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Gold $1,314

GBP/EUR 1.1305
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Introduction:
The stock market hit its first real rough patch of the year in May as trade relations between the US and 
China continued to deteriorate. Stocks were broadly advancing across the first four months of 2019, with 
all sectors participating, small-caps joining large-caps in the winner’s cycle, and most investing styles up 
nicely for the year. Now the market is no longer trading on fundamentals or technicals. We have entered a 
one-topic market. The topic is tariffs.
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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 threat of a new escalation in the 
trade war has obscured one of the bigger investing stories in 2019, namely the turnaround in first-quarter 
earnings. A strong profits performance took place in what was expected to be the most-challenging quarter 
for earnings during 2019.

But stocks are now entering a traditionally weak seasonal period without a strong catalyst. And with 
fundamentals sliding over from the driver’s seat as perceived progress, or setback, on trade discussions 
takes over the market’s direction, we are sticking with our neutral position on equities.

It is interesting to note that company directors have reacted to the market volatility, tariff confusion 
and Brexit developments by stepping in and snatching up shares when stocks have dropped briefly but 
dramatically. Yes, time will tell if the acquired shares move higher still or fall back down. But there is no 
denying that current insider sentiment is positive.

While awaiting any new round of talks, even informal talks at the upcoming G-20 summit, investors should 
be prepared to navigate through the next few months with trade-related disruptions only worsening. 
Indeed, investors should be prepared for a substantially longer period in which poor trade relations with 
China negatively impact the investing landscape. When undertaking strategic planning, businesses crave 
stability, whether in exchange rates, interest rates, or trade policy. The current lack of clarity on trade 
policy is denying companies the stability they need to construct and execute their strategic plans.
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Recommended Investment:
CVC Credit Partners European Opportunities
Listed on the London Stock Exchange with sterling and euro share classes (CCPG.L/CCPE.L), this 
investment trust aims to return 8-12% per annum over the medium term, including a quarterly dividend of 
5.5p per annum, which represents an attractive dividend yield of 5.1%.

CVC Credit Partners European Opportunities operates an actively managed credit strategy, generating 
high income and capital gains combined with significant downside protection given its investment policy 
that at least 50% of the portfolio should be invested in senior-secured debt investments. The diversified 
portfolio currently has exposure to 67 corporate credits across a wide range of sectors with 80% of 
investments currently “senior-secured”. A minimum of 70% of assets must be invested in obligations 
domiciled in Western Europe and both sterling and euro share classes are hedged back to their respective 
currency. The investment manager, CVC Credit Partners, manages $18.7bn in assets in the US and Europe.

The portfolio comprises two broad categories of investment, “Performing Credit” (~60%) and “Credit 
Opportunities” (~40%) and reflects the management team’s best ideas across the two strategies. 

i-Performing Credit - This strategy is focused on large, liquid names, where the managers are able to 
actively trade positions. Typically, positions will be trading at close to par and the primary driver of returns 
is expected to be the cash income generated by loan interest and high yield coupons. Returns are expected 
to be in the range of 4-7% per annum.

ii-Credit Opportunities - This strategy seeks to take advantage of opportunities presented by European 
banks’ regulatory-driven desire to sell down legacy exposures. These investments are typically less liquid 
and are purchased at a discount to their par value. This gives the manager the opportunity to generate 
capital gains from the expected pull to par. Returns are expected to be in the range of 7-20% per annum.

The portfolio is actively managed in terms of the allocation between ‘Performing Credit’ and ‘Credit 
Opportunities’, with the manager having historically repositioned the portfolio in order to take advantage 
of perceived relative value opportunities or to adopt more defensive positioning, where it considers it is 
warranted by the market outlook. 

The trust has performed well over the last 5 years, returning 33% and is currently trading at its NAV. The 
trust operates a contractual quarterly tender at a price close to NAV for up to 24.99% of its shares in issue. 
We feel this established structural feature should limit downside discount risk.  Another attraction of the 
trust is that 92% of the portfolio is invested in floating rate assets. Therefore, should interest rates rise, so 
will the investment trust’s yield. Combined with the current yield of 5.1%, we rate the shares a strong buy.

Market Outlook (cont):
Therefore, we believe that volatility is likely to remain high in the near term. A favourable backdrop does 
remain for equities, which includes continuing good jobs growth, strong consumer sentiment, muted 
inflation, and central banks on pause with interest rate hikes. Depending on how much harm is caused to 
the economy and market by the escalating rounds of tariffs and counter-tariffs, we will amend our advice 
as needed in the coming months.
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Tweet of the Month:
“To understand the man you have to know what was happening in the world when he was twenty” - Napoleon 
Bonaparte

The point Napoleon made is that our ideas of what is normal, and therefore of what to expect, are shaped 
by our formative years. Those of us who grew up in the 1970s and 1980s think it normal that Liverpool 
should be challenging for the league title, for example, but strange that Manchester City are doing so, while 
teenagers have the opposite idea. This might help explain differing attitudes to Brexit. Those who grew up 
in the 1950s and 1960s think it normal to be outside the EU while younger people think it normal to be 
in it, and both vote accordingly.

This psychology also applies to investments. Research has shown that investors who experience reces-
sions in their formative years hold fewer equities than others even decades later, while those who saw 
inflation tend to hold fewer bonds.

Which brings us to a problem. Those of us in our 40s and 50s grew up thinking that high returns on cash 
and bonds were normal. We are therefore disconcerted by negative real yields, with the result that many 
of us think these are a reason to avoid bonds and cash. This, however, is wrong, and not just because a small 
loss is better than the big ones we could get on equities. It’s also wrong because the 1980s and 1990s gave 
us an inflated idea of what is a normal real rate of interest.

The Real Bank Rate (the interest rate less inflation) averaged 6.3% between 1983 and 1992 - twice its 
long-term average of 3.1%. Many of us, therefore, have too high an expectation of what a ‘normal’ rate of 
interest should be, because our expectations were formed during a period of abnormally high rates.

What’s more, history tells us that negative real rates are not as rare as you might think. The Real Bank Rate 
has been negative in 87 of the past 324 years. That’s more than a quarter of the time. These were mostly 
times of high inflation - usually wartime but also the 1970s. But real yields were also negative in the 1950s 
and 1960s when governments used financial repression (that is, low interest rates) to reduce the real value 
of the debts they had incurred during the war.

We should not, therefore, regard negative real interest rates as being freakish. True, they are not the norm. 
But nor are they very unusual. The message, then, is clear. Those of us who grew up in the 1980s and 1990s 
have a distorted view of what normal interest rates should be. History warns us that there is no guarantee 
that real interest rates must be positive, let alone high. Low real returns on cash and gilts are not so much 
the ‘new normal’ as they are the usual normal. There might be good reasons for investors to have low cash 
weightings - but the low level of interest rates is not one of them. 
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Economics:
British consumers last month were the cheeriest since September according to the GfK consumer 
sentiment survey, reporting an improvement in their personal finances and a less gloomy view of the year 
ahead. Such solid demand from British households has kept the economy ticking over during a period when 
many businesses have called a halt to major investment. Figures from Lloyds Bank showed that last month’s 
news of a six-month delay to Brexit had only offered a fleeting boost to business morale with business 
confidence now falling as companies reflect on the anticipated impact of the UK leaving the EU.

Economic sentiment in the eurozone took a surprise upward turn in May, rising for the first time in almost 
a year despite weak confidence levels among consumers in the bloc’s biggest economy. The European 
Commission’s sentiment index increased to 105.1 from 103.9 as optimism surrounding the bloc’s industry 
and services sectors picked up. This was the first month-on-month increase since last June. The positive 
overall performance across the single currency bloc came in spite of gloom in Germany, where consumer 
confidence slipped to a two-year low.

The US economy grew at a solid 3.1% rate in the first three months of the year. However, much of that gain 
was based on temporary factors that will likely fade, leaving growth much slower in the current quarter. 
Some economists worry that the economy could falter even more if trade tensions between the United 
States and China are not resolved. Mark Zandi, chief economist at Moody’s Analytics, believes that If the 
trade war escalates and the president follows through on his threat to raise tariffs on all Chinese imports, 
GDP growth will fall below 2% this year, unemployment will start to rise and the risks of a recession will 
become very high.

Quote of the Month:
“Experience taught me a few things. One is to listen to your gut, no matter how good something sounds on paper. 
The second is that you’re generally better off sticking with what you know. And the third is that sometimes your best 
investments are the ones you don’t make” - Donald J. Trump

Donald Trump has said some disagreeable things over the years. Only last week, he called the Duchess of 
Sussex “nasty”. Despite the attention-seeking headlines, the billionaire businessman and President of the 
United States cannot be ignored. Neither can this quote. It’s common sense really and the message has 
been said before, but there is no harm in repeating it.
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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.

June 
June is the 2nd worst performing month, rising just 42% of all the years in June, with an average return of 
-0.5%. There are only three months since 1970 where the market has an average return of below zero, the 
other two being May and September.

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

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: 
Following last month’s 3% fall, the stock market has retreated to its 200-day moving average. With the ADX 
at 22 (signaling a trending market), this is a strong support level. Unfortunately, it is not all rosy with the 
200-day pointing downwards and the RSI lying at 46%. This is saying that the trend is now down. Neverthe-
less, there is more potential upside (130 points to the 20-day moving average) than downside (80 points to 
the recent low). On that basis, the market could witness a short-term bounce from here.

“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:
3rd June  New Moon (markets tend to reach a high point around this time)
6th June  ECB Meeting
17th June  Full Moon (markets tend to reach a low point around this time)
18th June  FOMC Meeting
20th June  MPC Meeting
21st June  Options Expiry Day
26th June  ECB Meeting
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