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FTSE 100 5,500

VIX 33

FTSE 100 5,763

Resistance 6,050

Support 5,415

VIX 37.2%

S&P 500 2,831

Gold $1,703

GBP/EUR 1.1395

GBP/USD 1.2457

Introduction:
Will we ever get back to normal? COVID-19 is not just the worst pandemic in 100 years, but also the first 
pandemic of the information age. It also reflects a new kind of thinking, that it is worth stopping the global 
economy in order to minimise deaths. Perhaps the hyper-awareness wrought by social media in the digital 
age is why global leaders stopped the economy. The first steps on the long walk back from the pandemic 
have barely begun. And the likelihood is that the world we return to will be changed in fundamental ways.
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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 returns to equalweight. The stock market has rebounded 
strongly from its late March low, but we fear the recovery may not hold. Indeed, this kind of rally is not 
inconsistent with previous major selloffs where the markets went on to test their lows yet again.

Last month, we would have listed the drivers of stock optimism as being fiscal, monetary, and medical. 
Huge monetary and fiscal stimulus plans have certainly helped the stock market. But they can only provide 
so much support to a global economy that has been basically stopped in its tracks. The next leg up will 
be more difficult against the backdrop of upcoming poor report cards on the economy and corporate 
earnings. And the search for medical solutions, while relentless and ongoing, has hit some brick walls. 
Testing is still not universally available. No proven treatment has yet emerged. And the timeline to a vaccine 
is still sometime in 2021.

Having said that, we would expect stocks to stage a sustainable recovery before the economy completes 
its recovery. Asset markets are anticipatory, meaning they price in what is in front rather than what is here. 
We note that coming out of past recessions, earnings have accelerated at mid-double-digit rates, such as 
the 48% surge in 2010. For this year, corporate earnings are expected to decline ~10% with a moderation 
in Q1, a roller-coaster drop in Q2, and a partial but incomplete climb back from the Q2 lows in the second 
half of the year.
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Recommended Investment:
Hightown Housing Association 4% 31/10/27
Hightown Housing Association Limited (“Hightown”) was formed in 1967 to address homeless and 
affordable housing problems. As an exempt charity, it benefits from a variety of tax reliefs.

The charity has three main activities:
i-It is a social landlord managing over 6,300 units of housing as affordable homes for rent, supported 
housing and homes for shared ownership
ii-It provides housing and support to people with learning disabilities and mental health problems, young 
people and the homeless
iii-It develops new affordable housing at a rate of approximately 400 new homes a year

This particular bond was issued in October 2017 in order to finance further expansion of Hightown’s 
housing stock. The charity operates in Hertfordshire, Bedfordshire and Buckinghamshire, all prosperous 
areas of the country where waiting lists for social housing is high, which ensures high occupancy rates for 
the charity’s accommodation. From a credit perspective this is positive for two reasons. It supports housing 
valuations (their asset base) and because housing is expensive in these counties it increases demand for 
subsidised rents and therefore the services of Hightown. In addition, as Hightown builds new housing so 
the proportion of modern homes increases. At present only 5% of their housing stock dates pre-1954. The 
newer the home, the less the maintenance and running costs.

The charity has consistently generated an improving cash surplus after interest and has £131.2 million 
of retained reserves as at 31 March 2019. The charity has an enviable gross margin of 22%, which is 
partly achieved by its large holding of low-rise buildings, which improves efficiency of management and 
maintenance costs. The issue is unrated but the charity’s income covers its interest 2.7 times. In addition, 
the bond contains a covenant whereby Hightown must ensure that the sum of the charity’s unencumbered 
properties are not less than 130% of their total unsecured debt. 

In our view, this Hightown bond is a safe credit. The bonds trade on the London Stock Exchange in 
multiples of just £100 and pays its 4% coupon in two semi-annual instalments in arrears on 30th April and 
31st October. The bonds have consistently traded above par since its issue. Following the recent stock 
market falls, it is now trading at 96%, equating to a gross redemption yield of 4.6%, an above-market return 
at a time when interest rates are certainly not moving higher any time soon. Buy.

Market Outlook (cont):
And scientists are finally indicating that they can see the top of the curve, which means there will be a 
downslope ahead. Indeed, the strength and breadth of the early April rebound, which has shown broadening 
participation and diminishing VIX volatility, now has many investors stating that “the bottom is in”. Goldman 
Sachs is the latest investment bank to declare that the market has already made its lows for this cycle. 
More and more investors believe the stock recovery will be V-shaped rather than U-shaped and is already 
underway. 

But more bad data lies ahead. And if history is any guide, the stock market is in for a bumpy ride. To reach 
a sustainable recovery, stocks need the government’s fiscal and monetary stimulus to prove effective. 
The search for medical solutions must yield results. And the reopening of the economy must proceed, if 
necessary in fits and starts.
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Tweet of the Month:
“Strange as it might seem, there are reasons to be optimistic about equities”

Our mood is often best not when things are okay, but when they are improving, and we expect them to 
improve further. The social scientist Albert Hirschman called this the tunnel effect. If you are stuck in traffic 
in a road tunnel, but you see the lane next to you move, you’ll cheer up even if you are not moving in the 
expectation that you will move soon.

Stock markets behave like this. The biggest three-month rise in UK share prices in history since the South 
Sea bubble in 1720 came in the first quarter of 1975, when the index almost doubled in real terms. 1975 
was a terrible time for investors: inflation was high, GDP was stagnating, and profits were being squeezed 
badly. But things were less catastrophic than investors had feared, so the market soared in relief.

There’s another feature of stock markets - big rises are as likely as big falls. The market does not “rise like 
a feather and fall like a stone”. Since 1709, there have been 23 months when prices have fallen by 10% or 
more. But there have also been 25 months in this time when prices have risen by 10% or more. Price jumps 
are as likely as crashes.

One reason for the market’s sharp fall is that as volatility rose, risk parity traders (those who try to keep 
a constant level of volatility in their portfolios) sold even more. But as volatility falls back, these traders 
will become buyers, which will amplify the price rise. And once prices stabilise, those value investors who 
have held back for fear of being swamped by momentum traders will also return to the market. And then 
momentum sellers will become momentum buyers.

And remember: the market is cheap by historic standards, with the dividend yield on the All-Share index 
near a 40-year low. Even if we assume that the yield should be permanently higher in future than it was 
in the past - to reflect higher risk and lower average growth - this still gives lots of room for a big rally. 
Such a recovery should be accelerated by the worldwide loosening of fiscal and monetary policy. This can 
of course do nothing to raise demand while we are stuck indoors. But it can strengthen the subsequent 
recovery.

In fact, this crisis might have a longer-term benefit. Governments around the world are discovering that 
they can do a lot to support ailing economies through direct lending to business or wage subsidies. Hith-
erto marginalised ideas such as helicopter money (whereby central banks simply top up our bank ac-
counts) or a citizens’ basic income are now on the agenda. And artificial barriers to sensible policy such as 
concern for the public finances have been ditched, while the long-awaited possibility of coordinated fiscal 
expansion across the eurozone is now a reasonable prospect. In the longer term, all this should reduce 
investors’ fears of future recessions because they know that governments can do more to prevent them.

You might think this is all too optimistic. However, investors do have a tendency to project their current 
mood into the future and thus to underestimate how it will change. Think back to October 1987 when the 
consensus was that the long bull market in equities was over, or the early 1990s when it was believed that 
house prices would never rise again. Such pessimism was of course wildly wrong. We’ve reasons to suspect 
that this time is no different. Of course, nobody knows when the market will recover or from what level. 
But we do know something: this too shall pass.
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Economics:
With the government shortly to decide whether to ease restrictions put in place at the end of March, 
the consultancy firm Capital Economics said each additional month of full quarantining would knock 1.5 
percentage points off annual growth. It said even with severe containment measures remaining in place 
only until the end of June and with some easing of restrictions in the coming weeks, the economy would 
shrink by 12% this year. The Office for Budget Responsibility (“OBR”), the independent body that provides 
economic forecasts for the government, has pencilled in a fall of 35% in gross domestic product in the 
second quarter on the assumption that a full lockdown remains in place until the end of June. The OBR is 
assuming half the restrictions will be lifted between July and September, with the rest being removed in the 
final three months of the year. On that basis, output would return to its pre-crisis level by the end of the 
year, with an annual fall in GDP of more than 13%. However, the longer the restrictions are in place, the 
longer it may take the economy to recover to pre-recession levels because of scarring effects. Indeed, in the 
past four recessions it took between three and five years for the economy to return to its pre-crisis level.

The European Union has suffered its sharpest quarter-on-quarter drop in GDP since statistics agency 
Eurostat began compiling the figures in 1995. The economy shrank 3.5%, the first major indication of the 
devastation facing the bloc as a result of the coronavirus. Countries across the EU have drastically curtailed 
everyday life – and economic activity – in a bid to slow the spread of COVID-19, which has killed more 
than 135,000 people across Europe. There was more bad news on the inflation front, with consumer prices 
rising by just 0.4% in April compared with 0.7% the previous month, driven by the collapse in energy prices. 
And unemployment rose in March to 6.6%.

US GDP fell 4.8% in the first quarter of the year, the first decline since 2014, and the worst quarterly 
contraction since 2008, when the country was in a deep recession. And there is worse to come. Widespread 
layoffs and business closings didn’t hit until late March in most of the country. Economists expect figures 
from the current quarter, which will capture the shutdown’s impact more fully, to show that GDP contracted 
at an annual rate of 30% or more, a scale not seen since the Great Depression. The US has tried to cushion 
the economic blow with nearly $3tn in new spending, including direct payments to citizens. The Federal 
Reserve has also taken a slew of emergency steps, including lowering interest rates to near zero.

Quote of the Month:
“We don’t have to be smarter than the rest. We have to be more disciplined than the rest” - Warren Buffett 

The legendary investor once said that to be a great investor you don’t have to have a terrific IQ. If you’ve 
got an IQ of 160, you should sell 30 points to somebody else because you won’t need it in investing. What 
you do need is the right temperament and the ability to detach yourself from the opinions of others. He 
noted that if you look at the typical stock on the NYSE, its high will be, perhaps, 150% of its 12-month 
low so they’re bobbing all over the place. All you have to do is sit there and wait until something that you 
understand is really attractive. And you can forget about everything else. That is a wonderful game to play 
in. There’s almost nothing where the game is stacked in your favour like the stock market. There’s no easier 
game than stocks, he says. You have to be sure you don’t play it too often.
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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.

Second Quarter 
The FTSE 100 has risen 21 of the 36 years between 1984 and 2019, 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.

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 Rat 
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.  The Year of the Rat ranks as the third worst period for stock market returns with an 
average gain of 3.3%. Chinese feng shui masters predict the stock market will be soft this year as the elements of 
earth and water, which are strong in the Year of the Rat, weaken the fire element that influences shares.
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Technical Analysis: 
The FTSE 100 has clawed back 6.6% in the last month, providing some much welcome relief to investors. 
The market has certainly stabilised with the VIX having fallen 16% to 37.2 but this level is still high by his-
torical standards, quite understandable given the current health and economic crisis. With the strong recent 
downtrend appearing to take a breather, we now see resistance at 6,050 and support lying at 5,415.

“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:
7th May  MPC Meeting
  Full Moon (markets tend to reach a low point around this time)
8th May May Day (LSE Closed)
15th May Options Expiry Day
20th May ECB Meeting
22nd May New Moon (markets tend to reach a high point around this time)
25th May Spring Bank Holiday
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