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FTSE 100 5,500

VIX 33

FTSE 100 7,380

Resistance 7,435

Support 7,200

VIX 12.9%

S&P 500 2,945

Gold $1,283

GBP/EUR 1.1705

GBP/USD 1.3124

Introduction:
The final full trading week in April was an historical one for the US stock market, as the S&P 500 and 
Nasdaq Composite both reached all-time closing highs. The bull market could not have climbed so high in 
such a short span without a formidable wall of worry. The year began with the market beset with worries: 
about interest rates, the economy and the Mueller Report. One by one, those worries have melted away. 
The Fed has not quite reversed course, despite calls for rate cuts, but has definitively hung up the “closed 
for the season” sign. Economic figures have been robust and the Mueller Report means the headline risk of 
a severe Washington upheaval is severely diminished.
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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 equalweight. The US stock market has recently re-
established all-time highs. That has encouraged fence-sitters to jump into the market. It also underscores 
the rising danger that greed has fully crowded out fear, and that complacency is now in the driver’s seat.

Indeed, we believe the new risks to the market to be greed and complacency. The VIX is at its year-to-date 
low, 33% below the historical average, and was only lower on a sustained basis in summer 2018 - right 
before the savage autumn sell-off. Our contrarian antenna is always on high alert when everyone thinks 
the market is great; such feelings often precede an abrupt end to the good times.

Whilst the environment does not suggest panic, some profit taking would be healthy for several reasons. It 
would shake out the coattail riders who have come late to the rally and have the least conviction; it would 
separate quality investments from leaky vessels that have risen in this “rising tide lifts all boats” market; and, 
once the selling concluded, a repriced and again attractive market would be positioned for another healthy 
rally.

Valuation models suggest that stocks are at or near fair value. Because markets are anticipatory, stocks 
typically move 15% above fair value before real valuation concerns come to the fore. For now, though, we 
are guardedly optimistic yet also on guard.
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Recommended Investment:
Fair Oaks Income Ltd
Listed on the London Stock Exchange (FAIR.L) and trading in US Dollars, this investment trust aims to 
generate attractive, risk-adjusted returns, principally through income distributions. This makes it attractive 
to income-seekers, particularly given that its current yield is 13%. 

The fund is managed by Fair Oaks Capital Ltd, an independent asset management and advisory firm, with 
offices in London and New York, managing approximately US$2.4bn. Their senior investment team has an 
average of over 20 years’ corporate credit and securitisation experience dedicated to sourcing, analysing, 
negotiating, selecting and monitoring corporate credit investments.

It obtains this jaw-dropping yield by investing in portfolios of CLOs (collateralised loan obligations) which 
consist primarily of US and European floating-rate senior secured bank loans. The floating rate nature of 
the loans make it an ideal investment to protect against future inflation. The company has an unlimited 
life but on or before 12 June 2024 an extraordinary general meeting will be proposed to consider a 
continuation resolution.

The portfolio is highly diversified by underlying issuer with >1,000 companies and the top 10 representing 
just 5.8% of the portfolio. Underlying loans are also diversified by sector with the largest being Healthcare 
& Pharmaceuticals (12%), Business Services (9%), High Tech (9%), Telecommunications (7%) and Banking 
(7%). The underlying loans are primarily non-investment grade (97% are rated between BBB- and B-). 
However, the default rate since inception of 0.22% is low in absolute terms as well as compared with 
to the annualised default rate in the US loan market of 1.5%. 91% of the portfolio is in the US, with 99% 
denominated in US Dollars. 

The fund has a strong performance record - rising 37% over the last 3 years, achieving its target return of 
12-14% per annum.

Having generally traded on a premium to NAV since launch, the fund’s shares have of late de-rated and are 
now trading at a small discount. Combined with the 13% yield, we view this as an excellent entry point for 
investors. Buy.
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Tweet of the Month:
“Investors need self-discipline. Disciplined investors who can control their emotions do better than others”

Which poses the question: through what channels does self-discipline improve investment performance? 
Here are five:

1-Start investing early
If you have the discipline (and income) to invest from an early age you will benefit from the power of 
compound returns. If you save £1,000 a year with an annual return of 4% your money will grow to over 
£58,000 after 30 years. After only 25 years, however, you’ll have only £43,000. An extra £5,000 of savings 
thus earns a likely return of 200%.

2-Don’t overtrade
Investors pay a tremendous performance penalty for active trading.

3-Don’t follow the herd, or at least do so intelligently
There’s evidence that sentiment-sensitive assets such as emerging market equities are driven by momen-
tum. If you must follow such bandwagons you need an exit strategy - because momentum can inflict big 
losses on us as well as big gains. One strategy is to buy when prices are above their 10-month average 
and sell when they are below it. If you don’t have such a strategy remember that long-term returns on the 
All-Share index are strongly predicted by the dividend yield: higher yields predict higher returns and lower 
yields lower returns. Longer-term investors should therefore lean against market sentiment, buying when 
it is low and selling when it is high.

4-Avoid wishful thinking
A share will not rise simply because you own it. Be as dispassionate about analysing the stocks you own as 
you are about analysing those you are thinking of buying.

5-Know your limits
Berkshire Hathaway’s Charlie Munger has said that his and Warren Buffett’s great strength is that they 
know the edge of their competency; they know what they don’t know. Investors must have the discipline 
to do this, and do so objectively - that is, without falling into the errors of overconfidence or illusory 
knowledge.

By following these rules, we can all do something to avoid the damage done by our lack of self control.
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Economics:
Britain’s economy recovered some of its momentum last month after businesses shook off the threat of a 
no-deal Brexit, as data from the country’s dominant services sector showed modest growth. The services 
sector Purchasing Managers’ Index edged higher to 50.4, up from March’s 32-month low of 48.9. Anything 
above 50 indicates expansion rather than contraction. With Britain entering what some analysts have 
termed an economic no man’s land while Brexit talks continue ahead of a new departure date of 31st 
October, economists expect growth to remain subdued for much of the rest of the year.

The eurozone’s economy picked up in Q1 with a rise in GDP of 0.4%, reversing the sharp slowdown of the 
second half of last year and raising economists’ hopes that the worst may be over. Across the eurozone the 
unemployment rate dropped to 7.7% in March, the lowest level in more than a decade. However external 
uncertainties persist, including Brexit and trade disputes, which continue to weigh on the currency area’s 
growth outlook and on the ECB’s monetary policy decisions.

Figures released last week revealed that US GDP expanded by a booming 3.2% on an annualised basis, 
comfortably exceeding predictions of a growth rate around 2%. Although the headline GDP number cheered 
the markets, the detail was less impressive. The expansion reflected a jump in government spending, a 
rebuilding of inventories and a large contribution from net trade. None of those factors is likely to be 
sustained in coming quarters. Inventories are now high compared with sales, suggesting they are more 
likely to be run down than increased further. Weak world trade growth suggests that the rapid expansion 
in exports was probably a one-off. The Fed will not have been fooled and will ensure a clear trend is in 
place before it acts again.

Quote of the Month:
“If everybody is thinking alike, then somebody isn’t thinking” - General George S. Patton

We can all learn a thing or two from the lasting wisdom of the world’s greatest generals. Duty, honour, 
integrity, and, believe it or not, investment strategies. The typical buyer’s decision is often heavily influenced 
by the actions of others. If everybody is investing in a particular stock, there is a tendency for potential 
investors is to do the same. But this strategy rarely ends well. If you ever find yourself in the herd, the 
wisest thing to do is to stop and think.
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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.

May 
May is the 3rd worst performing month, rising just 50% of all the years in May, with an average return of 
-0.4%. There are only three months since 1970 where the market has an average return of below zero, the 
other two being June and September. In an average month, the market tends to trade fairly flat for the first 
two weeks, and then prices drift lower in the second half of the month. Going short the market via a CFD 
before the final two weeks of the month would be the best way to capture this move.

Ramadan
Observed by more than 1.5bn Muslims around the world, Ramadan involves abstinence from eating and 
drinking, as well as a strict control of desires.

What has this got to do with investing you might think? Research published by Ahmad Etebari of the
University of New Hampshire, Jedrzej Bialkowski of New Zealand’s University of Canterbury and Tomasz 
Wisniewski of the University of Leicester examined stock returns between 1989 and 2007 from 14 Muslim 
majority countries and found that monthly annualised stock dollar-denominated returns during Ramadan 
averaged 38.1%, compared to a monthly average of 4.2% during the other 11 months of the Islamic 
calendar. Surprisingly, stock market returns also exhibited less volatility compared to the rest of the year.

The benefits of Ramadan-type fasting are well known. It can promote both the physical and mental wellbeing 
of individuals. It detoxifies the body, makes people less tense and anxious and may also induce mild states 
of euphoria. Thus, Ramadan is an event capable of influencing the moods and decisions of its adherents.

The report concludes that the Ramadan effect can best be explained by a change in investor psychology. 
Ramadan is a religious month that affects almost every aspect of Muslim’s lives. Besides fasting and prayers, 
Ramadan promotes heightened social awareness and a closer relationship with ‘Allah’ and with fellow 
Muslims around the world. As a fundamental shared experience, Ramadan brings about a sense of solidarity 
among Muslims, enhances their satisfaction with life and encourages optimistic beliefs. This optimism affects 
investor sentiment and decisions, leading to the increases in stock markets.

The implications of this study were obvious. Investors seeking fast profits in the Muslim world should try 
to profit from the Ramadan fast, buying shares prior to the start of Ramadan and selling them at the end 
of the holy month or preferably after Eid al-Fitr (the 3 day celebration that follows Ramadan). Buying an 
ETF such as the Invesco MSCI Saudi Arabia ETF on the 3rd of May and selling on the 10th of June would 
be the best way 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%.
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Seasonality (cont): 
Sell in May and go away; don’t come back till St Leger Day 
Historically, this is the worst time of the year. Since 1966 to 2009, the FTSE All-Share has returned an 
average of just 0.7% between May Day and Halloween (it is known as the Halloween effect in the US) 
compared with 7.8% between Halloween and May Day. Some investors, therefore, tend to reduce exposure 
to the stock market from May. Our pagan ancestors knew this, which is why Beltane is a time of festivity 
(where people look ahead to fertility, plenty and joy) while Samhain marks the beginning of the “darker 
half” of the year. In March & April lighter evenings and warmer days cheer us up, which makes us more 
willing to take risks such as buying shares. So prices rise to high levels, which are difficult to sustain over 
the summer. In the autumn the darker nights make us gloomier, with the result that prices fall to low levels 
from which they recover.

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: 
Predictably, the market has retraced somewhat from last months overextended highs. With the ADX at 22, 
signifying the market is trending, the trend appears to us to be to the downside with the RSI lying at 43%. 
With little potential upside (the 20-day m/a is 7,435) and plenty of downside (the 200-day m/e is 7,200), we 
urge caution in May, one of the worst months historically for the stock market.

“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:
2nd May  MPC Meeting
4th May  New Moon (markets tend to reach a high point around this time)
6th May  May Day (LSE closed)
   First day of Ramadan
8th May  ECB Meeting
17th May  Options Expiry Day
18th May  Full Moon (markets tend to reach a low point around this time) 
22nd May  ECB Meeting
27th May  Spring Bank Holiday (LSE closed)
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