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FTSE 100 5,500

VIX 33

FTSE 100 6,144

Resistance 6,400

Support 6,030

VIX 27.7%

S&P 500 3,130

Gold $1,777

GBP/EUR 1.1069

GBP/USD 1.2501

Introduction:
The reopening of the economy is underway, and nothing - not even a fresh wave of COVID-19 infections - is 
likely to reverse it. With businesses reopening and consumers warily venturing out to restaurants, beaches 
and hair salons, the economic data is showing signs of ticking higher. The goal of the initial shutdown was 
never to stop the disease in its tracks. The goal was to flatten the curve so that the pace of new infections 
did not overwhelm the healthcare system. The economic stakes are too high to roll back the reopening and 
begin another shutdown. For all these reasons, the phased reopening of the economy will proceed.
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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 market’s recent strength is a 
sign that shares are reflecting prospects for global economic recovery. As more and more restrictions are 
being lifted, furloughed employees can go back to work. Indeed, once reopening has finished, the economy 
likely won’t look back. Flare-ups are inevitable, especially when the weather turns colder. But the nation as 
a whole and the economy should be better prepared to address and isolate any flare-ups.

When the pandemic hit, people waited for things to get back to normal. However, we now realise that 
what lies ahead is a new normal, not the old normal. Unfortunately, the economy is operating at well below 
pre-pandemic levels and will likely take years to recover fully.

And right now, medical news is the major sentiment driving the market, with vaccine and treatment 
breakthroughs pushing confidence higher while new infections and hospitalisations contribute to pessimism. 
The upcoming presidential election will begin to dominate discourse, particularly once the summer starts 
winding down.

We look for this mixed medical and economic data to contribute to the market’s uncertain path in the
months ahead. After a brisk recovery, recent selling has shaken out excessive exuberance. It should also 
recast an indiscriminate rising market back into a stock pickers’ market, as winners and losers emerge in 
the new economy.
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Recommended Investment:
JPMorgan Global Emerging Markets Income Trust
There are reasons to buy emerging market equities other than exposure to higher GDP growth. They 
also diversify against the risk of secular stagnation in western economies - the possibility of years of slow 
growth.

A good way to invest in this theme is the JPMorgan Global Emerging Market Income Trust (“JEMI”). 
Launched in 2010, JEMI is an investment trust listed on the London Stock Exchange that aims to provide a 
dividend income, together with the potential for long-term capital growth from Emerging Market equities. 
The managers believe that investing in higher-yielding stocks leads to a high-quality value approach, with 
dividends considered a good proxy for corporate governance.

The trust provides investors with diversified exposure to over 70 holdings with the ten largest holdings 
accounting for just 25% of the portfolio. The portfolio has a large “quality” tilt, as demonstrated by its 
higher return on equity vs the benchmark, lower debt-to-equity ratio while its “value” bias is reflected 
in the higher dividend yield. The portfolio’s largest geographic exposure is to China (31%), followed by 
Taiwan (22%), Russia (10%), Mexico (6%) and South Africa (5%). The portfolio’s largest sector exposure is 
to Financials (31%), followed by IT (27%).

Since launch, the fund has outperformed massively over its benchmark. The fund’s shares are currently 
trading at a 9% discount to NAV, having traded at a premium at various points in its life. We believe the 
fund could see its discount narrow materially, given the trust’s ability to repurchase shares if the discount 
to NAV exceeds 5% over a significant period. Also, we believe the trust’s income focus justifies a premium 
rating relative to its peer group.

The emphasis on yield has led to a portfolio that is notably different from the benchmark. While this may 
lead to periods of underperformance relative to the index (during strong bull markets), we believe that the 
fund’s emphasis on good quality companies paying attractive dividends will allow it to outperform over the 
longer term. Currently yielding 4.5%, we rate the trust a strong buy.
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Tweet of the Month:
“Investors should invest overseas. International diversification for UK investors, for example, protects them from the 
risk that the FTSE may hugely underperform over the long run”

Investors should spread their equity investments around the world - but not perhaps for the reason you 
might think. International diversification in no way reduces short-term equity risk. In March 2020, for ex-
ample, the FTSE All-Share index fell more than 13% as the pandemic struck. But emerging markets fell just 
as much, and US and continental European markets fell more than 10% in sterling terms - falls that were 
cushioned by the drop in the pound. Wherever you had invested, you lost money.

Such co-movement is typical. Since 1997, the correlation between UK and US stocks has been 0.79 and 
that between UK and European stocks has been 0.87. Such big numbers tell us that major stock markets 
rise and fall together in the short term. You cannot therefore reduce short-term equity risk much by 
spreading your investments overseas. If you want protection against such risk, you need non-equity assets 
such as cash, government bonds, gold or foreign currency.

All this, however, is only true for short-term moves. If we look at longer-term returns, we find a case for 
international diversification. Take the past 10 years. In this time, the FTSE All-Share index has risen barely 
10% (although it has done much better if you had reinvested dividends). But continental European and 
Japanese stocks have risen more than 60% and the S&P has tripled in sterling terms.

And the past 10 years are not terribly unusual in seeing large differences in returns. In the 10 years to 
2010 UK and US equities fell, but emerging markets tripled. And in the 10 years to 2007, European stocks 
outperformed the UK and US by 60%. International diversification thus protects us from the risk that the 
UK (or any other market) will hugely underperform over the long run.

But what causes it? It’s not always differences in economic growth. Indeed, there is little correlation be-
tween GDP growth and equity returns.  In the last 10 years, the UK’s real GDP has grown by more than 
Japan’s or the eurozone’s. But this didn’t stop the UK market underperforming. 

One reason is that national stock markets have different sector weightings. The UK’s underperformance 
can be attributed to it being light in sectors that have had a good decade, such as technology, but heavily 
exposed to ones that have done badly, such as oil companies, miners and banks. Also, there are cross-
country differences in changes in the balance of class power. One reason why the US has done so well in 
recent years has been the rise of monopoly power for some companies at the expense of workers. In the 
same way, the UK outperformed the US in the late 1970s and early 1980s as trade union power declined 
and profit margins recovered. And then there are valuations, which can influence returns even over long 
periods. One reason for the US’s lacklustre performance in the 2000s was that the tech bubble had left 
the market overvalued and it took years for this to be corrected.  

Which brings us to a reason not to neglect the UK entirely. A decade of underperformance has left the 
FTSE All-Share index looking cheap. Yes, we must diversify internationally. But in doing so we must not 
neglect the merits of dear old Blighty entirely.
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Economics:
Britain’s economy contracted by 2.2% in the first three months of 2020 - its sharpest decline in more 
than 40 years. With people unable to spend their wages, household consumption spending fell with big 
drops reported in spending on cars, eating out, hotel visits, and clothing and footwear. With spending 
limited by restrictions, the household saving ratio - the average percentage of disposable income that is 
saved - increased to 8.6% in the first quarter, from 6.6% in the previous quarter. Despite a subsequent 
improvement in activity and the gradual reopening of the economy, “it will still take the economy until 2022 
before it regains its pre-crisis level”, said Thomas Pugh, UK economist at consultancy Capital Economics. 

ECB President Christine Lagarde believes EU countries have not yet witnessed the hardest impacts from 
shutting down their economies to curb the spread of the coronavirus. Speaking at the UN, she said: “The 
worst is behind us and the hardest is yet to come”, adding the recovery is going to be “as uncertain and as 
uneven as the shock was decisive across the board”. Indeed, Europe faces its deepest recession since the end of 
the Second World War, according to the ECB’s forecasts. The central bank has already boosted its stimulus 
three times this year, offering unprecedented levels of support for an economy that could shrink by close 
to 10% in 2020 and take another two years to reach pre-crisis levels.

The Covid-19 outbreak and subsequent lockdown has brought the US economy to a stop, and even though 
states are slowly reopening, it will be a tough next decade as the country recovers from this recession. 
The Congressional Budget Office forecasts the unemployment rate will remain above its pre-pandemic 
level - which was at a near-50-year low of 3.5% - until after 2030, the end of the current forecasting range. 
Meanwhile real US GDP, the broadest measure of the economy, will be an average 3.4% lower over the next 
decade than what was originally predicted in January. It will take until 2028 until GDP will grow in line with 
long-term trend growth again. And that’s not all: This recession could nearly quadruple the federal budget 
deficit this year, pushing it to a whopping $3.7 trillion. Interest rates are expected to remain low for the 
foreseeable future to encourage economic activity.

Quote of the Month:
“Failure at some point in your life is inevitable, but giving up is unforgivable” - Joe Biden

Joe Biden is a distinguished American politician and the Democrat Party’s nominee for the Presidency. He 
was elected to the Senate in 1972, becoming the 6th youngest Senator in the political history of America. 
In 2009, when he assumed the Vice Presidency under President Obama, he was the fourth most senior 
senator at the time and the first Roman Catholic to take up the position. Despite his reputation for 
making verbal gaffes, this quote is as appropriate to stock market investors as it is to budding politicians. 
After weeks of steep market declines, you may feel you’ve had enough. Despite the unprecedented times, 
though, some things never change: If investors can’t tolerate the losses, they’ll also miss out on the gains. 
Indeed, pain is a sign you’re investing well. Long-term investors should always stay the course.
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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.

July 
July has risen on average 54% of all the years since 1970, with an average return of 0.8%. So, after a usually 
disappointing May and June, shares tend to perform a bit better this month. In an average July, the start of 
the month tends to be strong - the first week of the month is among the top ten strongest weeks in the 
year. After that, the market has a propensity to drift lower for a couple of weeks until finishing strongly in 
the final week.

Third Quarter 
The FTSE 100 has risen 23 of the 36 years between 1984 and 2019, posting an average gain of 0.8%.

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: 
Last month, we felt the market was prone to a pullback with the RSI lying at an extreme reading of 76%. In 
the event, the market has fallen 5%. Today, we feel the market is more comfortable at its current level. The 
ADX has fallen to 10, showing no discernible trend and the RSI is in mildly positive territory at 54%.  There-
fore, we see the market is largely directionless and will probably trade within a narrow range, particularly in 
the summer market, with resistance at the upper and lower Bollinger bands - 6,400 and 6,030 respectively. 

“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 July  Full Moon (markets tend to reach a low point around this time)
16th July ECB Meeting
17th July Options Expiry Day
20th July New Moon (markets tend to reach a high point around this time)
28th July FOMC Meeting
29th July ECB Meeting
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