months since 1970 where the market has an average return of below zero, the other 
two being May and September.

Second Quarter 
The FTSE 100 has risen 20 of the 34 years between 1984 and 2017, 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 gloomier, with the result that prices fall to low levels 
from which they recover.

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. 
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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: 
The market still appears strong lying above an upwards-curving 200-day moving average, confirmation that 
investors should stay long. The 200-day has been creeping up as low volatility has taken hold over the last 
month, making the FTSE 100 less overbought. However, with the RSI unwinding completely to 41%, this is 
a negative sign. Combined with the onset of the second worst-performing month of the year, we advise 
investors to exercise caution with the stock market at such elevated levels and look to protect themselves 
to the downside.

“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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