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FTSE 100 5,500

VIX 33

FTSE 100 5,897
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Support 5,740

VIX 25.7%

S&P 500 3,271

Gold $1,973

GBP/EUR 1.1118

GBP/USD 1.3078

Introduction:
Stock performance often seems uncoupled from key economic data and corporate earnings. In general, 
the stock market is anticipatory of what is to come, while economic data and earnings are lagging - the 
former by one month, the latter by three months. Thus, it is not uncommon for cyclical companies to be 
reporting their best earnings of the cycle amid strong data - just as the stock market begins to nosedive in 
anticipation of a slowdown or recession. And stocks may leap off their lows even amid a steady stream of 
dismal data. There is indeed an element of hope in the stock market’s anticipatory impulses. Never has that 
hope been so plainly in evidence as today as investors head into what looks to be an exceptionally weak 
second-quarter earnings season.
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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. After an accelerated easing of 
restrictions, positive tests are moving higher.  It is hard to imagine the economy returning to full potential 
amid current trends, which are worsening rather than getting better.

On a positive note, the rate of mortality relative to the proliferation of the disease is falling. This is because 
COVID-19 is proliferating in a different demographic than was the case earlier in the year. With restrictions 
eased, the young and the hearty are resuming their pre-pandemic social lives - flooding bars, restaurants 
and beaches. This generally hardier cohort has been better able to battle the disease and ward off the 
worst effects. And fortunately, vulnerable populations, alarmed by the spring’s horrendous mortality rates, 
appear to have used this hard-won knowledge to remain in ‘stay-at-home’ mode and limit their exposure 
to the young and carefree. If that pattern continues, there is hope that mortality can remain suppressed, 
thus enabling a continued return to something like normal life.

There is no guarantee that this positive trend will last. COVID-19 is much more than the “bad flu” it 
has sometimes been labelled. The unique shape of the coronavirus makes it a nasty bug, latching onto 
compromised lung tissue but also in many cases onto healthy tissue as well. In order to restore the 
economy and most citizens’ everyday lives, governments need to take sensible steps. In areas where the 
disease is rising, mandating facemasks is a no-brainer. Temporarily closing places where the “young and
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Recommended Investment:
GCP Student Living plc
GCP Student Living plc is an investment trust listed on the London Stock Exchange (DIGS.L). The FTSE 
250 constituent aims to provide shareholders with attractive total returns through investment in modern, 
purpose built, private student residential accommodation. 

The UK is a global leader in the provision of higher education, with some of the highest ranking universities 
in the world, including three in the top ten, making it attractive to both domestic and international students. 
Non-EU student acceptances prior to the pandemic were at record levels, with acceptances from EU 
students remaining above those seen prior to the EU referendum. More than 80% of the portfolio’s tenants 
are international students.

The portfolio (consisting of 11 assets with >4,100 beds and worth over £1 billion) is located primarily 
(>85%) in London with buildings in Shoreditch, Bloomsbury, Wembley & Greenwich. High land values and 
the difficult planning environment, which prioritises social housing and residential schemes over student 
accommodation, has seen the London market remain severely undersupplied.  Demand for full-time higher 
education courses in London is also strong relative to the rest of the UK. London is home to 23 universities, 
with more universities ranked in the top 40 than any other city in the world.  Such accommodation assets 
continue to benefit from a substantial yield differential when compared to those located in other regional 
locations. Also, since the increase in tuition fees in 2012, the top ranked universities have seen increases in 
applications, while the bottom have seen declines. This is expected to benefit the fund’s portfolio as London 
has six of the top 40 universities in the UK. 

The fund also has interests in the ‘super prime’ regional locations of Surrey, Bristol and Brighton, which 
particularly has a major structural shortfall of purpose-built student accommodation. The student-to-bed 
ratio in Brighton is 5.3 to 1, compared with the national average of 2.3 to 1. Supply is constrained by the 
local policy of development having to be in partnership with a university, as well as the natural features of 
the city with the sea on one side and the South Downs on the other.

The fund has been very disciplined with its portfolio, having maintained its focus on locations with a 
structural undersupply of purpose-built student accommodation. This discipline, as well as the focus on

Market Outlook (cont):
invincible” gather makes sense on a targeted basis. The mortality rate needs to remain in retreat, and we 
need to do what is needed to make that happen.

The economic consequences of the pandemic have so far been hardest on workers in people-facing 
businesses such as hair salons, gyms, bars and restaurants. Salaries for these workers tend to be low, with 
many living from month to month, and more concerned with paying the rent than with making mortgage 
payments. Less-impacted office professionals, meanwhile, are benefiting from mortgage refinancings at 
attractive rates, deep discounts on new cars and sharply reduced commuting costs. This disparity helps 
explain why parts of the economy appear absolutely devastated, while others seem to be bouncing back.

The tale of two economies also likely explains why the stock market has been able to significantly recover 
from its March low. The economy and the stock market, however, cannot indefinitely sidestep the pandemic, 
particularly if the number of new infections, hospitalisations and deaths continues to accelerate.
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Recommended Investment (cont):
larger assets, has led to a reasonably concentrated portfolio, although we would note that there is significant 
diversification in terms of the number of underlying tenants and the higher education institutions that they 
attend. While the portfolio only contains assets in four locations, they are close to 80 higher education 
institutions and the tenants comprise students of 124 nationalities, with 63% coming from outside of the 
EU and UK.

Since launch, the fund has outperformed its benchmark and the fund’s shares are currently trading at a 26% 
discount to NAV, having traded at a premium at various points in its life. We believe the fund could see its 
discount narrow materially, particularly given the trust’s ability to repurchase shares and, in our opinion, its 
income focus justifies a premium rating relative to its peer group.

In summary, GCP Student Living is currently yielding 4.9% and is trading at a 28% discount to its NAV. 
We believe that this offers a very attractive entry point, given that the fund has traded on a premium for 
sustained periods in the past, which we believe is supported by its strong performance and dividend growth 
record. Buy.
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Tweet of the Month:
“Unemployment is rising. Economists expect the UK’s official unemployment rate to be almost 8% by December - 
twice what it was before the pandemic. This, however, might ultimately be good for equities”

There has been a significant positive correlation between the jobless rate and returns on the All-Share 
index in the following 12 months - of 0.35 since 1985. High unemployment in 1986, 1992 and 2009 led to 
shares rising nicely, while low unemployment in 1989, 2000, 2007 and last year led to prices falling. Mass 
unemployment, then, tends to lead to good equity returns. 

This is because share prices have a tendency to overreact. In bad times (when unemployment is high) they 
fall too far causing the dividend yield to be high when unemployment is high. From such low levels, prices 
subsequently recover, which means that high unemployment leads to shares rising (the opposite happens 
in good times).

Exactly why the market overreacts is unclear. One possibility is that investors are slightly irrational. They 
extrapolate too much from current economic conditions, believing that these will persist for longer than 
they in fact do. That’s the recency bias. They also fail to foresee that the subsequent recovery will raise their 
appetite for risk and demand for equities - this is the projection bias. 

It’s also possible, though, that investors are in fact being quite rational. Recessions are risky times. Not only 
is there a heightened chance of firms going to the wall, but even if they survive their prospects might be 
permanently worsened. One reason for this is that recessions can reduce long-term growth. In creating 
spare capacity and depressing animal spirits (even years later) they might reduce capital spending and firms’ 
willingness to expand. Such dangers justify an additional risk premium upon equities - which means a higher 
yield and rising prices later as compensation for taking on such extra risk.

All this tells us that rising unemployment - while it happens - is bad for equity investors as well as workers. 
There is, though, a big difference between the two groups. For shareholders, higher unemployment eventu-
ally provides high returns. The same cannot be said for workers.
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Economics:
The UK economy could take until 2024 to return to the size it was before the coronavirus lockdown, 
according to analysis from the EY Item Club. The forecasters, who use a similar economic model to the 
Treasury, suggest unemployment will rise to 9% from 3.9%. They also estimate the economy will shrink by 
11.5% this year, worse than the 8% they predicted only a month ago. Consumers have been more cautious 
than expected, they said, while low business investment will dampen growth. As a result, they now expect 
the post-coronavirus economic recovery to take 18 months longer than previously forecast.

Europe’s economy shrank by 11.9% in the second quarter as the coronavirus pandemic plunged the region 
into a deep recession. The quarter-on-quarter slump in EU GDP is the worst on record and follows a fall 
of 3.2% in the first three months of the year. Recent surveys of business activity had suggested Europe’s 
economy is now in recovery mode. But the specter of another wave of coronavirus cases looms with a 
very disturbing spike occurring in Germany. In France, new daily cases have crept back to the same level as 
when its lockdown lifted in early May and Spain and Italy have also recorded increases.

The US economy contracted 9.5% from April through June, its worst drop on record. The US only began 
keeping quarterly GDP records in 1947, so it’s difficult to compare the current downturn to the Great 
Depression. That said, in 1932 the US economy contracted 12.9%. Businesses have grounded to a halt since 
the lockdown began, plunging America into its first recession in 11 years, putting an end to the longest 
economic expansion in US history and wiping out five years of economic gains in just a few months. But 
this is no ordinary recession. The combination of public health and economic crises is unprecedented, and 
numbers cannot fully convey the hardships millions of Americans are facing. In April, more than 20 million 
American jobs vanished as businesses closed and most of the country was under ‘stay-at-home’ orders. It 
was the biggest drop in jobs since record-keeping began more than 80 years ago.

Quote of the Month:
“Everything you’ve ever wanted is on the other side of fear”- George Addair

What a great quote to live your life by. It is also worth remembering when the stock market feels like it is 
nearing capitulation. It is at such times that those who are willing to take themselves out of their comfort 
zone, investing at moments of maximum distress, can find the largest sums of money to be made.
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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.

August 
August is the 9th best performing month, rising 63% of the time, with an average return of 0.7%. Generally, 
August is not a great month for equities; August has the second lowest average monthly returns for 70 
world equity markets. It can also see large falls. As it’s a month for holidays, trading volumes tend to be low, 
which in some years can lead to some increased volatility.

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: 
Following a 247-point (4%) pullback, the stock market has fallen through its support level at the lower Bol-
linger band. This is a negative sign with no obvious support in sight but the previous market low of 5,750 
reached in May. At least the ADX has remained steady at 13, showing there is no discernible trend, so this 
stock market malaise may prove to be temporary. The RSI has also reached a very low reading of 29%, 
suggesting the market has overreached itself to the downside and may be due a relief rally soon.  Fewer 
investors than usual will be heading off on holiday this year, and that means that the usual summer lethargy 
could be replaced by a more animated 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:
3rd August Full Moon (markets tend to reach a low point around this time)
6th August MPC Meeting
14th August Options Expiry Day
19th August New Moon (markets tend to reach a high point around this time)
31st August Summer Bank Holiday
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