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Introduction:
Following a good start to the year for equities, investors are beginning to ask themselves whether stock 
markets are now overbought and whether they should reduce positions. We believe it is fair to say that at 
current levels the upside potential is limited, but the same can be said for the downside risks too; a typical 
range bound situation. In this environment, it is important to invest in markets selectively.

Economics:
Worries that the UK economy is losing steam have been strengthened by news of a housing market 
slowdown, a drop in industrial output and the weakest performance for a year by the construction industry. 
Ten months on from the vote to leave the EU, economic indicators are pointing to strains on companies 
from higher costs as the pound’s slump makes imported materials and fuel more expensive. Consumers, 
the main driving force of UK economic growth, are also under pressure from rising inflation, with signs they 
are becoming less willing to spend in shops, restaurants and bars. As a result, the Bank of England will be in 
no hurry to raise interest rates from their all-time low of 0.25%.

The Eurozone is enjoying its best period of economic activity since the bloc’s debt crisis in 2011, with 
a major survey pointing to another month of expansion in March. IHS Markit’s survey of private sector 
firms in the 19-country bloc hit a six-year high last month driven by higher employment (highest in nearly 
a decade), output and new orders. This is a broad-based upturn among the Euro’s largest members, with 
0.6% growth signalled for both Germany and France, while Spain looks set to have enjoyed 0.8% growth 
in the first quarter. Growth has also perked up in Italy during the first quarter despite a slight pull-back in 
March, with the surveys indicating a 0.3% expansion.

The US economy grew by 98,000 jobs in March, significantly fewer than the 180,000 figure economists 
expected following gains of 200,000 jobs in each of January and February. Although it represents just one 
month’s data, it will raise questions about whether improving business sentiment is actually translating into 
any meaningful action by employers. If the anaemic hiring persists, the Federal Reserve may be forced to 
reconsider its plan to raise interest rates twice more this year.
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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 neutral. Given our neutral near-term technical 
stance, we would not be surprised to see a spate of profit-taking in April. Indeed, stocks are likely overdue 
a correction, and not necessarily of the one-day variety. Stock markets tend to experience several single-
digit cumulative corrections in the course of any trading year. In our view, investors should regard such 
events as a given. 

We are particularly wary of US equities at this juncture. After the S&P’s impressive rise following Trump’s 
election victory, the Trump Administration is running into the reality of Washington gridlock, with much 
of the opposition coming from their own party. Politicians and ordinary citizens may see this process 
as politics as usual. For stock market investors on the other hand, the gridlock threatening to become 
inertia is unsettling. Investors are concerned that much of the recent run was predicated on successful 
implementation of the President’s agenda, which would have provided a major boost to the economy 
and to businesses. If the process is bogged down, recently inflated stock valuations may begin to look 
unsustainable. 

And valuations are looking stretched with the S&P 500 forward P/E multiple climbing to 17.7x, a 13-year 
high. Valuation is a poor short-term indicator, but a very predictive signal over a longer time frame. Although 
investors were not hanging their hats on healthcare reform; and infrastructure investment has always been 
seen as a gradual and multi-year process, they would respond negatively to failure to enact tax reform or 
even to a watered-down tax-cutting plan. Unlike programmes that take years to implement, tax cuts can 
become immediately stimulative with a stroke of the President’s pen. If tax reform becomes bogged down, 
we expect an immediate angry market reaction with a 5%-8% stock market fall. We would be prepared to 
respond to any sell-off by deploying sideline cash, given that positive economic and earnings fundamentals 
should continue to trump politics in the months and quarters ahead. As always, we would focus on high-
quality names, as these are best-positioned to hold value during and after any adverse market event.

We are still overweight Eurozone equities, which started to outperform the US market in mid-2016. The 
relative performance of the two regions shows that the US has been a long-term outperformer but is now 
confronted with a tiring trend while the Eurozone is starting to pick up from very low levels. We see a 
number of reasons for this trend to continue.

1-Fading political risks
A benign outcome of the French presidential elections (i.e. an Emmanuel Macron victory) could be an 
additional positive trigger for Eurozone equities. 

2-Higher earnings growth
The models of investment bank Julius Baer suggest that we will see positive earnings growth globally in 
2017 and 2018. While the model for the US shows an increase between 6% and 8%, the Eurozone model 
results in roughly 2% higher growth each year.
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3-Lower valuation
The relative P/E of the Eurozone to the US is roughly one standard deviation below its long-term average. 
As a consequence, the expectedly higher Eurozone index potential is not only fuelled by superior earnings 
growth, but also by supportive valuation metrics.

One Irish Place, PO Box 166, Gibraltar. Telephone: +350 200 75181. Website: www.gam.gi 

Recommended Investment:

ISAs
Picking the right investments is paramount but if you don’t hold them tax efficiently they won’t deliver as 
much. One of the most efficient tax wrappers is pensions, however these do not allow you to access your 
money until at least age 55.

A far more flexible tax wrapper, available to UK residents, is the individual savings account (ISA), as you can 
access investments held within this at whatever age you like. Investments held within an ISA do not incur 
capital gains tax (CGT) when sold, and no further tax is payable on any income or interest they yield. This 
means investments within an ISA can grow more than if held outside. At present the yearly amount you can 
put into an ISA is far less than what you can put into pensions. And you do not get tax relief on investments 
you put into an ISA - unlike with a pension.

But there is no tax to pay as you take out your money which makes ISAs great for drawing an income
in retirement, and there is no restriction on when or how much money can be withdrawn. It is not a
pension product but can be a useful complement to a pension for retirement income, particularly when 
it is desirable to draw down capital at a faster rate than permitted in a pension. It is also a great place to 
build up a sum to pay for a house deposit, wedding costs, education fees or all sorts of other savings goals.

Cash and a broad range of investments can be held in two different types of ISAs:

Cash ISA (typically offered by banks)
A cash deposit that is similar to any other ordinary savings account, apart from the tax-free status.

Stocks and Shares ISA (typically offered by stockbrokers)
The money is invested in ‘qualifying investments’, which include:

1) Cash
2) UCITS authorised funds like unit trusts and ETFs as well as investment trusts
3) Shares listed on one of the many recognised stock exchanges, including AIM
4) Fixed interest securities such as treasuries, corporate bonds, debentures and Eurobonds
5) Depository interests such as CDIs or ADRs, provided there is an underlying listing on a recognised
stock exchange

Subscription Limits
The ISA Allowance for the 2017/2018 tax year (6th April to 5th April) is £20,000. Confirmation of the 
current subscription limit can be found on the HM Revenue & Custom’s website www.hmrc.gov.uk/isa.
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Recommended Investment (cont):
Bed & ISA
Investors keen to shelter capital gains from tax can do so by selling investments and reinvesting the gains 
in tax wrappers in advance of the tax year end.

The old so-called ‘Bed & Breakfast’ loophole, whereby individuals could sell investments at the end of one 
tax year and immediately re-buy them at the start of the next in order to reduce CGT or avoid paying it 
altogether, was closed in 1998. Now you can no longer reduce CGT by selling and buying the same holding 
within 30 days.

However, a ‘Bed & Isa’ strategy allows investors to sell investments in their usual equity account and then 
immediately re-buy them in their ISA (note that caution is needed as you need to ensure you avoid paying 
CGT). Because the transaction is carried out within a tax wrapper, the ‘Bed & Breakfast’ 30-day rule does 
not apply, and it also means investors can fund their ISAs without the need to find new cash. GAM can do 
this via an ‘agency cross’ whereby we sell and buy back simultaneously at a very small cost with a market 
maker on the stock exchange.

How to Apply
Contact GAM on +350 200 75181 to receive your ISA application form.

Recommendations
UK investors have an annual CGT allowance of £11,300 (which rises annually more or less in line with 
inflation). Higher-rate taxpayers are charged 20% on any gains above this. For income, the taxes are even 
more punitive. The level of dividends individuals can receive tax-free will be cut from £5,000 to £2,000 
from 6th April 2018. Above that level, higher-rate taxpayer’s dividends are taxed at 32.5%. Therefore, it is 
important for investors to take advantage of their ISA allowance and particularly buy income-producing 
investments, even if their portfolio isn’t yielding £2,000 right now. 

Some of our favourite income-producing investments include:

Equities
Ecclesiastical 8.625% 6.0% yield. Preference share with a market-beating yield
GlaxoSmithKline 4.9% yield. 9% potential upside to average broker price target
Imperial Brands 4.4% yield. 7% potential upside to average broker price target
Phoenix Group 6.9% yield. 10% potential upside to average broker price target
Standard Ctd 7.735% 6.2% yield. Preference share with a market-beating yield
Vodafone  5.9% yield. 13% potential upside to average broker price target

Alternatives
Carador Income Fd 11.7% yield. Low-beta fund with a market-beating yield
Kier Group  5.0% yield. 13% potential upside to average broker price target

Fixed Interest
Wasps Finance 6.5% 13/05/22  6.2% GRY
Paragon Group of Companies 6% 28/8/24 5.0% GRY
Burford Capital 6.5% 19/08/22  4.3% GRY
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Tweet of the Month:
“US researchers have found a strong negative correlation between a firm’s asset growth and subsequent returns”

One of the strongest facts about stock markets is that growth stocks tend to deliver disappointing returns 
on average over the long run. This is true for different definitions of growth. For example, the FTSE 350 
low yield index - a gauge of stocks offering expected future growth - has underperformed its high-yield 
counterpart by 2.2% a year over the last 30 years. The FTSE Aim index, a measure of speculative growth 
stocks, is lower now than it was when it was launched in 1995. US researchers have in fact found a strong 
negative correlation between a firm’s asset growth and subsequent returns. Why do growth stocks do so 
badly? There are three often-quoted possibilities: 

1-Investors are overconfident about their ability to predict future growth
2-Investors pay too much for the small chance of big pay-offs; and 
3-Investors are seduced by glamorous growth stories to the neglect of more solid defensives.

Professor of Finance Charlie Cai at The University of Liverpool offers another explanation - it’s because in-
vestors have limited attention. They focus too much upon a stock’s recent growth - often because this has 
propelled it from obscurity into the public eye - and neglect the fact that rapid growth can often reduce 
profits. There are several ways this can happen:

1-Managers focusing upon expansion can forget to control costs
2-Companies can over-estimate demand and so expand too much
3-It can take longer than expected to get new equipment or a new service working well
4-Rapid growth can attract competitors into the market.

Professor Cai found a negative correlation between the growth in a company’s assets and the two driv-
ers of returns on capital: 1) asset turnover (the ratio of sales to assets); and 2) net profit margins. And, 
in industries where asset turnover and profit margins are most negatively sensitive to growth, investors 
are most likely to pay too much for growth stocks. This is consistent with them focussing too much upon 
what’s obvious (growth) and too little upon what’s not so obvious (the tendency for growth to depress 
returns on capital).

So why don’t clever investors realise this and bid down the prices of growth stocks? It’s because it’s risky 
and sometimes impossible. Growth stocks are often volatile as well as illiquid if they are small caps. This 
makes them difficult to short-sell. And even if you can short them, there’s a risk that over-priced shares will 
become even more over-priced before reality hits them. It’s not enough to be right: you have to be right at 
the right time. All this suggests that buyers of growth stocks must ask themselves some tough questions. 

1-Is the business scalable? 
2-Can it expand efficiently without losing control of costs? 
3-Will demand really keep pace with management’s expansion plans? 
4-Can it fend off competition and so achieve decent margins? 

These questions are hard to answer. But history warns us that the answers are often: no, no, no and no. 
Investors too easily forget that the purpose of companies is to make profits - and that it is difficult to do so.
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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  Industrial Engineering   Banks

2nd  Personal Goods   Construction & Materials

3rd  Technology Hardware & Equipment Industrial Transportation

4th  Chemicals    Banks

This suggests a strategy which cycles a portfolio through the four strong sectors throughout the year - In-
dustrial Engineering from 1st January to 31st March, Personal Goods from 1st April to 30th June, Technol-
ogy Hardware & Equipment from 1st July to 30th September and Chemicals from 1st October to 31st De-
cember. 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 SuperGroup Plc in the second quarter (1531p, 
17.8x P/E, 1.8% yield, 24% upside to average broker 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 historically gets off to a good start – the first trading day of April is the 
third strongest first trading day of all months in the year. The market then tends to be fairly flat in the 
middle two weeks before rising strongly in the final week. Going long the market via a CFD before the final 
week of the month would be the best way to capture this move.

Seasonality of GBP/USD
On 15th August 1971, President Nixon announced that the US was ending the convertibility of the US 
dollar to gold and this led to the end of the Bretton Woods system and fixed-rate currencies, such as 
sterling, became free-floating. Since then, April has statistically been a strong month for GBP/USD, rising on 
average 1%. Going long GBP/USD via a CFD would be best to capture this move. 

Easter
Since 1984, the average return for the trading day immediately before the Easter holiday has been 0.4% 
with the average return for the trading day immediately after slightly less. This is approximately 13 times 
greater than the average return for all days in the year. Going long the FTSE 100 via a CFD at market close on 
13th April and closing the position at market close on 18th April would be best to capture this move.
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Trader’s Corner (cont):
Option of the Month
Sell Shire Plc June 4000 puts at 30p

Stock has 13% 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:
7th April  Nonfarm payroll report
11th April  Full Moon (markets tend to reach a low point around this time)
14th April  Good Friday - LSE closed
17th April  Easter Monday - LSE closed
26th April  New Moon (markets tend to reach tops around this time)
27th April  ECB Meeting

Quote of the Month:
“Successful investing professionals are disciplined and consistent and they think a great deal about what they do 
and how they do it.” - Benjamin Graham

Having a disciplined investment process and consistently applying it is critical for investors if they wish to 
manage their investments successfully.

http://www.gam.gi/uploads/files/Promo%20Links/a%20guide%20to%20traded%20options%20market.pdf
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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, 2017 is likely to be a positive 
year for the stock markets.

April  
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. April is the 2nd best performing month the year. Since 1987 the market has produced an average 
return of 1.8%, rising 72% of the time.

Second Quarter 
The FTSE 100 has risen 20 of the 33 years between 1984 and 2016, posting an average gain of 1.0%.

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.

First-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. 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 Rooster 
Chinese calendar revolves around a 12 year cycle where each year is associated with an animal (rat, ox, 
tiger, rabbit, dragon, snake, horse, sheep, monkey, chicken, 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 the dog. The worst performing animals have been 
the rooster and the snake.

This year is the year of the rooster, the worst year of the Chinese zodiac historically for equities, with 
negative returns averaging 2.7% for the S&P 500.
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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 7th year is not one of the stronger years, but has still been positive in 10 of the 21 decades (57%), rising 
on average 2.7%.

Technical Analysis: 
Last month, we felt that with such a strong setup on the FTSE 100, some profit taking would have taken 
place. In the event, the market only fell 25 points. The FTSE is still 365 points above its 200-day moving 
average so there is more downside we feel than the 78 points of upside it could conceivably achieve to 
the recent high of 7,427. Bar any political shocks, the market will more than likely continue its recent form 
of low volatility trading within a narrow range. The ADX is lying at 17, suggesting that the market is range 
bound with the upper and lower Bollinger bands (7,432 & 7,271) pointing to realistic levels of resistance 
and support.

“The illusion of randomness gradually disappears as the skill in chart reading 
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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. 

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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