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FTSE 100 5,500

VIX 33

FTSE 100 7,106

Resistance 7,260

Support 7,000

VIX 13.7%

S&P 500 2,803

Gold $1,288

GBP/EUR 1.1681

GBP/USD 1.3249

Introduction:
The stock market has logged several weeks of unbroken gains, which is starting to make contrarians 
cautious. The gains, however, are broad-based with every sector positive year-to-date, showing none of the 
thinness associated with frothy tops. It has also been accompanied by upward moves across global equity 
markets and asset classes with emerging markets, oil, gold and copper all rising strongly. The danger in this 
rallying market is that the latest support is coming from talk; hot air can hold up balloons, but it can lift 
stocks for only so long. Nevertheless, the broad-based advance reflects positive realities - the Fed’s move 
to an accommodative stance and hopes of a resolution to trade talks.
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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. We continue to favour equities in this 
environment. Economic data indicates that the economy is chugging along nicely. Bond yields have retreated, 
providing less competition for equities. Yield-oriented sectors have been the year-to-date laggards. Indeed, 
far from gravitating to sectors with a more stable earnings profile, investors have favoured growth-oriented 
sectors. We continue to look for P/E multiple expansion, following last year’s significant contraction.

This market also has some seasonal wind in its sails, with multiple positives on the calendar. For one thing, 
given the long-term bullish disposition of investors in response to ongoing economic growth, stocks tend 
to do better than average in years following a below-average year. For all years since 1980, the S&P 500 has 
averaged capital appreciation of 9.7%. But for years following a year that was flat or down by up to 10%, 
average capital appreciation has averaged 20.3%. 

Additionally, good Januaries are associated with above-average years, and 2019 was the best January since 
1987. For all years with up Januaries since 1980, full-year capital appreciation has averaged 15.2%. 

Finally, the third year of the US Presidential cycle has averaged 16.1% capital appreciation, the best of the 
four years; and 2019 is year number three in the current term.
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Recommended Investment:
Investec plc Non-Cumulative Floating Rate Perpetual Preference Shares
This month’s recommendation may appear a mouthful but it is actually quite a simple and interesting 
investment.

Investec plc is one of South Africa’s largest banks with a dual listing in Johannesburg and London. In 
addition to its conservative banking activities, the company is engaged in asset management, property and 
investment banking. The UK entity is rated BBB+ with a stable outlook by Fitch, which means that it is 
regarded as “investment grade”.

Issued by the UK-listed entity, these shares are “preference” shares listed on the London Stock Exchange 
(Ticker INVR.L). Shareholders do not participate in the profits of the company, but receive a fixed dividend in 
perpetuity paid twice a year (in June and December). As their name suggests, shareholders have preferential 
rights over any dividends paid - an ordinary dividend will not be paid unless a preference dividend is also 
declared. The shares are non-cumulative, meaning the dividend will not be paid twice next year if one is not 
paid in the current year. However, for reputational reasons, we believe Investec will always pay the dividend 
if they are able to do so. During the last financial recession, for example, Investec maintained dividends on 
both the ordinary and preference shares throughout.

The floating rate dividend is calculated at 1% over the UK MPC bank rate (currently 0.75%). As the stock 
has a £10 nominal value, the dividend therefore amounts to 17.5p (£10 x 1.75%) to produce a yield of 
3.4%. The floating rate nature of the issue offers protection against a rise in interest rates, whilst providing 
a decent current yield.

Although rises in interest rates might not be imminent, the table below shows how the yield will be 
affected by rising interest rates and, furthermore, demonstrates the geared effect on yields where floating 
rate shares are bought at a significant discount to par:

MPC Bank Rate  Coupon  Annual Dividend (p)  Yield at 540p
0.75% (current)  1.75%   17.5p     3.24%
1.00%    2.00%   20p     3.70%
1.50%    2.50%   25p     4.63%
2.00%    3.00%   30p     5.56%
3.00%    4.00%   40p     7.41%
4.00%    5.00%   50p     9.26%
5.00%    6.00%   60p     11.11%

Therefore, if interest rates rise modestly to 3%, the yield on these preference shares will increase to 7.41%. 
With interest rates close to all-time lows, the future direction is likely to only be up. On that basis, we rate 
these preference shares a strong buy.
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Tweet of the Month:
“‘Run your winners’ goes the old cliché. Such advice, however, can sometimes cost us money”

The collapse due to fraud of stock market darling Patisserie Valerie is a perfect example. It raises the ques-
tion: why did investors, some of whom had big stakes and lots of experience - not notice the fraud? One 
possibility is simply that they weren’t looking hard enough. All of us have limited attention: we cannot trou-
ble ourselves with everything. We therefore devote our efforts to what troubles us - investments that are 
losing money or that face clear dangers. If a business seems to be plodding along nicely, as Patisserie Valerie 
seemed to be doing for years, it’s natural to leave it alone and focus on other ones. If it ain’t broke, don’t fix it.

Indeed, negative information draws and holds our attention more than positive information. There’s an 
evolutionary reason for this: cavemen who paid attention to warnings of sabre-toothed tigers in the area 
survived to pass on their genes, whereas those who looked only for good news did not. Neuroscience is 
consistent with this. Researchers at Ohio State University have found that negative signals such as disturb-
ing pictures stimulate much more brain activity than positive ones.  

In turn, successful fraudsters have been able to exploit this. Bernie Madoff gave his investors steady returns 
in the hope that they would not investigate his activities; that they wouldn’t ‘look a gift horse in the mouth’. 

It’s not just fraud, though, that can cause investors to lose money by not paying attention to apparently 
good investments. The same can be true for successful stock-picking strategies. If a strategy has done well 
for a long time and especially well recently this could be because investors have wised up to it and so piled 
in, causing the stocks in that strategy to become overpriced. Until last year, for example, many momentum 
had paid off well. Then they stopped doing so. Success breeds both complacency and inattention, and so 
causes us to hold on to overpriced shares.

All this sounds like a plea for investors to pay more sceptical attention to successful companies and strat-
egies. But there’s a strong counter argument. Andrew Abel at the University of Pennsylvania has shown 
that investors should ignore the stock market for long periods. This is because paying attention can make 
us worry unnecessarily when the market dips briefly. And, given that we all have countless ways of making 
mistakes, close attention could merely lead to us make more bad decisions. Inattention can therefore save 
us from error: it can stop us from trading on what is in fact noise rather than signal. 

Clichés such as ‘run your winners’ and ‘if it ain’t broke, don’t fix it’ are clichés precisely because they contain 
big elements of truth. Not noticing a fraud at an apparently successful company is therefore an entirely un-
derstandable mistake. But as the physicist Niels Bohr famously said, “the opposite of a great truth is also true”. 
What makes investing so interesting and so hard is that it is very difficult to tell which truth we should 
apply. Which is why even good investors often get things wrong.
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Economics:
Economic sentiment in the UK plummeted in February to its lowest level in six years as Brexit uncertainty 
intensified.  The European Commission’s monthly economic sentiment indicator for the UK dropped from 
103.7 in January to 99.2 in February, the lowest since 2013 and below the bloc’s long-term average of 
100. The indicator measures confidence among consumers and in four business sectors: industry, services, 
construction and retail. The fall in sentiment leaves the indicator pointing to growth more or less grinding 
to a halt. 

Europe’s manufacturing activity plunged last month for the first time since June 2013, heightening fears 
Brexit uncertainties and global trade wars are firing the bloc towards an economic crisis. The eurozone 
manufacturing index slumped to 49.3 from 50.5 registered in January - below the 50 line that divides 
expansion and contraction. Germany’s PMI score fell to 47.6 points from 49.7 - the worst barometer value 
in more than six years. In addition to trade war worries and concerns regarding the outlook for the global 
economy, companies reported that heightened political uncertainty, including Brexit, is hitting demand and 
driving increased risk aversion.

US GDP grew at an annualised rate of 2.6% in the fourth quarter. Although that’s slower than the previous 
three months, it’s faster than the same period last year. Some economists were worried that slowing 
economies elsewhere in the world, particularly in China and Europe, would drag down American economic 
growth. But with unemployment near a 50-year low, consumer spending was strong. And business investment 
was even stronger, rising by 6.2%. That helped to support overall growth. The solid fourth quarter resulted 
in the economy posting 2.9% growth for the full year. That’s the best year of growth since 2015.

Quote of the Month:
“I really believe that you cannot use the stock market as a proxy for the economy” - Howard Schultz

The man behind coffee chain Starbucks is absolutely right. The stock market is known as a forward-looking 
discounting mechanism - it essentially discounts, or takes into consideration, all available information and 
potential future events. The Efficient Market Hypothesis is itself based on the theory that the stock market 
does a very efficient job at doing so. This means watching stock markets is an excellent way of predicting 
when the next real recession will occur - they generally turn south nine months before the recession hits.
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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.

March 
March is 7th in the ranking of monthly performance, rising 54% of all the years in March, with an average 
return of 0.2%. 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.

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.

World Trade Center, Suite 5.28, Gibraltar. Telephone: +350 200 75181. Website: www.gam.gi 



Gibr altar Asse t Management
S T O C K B R O K E R S  &  I N V E S T M E N T  M A N A G E R S

Market Commentary

Technical Analysis: 
The market has formed a V-shaped recovery this year. Technicians prefer a low that drags along the bottom 
(L-shaped recovery) over a quick bounce-back (V-shaped recovery). An L-shape provides more time to 
shake out the “summer soldier” investors. These investors, if still in the market, are more likely to panic and 
run in any interim downturn, potentially turning it into something deeper. We would tend to agree, though 
note that the market is essentially trendless with the ADX at 17. Barring any geo-political disaster, we see 
the market trading within the upper and lower Bollinger bands, at 7,260 and 7,040 respectively.

“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. 
In non-trending 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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Investment Calendar:
March is the busiest month of the year for FTSE 100 companies paying dividends. 

6th March  New Moon (markets tend to reach a high point around this time) 
7th March  ECB Meeting
15th March  Options Expiry Day
19th March  FOMC Meeting
20th March  ECB Meeting
21st March  MPC Meeting
   Full Moon (markets tend to reach a low point around this time) 
30th March  Daylight Savings Time start (clocks go forward)
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