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FTSE 100 5,500

VIX 33

FTSE 100 7,587

Resistance 7,680

Support 7,360

VIX 12.6%

S&P 500 3,265

Gold $1,555

GBP/EUR 1.1681

GBP/USD 1.2991

Introduction:
We wish all our clients and readers a very Happy New Year and all the best for 2020. Last year was a 
vintage one for the equity market. The advance was broad-based, encompassing most domestic sectors 
and international indices. That the market should have had such a good year was far from automatic. The 
hurdles stocks faced were considerable with the industrial economy weakening steadily throughout the 
year. Yet, stocks were powered upwards by the 180-degree reversal in Fed policy and the strength in the 
consumer economy. The market rallied strongly into year-end as investors celebrated a potential turning 
point in the trade war with China.
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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. We see some challenging risks present 
in this market. The biggest risk may simply be that the stock market is not cheap. Several stock market 
indices are at, or close to, all-time highs and are looking overstretched. And the air strike on a leading 
Iranian general is a reminder that geopolitical forces are unpredictable and ever-present. It would not take 
a lot to trigger a bout of panic selling.

However, we are still not outright sellers of this market. Indeed, market strategists are generally forecasting 
mid-single-digit gains in 2020 following 2019’s big win. There are reasons to be optimistic:

1-Global GDP growth will improve from the 3% rate of 2019, which was the lowest rate since the 2007-
2009 recession
2-China will be the largest contributor to global GDP growth, as the Chinese economy expands 
approximately 6%
3-Europe, after Brexit is settled, will move further away from recession
4-The Federal Reserve will remain on the sidelines in 2020, as they will want to appear independent in the 
presidential election year
5-US corporate earnings are expected to increase in 2020 in the 7%-8% range, after a low-single-digit rise 
in 2019
6-We do not see a recession through 2021
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Recommended Investment:
Royal Dutch Shell plc
A classic “blue-chip”, anglo-dutch multinational oil and gas company Royal Dutch Shell plc (“Shell”) was 
founded in 1907 and is headquartered in the Netherlands. It is the seventh largest company in the world 
in terms of revenue and one of the six oil and gas “supermajors”.

It is principally involved in the following activities: 

i-Integrated Gas. Manages liquefied natural gas activities and the conversion of natural gas into gas fuels 
and other products

ii-Upstream. The exploration and extraction of crude oil, natural gas, and natural gas liquids

iii-Downstream. Turning crude oil into a range of products which are sold around the world for domestic, 
and industrial and transport use

The company’s share price has underperformed the wider market over the last year but we feel this is set 
to reverse as the company has embarked upon a programme of cutting costs, divesting non-core assets, 
improving its return on capital, and returning cash to shareholders.

Irrespective of the gyrations of the oil price, we see meaningful value in Shell shares. Following a recent 
period of heavy capital spending, increased profits should follow, which should be recognised in share price 
appreciation. The average broker price target amongst the investment banking community is 2783p, 23% 
above the current share price.

Of particular interest to income investors, Shell has an unparalleled dividend record of never having cut its 
dividend since World War II. Yielding 6.3% and with over 20% potential upside, we rate the shares a strong 
buy.

Market Outlook (cont):
In summary, if you are already invested, we would stay invested. But if there is new money to put to work, 
we would hold off for a pullback before deploying funds.
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Tweet of the Month:
“UK investors have hundreds of shares to choose from. So how do we decide which to buy? We cannot possibly 
monitor hundreds of stocks. Obviously, we only buy those that come onto our radar. Unfortunately, those that do so 
are not always the best investments”

This is because many investors are drawn to companies that are in the news. Their attention and therefore 
their buying is disproportionately drawn towards more volatile stocks – because these are the ones most 
likely to make the news by moving a long way.

And herein lies the problem. Although volatile stocks get disproportionate attention they are not the ones 
that deliver the best returns. Quite the opposite. This isn’t just for the obvious reason that a share that’s 
jumped a lot is likely to have discounted all the good news it is going to get. It’s also because volatile shares 
tend on average to actually do worse than others. It’s no accident that the Aim index has systematically 
underperformed mainline stocks so badly - it has given a total return of only 28% in the past 20 years while 
the All-Share index has returned 168%.

Buying stocks on newsflow can lead to mistakes. It encourages us to take on more risk, and to hold large 
positions in individual stocks when we should diversify. And because we want to believe we are good inves-
tors, we tend to forget our bad investments and only remember our good ones.

All of this should warn us of an underappreciated problem. It is not just our rationality and our knowledge 
that are limited. So, too, is our attention. Whether we notice a stock depends upon how it comes to our 
attention. And it might do so because it is a bad investment - because it is more volatile than other stocks; 
or because it has risen in price.

Our attention is selective, and it can select for bad rather than good. And we should be on guard against it. 
Whenever you are thinking of buying a share, just ask: how did I first notice it? In some cases - especially 
smaller volatile stocks - the very answer to the question might give you a reason not to buy it.
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Economics:
Christmas was dismal for the UK’s high street with the worst year of sales on record. Disappointing retail 
sales, however, contrasted with surveys which suggest the gloom is lifting following a decisive general 
election. Consumer confidence has jumped to its highest level in twelve months and a survey of purchasing 
managers in the UK’s service industry pointed to the highest level of confidence since 2018, as executives 
forecast that a stable government would lead to a rebound in orders and unlock business investment. Any 
return of confidence, however, may be short lived. Talks between European Commission president Ursula 
von der Leyen and Prime Minister Boris Johnson last week highlighted the potential for choppy waters 
ahead. Mr Johnson’s decision to rule out extending talks beyond the year-end means any agreement is likely 
to be minimal, rushed and last-minute.

Business activity in the eurozone ticked up more than expected in December, boosted by a rise in the 
domestically-focused services sector that outweighed another slide in manufacturing output to an almost 
seven-year low. The economic outlook of companies in the eurozone however improved to its highest level 
since May, amid relief that the US-China trade war is easing and as the prospect of a sudden UK exit from 
the EU has faded.

Some winning streaks are impressive but the one the United States jobs market is on can rightly be 
described as epic. The US economy added 145,000 jobs in December, closing out the decade with a tenth 
straight year of labour market gains. Overall, the solid jobs figures add to the evidence from the incoming 
activity data, which suggest the economy is nearing a turning point, with economic growth likely to bottom 
out close to 2% annualised and reaccelerate back above trend in the second half of the year.

Quote of the Month:
“Never depend on single income. Make investment to create a second source” - Warren Buffett

Whether it be property, equities or bonds it is imperative to obtain more than one source of income. 
Simply put, more income streams equals more security. It’s hard to rely on a 9-5 job for your entire 
livelihood with layoffs and pay cuts potentially around the corner. With multiple streams of income, on the 
other hand, you can avoid putting all your eggs in one basket.
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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.

January 
January is the 6th in the ranking of monthly performance, rising 58% of all the years in January, with an 
average return of 0.5%. In an average January shares usually start trading strongly in the first few days   most 
likely a momentum effect from the surge in prices traditionally seen in the last two weeks of the year. 
However, that ebullience soon wears off and prices then slide for the rest of the month until recovering 
somewhat in the last few days.

First Quarter 
The FTSE 100 has risen 24 of the 36 years between 1984 and 2019, posting an average gain of 2%.

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.

Fourth-Year US 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. Since 1948, the UK market has risen 14 times out of 17 (82%) in US election years, with a rather 
extraordinary average annual return in those years of 33%. Generally, the UK market tends to rise in the 
few weeks leading up to the election.

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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Technical Analysis: 
The stock market has enjoyed a phenomenal run of late, rising over 230 points in the last month alone as 
seasonal factors contributed to the traditional end-of-year rally. And technically, the market still looks in 
good shape - not oversold with the RSI lying at 57% and the market trending. That trend is upwards, as sig-
nalled by the upward-sloping 200-day moving average. However, with the FTSE 100 now 232 points above 
its 200-day moving average, we feel a pullback is more than due.

“The illusion of randomness gradually disappears as the skill in chart reading 
improves” – John Murphy

Research Disclaimer
Gibraltar Asset Management is a trading name of Gibraltar Asset Management Limited, is a member firm of the London Stock Exchange 
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and reviewed by our portfolio managers for suitability or appropriateness. However, the accuracy or completeness of the analysis cannot 
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which may be legally privileged. It must not be disclosed to or used by persons other than the intended recipient. If received in error, please 
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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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Investment Calendar:
1st January  New Year’s Day - LSE closed
10th January  Full Moon (markets tend to reach a high point around this time)
17th January  Options Expiry Day
20th January  Martin Luther King, Jr’s Birthday - US market closed
23rd January  ECB Meeting
24th January  New Moon (markets tend to reach a high point around this time)
25th January  Chinese New Year of the Rat
28th January  FOMC Meeting until 29th
30th January  MPC Meeting
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