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FTSE 100 5,500

VIX 33

FTSE 100 7,446

Resistance 7,540

Support 7,080

VIX 12.8%

S&P 500 2,892

Gold $1,297

GBP/EUR 1.1624

GBP/USD 1.3054

Introduction:
Not a lot of confetti rained down on the 10-year-old bull market celebration last month, which got 
underway in March 2009. Some investors argue that being unloved is what has kept this bull going. Coming 
out of the worst recession since the Great Depression, the bull market was distrusted from day one and, 
even after 10 years, has never lacked for doubters. Subpar GDP growth has accompanied the bull and 
perhaps been echoed in several slow-grind stock years. Indeed, several times, the bull came uncomfortably 
close to bear territory; the most notable selloffs occurred in August 2011, February 2016 and December 
2018. So many stocks were in bear territory that the bull’s whisker-thin avoidance is almost beside the 
point. Some investors therefore argue that the 10-year bull market is really a chain of shorter bulls and that 
the “real” bull market is barely out of short trousers.
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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. Following the 10% rise in the FTSE 
100 this year, the stock market no longer looks undervalued. Whilst further upside is possible by year end, 
geopolitical risks are heightening and any breakdown of US/China trade talks or a default “no-deal” Brexit 
will likely cause massive disruption to the financial markets in the interim. And with the VIX more than 30% 
below its historical average, there are signs that complacency has crept into the market.

We do not, however, see things so bad as to advise those fully invested to bail out. What makes us not 
outright bearish? 

Well, talk of an inverted yield curve being a sign of an imminent recession is, in our view, a little premature. 
Since the 2008-09 recession, investors have never lost the habit of buying ultra-safe sovereign debt from 
nations like Germany, where 10-year yields have fallen below zero. It is also worth noting that the spread 
between the 10-year yield and various short maturities has been much tighter than average for the past 
several years. Indeed, inverted yield curves have even been known to spur a short-term rally in stocks, as 
sinking bond yields chase some income-seeking investors back into stocks.

The broad participation in the market rally also provides comfort to those who may be feeling a little
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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 may be prudent 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 the two main 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

Market Outlook (cont):
nervous.  All sectors have risen so far this year, making this advance more sustainable than that experienced 
in Q1 2018 when leadership was thin and concentrated in FAANG-like stocks. The stock market is also 
favouring risk-on sectors, suggesting investors have moved on from the panicky fear of recession that 
infected the fourth-quarter stock market and sent stocks spiralling lower.

And seasoned investors are aware that the third year in the US presidential election cycle is the best year 
for the stock market. The conventional wisdom is that the party of the sitting president will “prime the 
pump”, adopting policies and programmes designed to further stimulate the economy.

However, trees don’t grow to the sky and now is not the time to go “all in”. In short, we would be very 
selective when it comes to investing new money, concentrating on low-beta stocks and decent-yielding 
bonds for investment opportunities.
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Recommended Investment (cont):
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 2019/2020 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 https://www.gov.uk/
individual-savings-accounts.

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.

Recommendations
UK investors have an annual CGT allowance of £12,000 (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 is just £2,000. 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
General Accident 8 7/8% Prefs Cumulative preference shares yielding 6.3%
NewRiver REIT   Low-beta retail property investment trust yielding 8.9%  

Alternatives
Fair Oaks Income Limited  Low-beta investment trust with a market-beating yield of 13.2%
SQN Asset Finance Income Fund Low-beta investment trust with a market-beating yield of 7.8%

Fixed Interest
City Merchants High Yield  Conventional fixed-income investment trust yielding 5.5%
Lend Invest 5.375% 06/10/2023  Corporate bond with a 5.2% GRY

How to Apply
Contact GAM on +350 200 75181 to receive your ISA application form.
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Tweet of the Month:
“Foreign investors have been record net sellers of US shares. This points to a strong recovery in global stock mar-
kets”

Investor sentiment matters. If sentiment is low, shares are likely to rise in the following months for two 
reasons. One is that low sentiment means more bad news is being discounted than good, which means that 
average luck - a mix of good and bad news - should raise prices. The other is simply that we rarely remain 
depressed or euphoric for very long. Sentiment eventually mean-reverts, and as sentiment improves prices 
should rise.

This seems obvious. But it poses the question: how do we measure investor sentiment? There are lots of 
candidates. Weak sentiment could be measured by: a high dividend yield on the All-Share index; low prices 
of sentiment-sensitive shares such as AIM stocks; retail investors’ selling of equity unit trusts; or big dis-
counts (relative to their own histories) on investment trusts.

There is, however, another measure: foreign buying of US equities, as reported each month by the US 
Treasury. The idea here is simple. Investors tend to prefer shares in their own country - ones they are 
familiar with. They only venture into overseas stocks if they are unusually confident. Large foreign buying 
of US shares therefore signals high sentiment, and large selling signals low sentiment.

The facts support this theory. Foreigners were big buyers of US stocks at the peak of the tech bubble 
in 2000 and again in 2007 just before the financial crisis. Such buying led to big falls in shares around the 
world. Conversely net selling - such as in 2016 - led to rising prices. Since 1997 there has been a significant 
negative correlation (-0.46) between foreign buying over a 12-month period and changes in the All-Share 
index in the following 12 months.

Foreign buying of US shares therefore seems to be a decent measure of investor sentiment. Sure, it’s not 
perfect - but then no single measure is. In the last 12 months, foreigners have been record net sellers of 
US stocks. Historically, this points to a strong rise in UK and global share prices this year.
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Economics:
Amid Brexit uncertainty, business investment in the UK is slumping. The uncertainty means business is 
very reluctant to spend big as they do not know whether they will be able to fully utilise their production 
facilities in a post-Brexit environment. Companies are instead taking a more cautious option, by choosing 
to hire additional workers. As a result, employment has increased to record highs with unemployment at 
its lowest level since 1975.

The euro-area economy has lost momentum amid rising trade protectionism and a slowdown in China 
dented foreign demand. Italy, the region’s third-largest economy, slipped into a recession and will barely 
grow this year, leading to tensions within the ruling populist coalition. Once the powerhouse of the region, 
Germany’s growth has stagnated and the Bundesbank has given up on an imminent rebound. On top of this, 
ECB Vice President Luis de Guindos warned that Britain’s exit from the EU without a deal could amplify 
the downward trend in euro-area growth.

US job creation posted a solid rebound in March, with nonfarm payrolls expanding by 196,000 and the 
unemployment rate holding steady at 3.8%. That was better than the 175,000 estimate and comes after a 
dismal February that had economists wondering whether the decade-old economic expansion was nearing 
an end. And other data in the report showed wages are rising but not at a rate which would spur inflation. 
This was a perfect report for equity investors as it shows the US economy is still marching along while the 
wage numbers will keep the FOMC on the sidelines.

Quote of the Month:
“If stock market experts were so expert, they would be buying stock, not selling advice - Ron Chernow

We wholeheartedly agree. If all the years of stock market investing have taught us anything, it is that 
nobody knows anything when it comes to the stock market’s future direction. We see it regularly on 
Bloomberg television, when so-called experts appear at stock market lows talking of imminent recessions 
and further downside. When the markets recover, they promptly disappear, never to be seen again. As 
investors, what we do know for sure is that over time stock markets go up. And through being long, we 
will never be swimming against the tide.
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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.

April 
Since 1970, the FTSE All-Share Index has fallen in April in only nine years. This is quite remarkable, and not 
surprisingly makes April the strongest month of the year for equities. The average return for the index in 
the month since 1970 is 2.6%, again this is the best performance of any month of the year by quite a margin. 
In an average month, the market historically gets off to a good start - the first trading day of April is the 
second 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 would be best 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.

Second Quarter 
The FTSE 100 has risen 21 of the 35 years between 1984 and 2018, posting an average gain of 1.2%.

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.

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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Technical Analysis: 
Following a 4.8% rally, the stock market is looking distinctly toppy at its current elevated levels with more 
potential downside than upside. October’s high of 7,540 is a logical level of resistance, just 94 points away. 
However, with the ADX at 18 (signifying that the market is trendless), the support level is lying at the lower 
Bollinger band, currently at 7,080 (366 points down). Therefore, with the risk/reward in favour of the down-
side, we would be sellers of the market at these levels. 

“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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Investment Calendar:
5th April  New Moon (markets tend to reach a high point around this time)
11th April  ECB Meeting
19th April  Good Friday (LSE closed)
   Full Moon (markets tend to reach a low point around this time) 
22nd April  Easter Monday (LSE closed)
26th April  Options Expiry Day
30th April  Two-day FOMC Meeting commences
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