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Introduction:
January 2019 was the best month on the S&P 500 since January 2018. We all know what a strong January
brought us in 2018. Still, good Januaries generally are identified with better-than-average stock years. Since
1980 on the S&P 500, average capital appreciation for all years is 9.8%. For years in which January finished
higher, however, the average gain is 15.2% - even including last year’s decline of 6.2%. Moreover, up Januaries
are a better predictor of up years than down Januaries are a predictor of down years. Down Januaries
accurately predicted a down year on the S&P 500 just 40% of the time since 1980. Up Januaries have
accurately predicted an up year 83% of the time.

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 panicked sell off in stocks followed
by a rapid recovery has created the uncommon “V” stock-chart pattern in the index of leading shares.
Unfortunately, although investor sentiment has improved, “V” recoveries are often short-lived with retests
of the prior low being common. However, whilst the risks of a retest are real, we see an increased
likelihood that any will be shorter and shallower than what occurred at the end of 2018.
Looking beyond the purely technical, the current market is well positioned to climb a wall of worry. When
investors are beset with multiple worries, they remain cautious and hold cash in reserve; exuberance is
largely absent and the markets tend to grind higher. Froth and exuberance usually appear right before the
market takes a dive.
Since the economic expansion began in the fourth quarter of 2009, the all-important US economy has
grown for 36 quarters in a row. In the post-World War II era, the US has experienced 10 periods of
economic growth averaging 20 quarters, or five years. The largest expansion was 39 quarters; the shortest
was five. Thus, the current expansion could certainly continue for a few more quarters without breaking
longevity records.And as we have previously said, expansions don’t die of old age, but rather from problems
that emerge as they evolve.
Looking ahead into 2019, we expect economies to continue to grow with the positives outweighing the
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Market Outlook (cont):
negatives. Growth will certainly be more difficult, and market conditions more volatile. But the stock
markets are fundamentally undervalued. We expect the stock market to recover this gap in valuation and
even overshoot to the upside, given the pendulum-like nature of stock markets.

Recommended Investment:
Tritax Big Box REIT plc
This investment trust focuses on investment in very large logistics facilities (“Big Box”) based in the UK. In
so doing, it aims to provide shareholders with attractive income together with capital growth.
Its portfolio is valued at over £2.9bn, making it the largest such UK enterprise of its kind. The assets are
typically modern, in prime locations and fully let on long leases (an average of 14.1 years) to institutionalgrade tenants with upward-only rent review. Customers include some of the biggest names in business
such as Morrisons, Sainsbury/Argos, Marks & Spencer, Tesco, Amazon, Ocado, B&Q & Royal Mail.
The structural drivers of demand for “Big Box” assets are compelling and, combined with a significant
element of inflation linkage, should continue to provide scope for rental growth.The business’s exceptional
portfolio is well positioned to take advantage of the changing dynamics in the logistics market, in particular
technical innovation in the form of e-commerce which now accounts for 17% of revenues. This is affecting
fortunes on the high street with a number of well-publicised retailers having succumbed to this challenging
new trading environment.
Modern, strategically located Big Boxes can provide companies with the nucleus for effective distribution
to other parts of their supply chain. By centralising previously dispersed distribution into fewer, larger
facilities, occupiers can optimise staff and stock management and capture economies of scale and low cost
of use.This can be delivered by the addition of full height racking, mezzanine floors and automated handling
systems.
The REIT has performed well since its launch in December 2013, with its annualised NAV total return of
13.5% comfortably exceeding its 9% per annum target. It has also delivered dividend growth every year and
currently offers a prospective yield of 4.8%.
Tritax Big Box REIT plc has traded at a premium to NAV for the vast majority of its history, allowing it to
grow significantly through equity issuance at a premium. However, the fund has dramatically de-rated over
the last several months and its shares now trade at a 3% discount to NAV, which we believe offers good
value relative to its history. With a 4.8% dividend to boot, we rate the shares a strong buy.
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Tweet of the Month:
“Historically, there has been no link between volatility and subsequent equity returns”
The sharp fall in US equities has led to allegations that algorithmic trading has exacerbated the decline.
Such allegations are probably false.
The main suspects here are risk parity strategies, which aim to maintain a constant exposure to stock
market volatility by selling equities and raising cash when volatility rises and buying equities and reducing
cash when volatility falls.
These strategies rest upon a key fact - that historically there has been no link between volatility and subsequent equity returns: since 1990 the correlation between the VIX index (a measure of implied volatility
on S&P 500 options) and subsequent monthly changes in the S&P 500 has been a statistically insignificant
0.05. Greater risk (volatility) does not therefore mean higher returns. This means that investors can get
better risk-adjusted returns by reducing equity holdings when volatility rises.
Doing so cuts your exposure to the danger of large falls without, on average, sacrificing upside potential.
Such trades would, for example, have reduced equity exposure just before the crash of 2008 because volatility was rising but they would have increased exposure during the subsequent bull market.
Because volatility tends to rise when prices fall, these risk parity trades entail selling shares as the market
falls and buying as it rises. This of course amplifies market moves, both upwards and downwards.
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Quote of the Month:
“Stock market corrections, although painful at the time, are actually a very healthy part of the whole mechanism,
because there are always speculative excesses that develop, particularly during the long bull market” - Ron
Chernow
December was a painful month for investors, falling 9.2% as it made its way towards making a technical
correction (a decline of 10% or more from the most recent peak). However, as English theologian Thomas
Fuller noted in 1650 “it is always darkest just before the Day dawneth”, and predictably January provided
much needed relief, rallying 7.7%. Plus ça change, plus c’est la même chose, as the French today might say.

Economics:
The Bank of England has cut its prediction for UK growth from 1.7% to 1.2% - which would be the slowest
for a decade. Leaving interest rates at 0.75%, BoE Governor Mark Carney warned about the mounting
risk of a recession in the event the UK leaves the EU without a trade deal. He said the “fog” of Brexit was
increasing the chances of a worrying downturn.
Meanwhile, the European Commission has issued a dramatic health warning over the troubled Eurozone. It
slashed its expected output increase in Germany to just 1.1% - and for Italy to 0.2%. This put both below
its estimate for the UK of 1.3%. Brussels’ finance chief Pierre Moscovici said global upheaval including the
threat of a US-China trade war and Brexit were to blame. He noted “After its 2017 peak, the EU economy’s
deceleration is set to continue in 2019, to growth of 1.5%”. Underlining its forecast was weaker-than-expected
industrial and manufacturing data for the eurozone’s biggest economy Germany, which appears to be
drifting towards recession.
The world’s largest economy is expected to have grown by an annualised 2.6% in the final three months of
2018. Even if that is down from the 3.4% of the third quarter, it is still a healthy number - triple the growth
rate of the euro zone in the same period. Harm Bandholz, chief US economist at UniCredit, believes that
despite unstable politics in Washington, two factors explain why the American economy is one of very few
holding up well in recent months - massive stimulus from tax cuts and the fact that it is relatively closed
and not dependent on foreign trade.
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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, 2019 is likely to be a
positive year for the stock markets.
February
Since 1970 the average month return of the FTSE All-Share Index in February has been 1.5%, with the
month seeing positive returns in 63% of years. In an average February shares tend to rise strongly on the
first trading day, then trade flat for a couple of weeks, before gaining strongly in the middle of the month
and finally drifting off slightly to month end.
First Quarter
The FTSE 100 has risen 23 of the 35 years between 1984 and 2018, posting an average gain of 1.8%.
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.
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.
Third-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 Pig
The 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.
Statistically speaking, the Year of the Pig is a good one for stocks. Since 1928, the S&P 500 has averaged a return
of 18.1% during the Year of the Pig.
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Investment Calendar:
4th February		
5th February		
6th February		
7th February		
15th February		
18th February		
19th February		
20th February		

New Moon (markets tend to reach a high point around this time)
Chinese New Year - Year of the Pig
ECB Meeting
MPC Meeting
Options Expiry Day
Washington’s Birthday Holiday - Wall Street Closed
Full Moon (markets tend to reach a low point around this time)
ECB Meeting

Technical Analysis:
The technical outlook has continued to improve. The RSI at 58 remains bullish though the ADX has moved
into trendless territory. The market has unwound its extreme oversold levels and no longer looks cheap.
However, seasonally this is historically a good time to be invested in equities. We expect the market to
continue consolidating within a tight band between 7,310 and 6,870 until the bull market returns in ernest.
“The illusion of randomness gradually disappears as the skill in chart reading
improves” – John Murphy

Chart Legend:
20 day moving average (signifies the short-term direction of the security. prices tend to gyrate around their 20 day m/a)
50 day moving average (signifies the medium-term direction of the security)
200 day moving average (signifies the long-term direction of the security - whether it is in a bull or bear market)
(an indicator that measures 2 standard deviations away from the 20 day m/a)

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).
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