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FTSE 100 5,500

VIX 33

FTSE 100 6,495

Resistance 6,800

Support 6,260

VIX 22%

S&P 500 3,886

Gold $1,810

GBP/EUR 1.1401

GBP/USD 1.3718

Introduction:
In 1849, Jean-Baptiste Alphonse Karr wrote, “The more things change, the more they stay the same”.  Now, 
over 170 years later, technical analysts are using his prophetic statement to warn investors of a potential 
top. The stock market is indeed high and is characterised by typical market exuberance - whether it is 
historically low put/call ratios, record-high active investor equity exposure, record levels of margin debt 
or very high levels of bullishness on investment polls. At these times, it is worth recalling Humphrey Neill’s 
1954 book, “The Art of Contrary Thinking,” where he wrote that the public is often right during the trend, but 
wrong at both ends.
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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. Stocks have continued to rally at 
least in part, because the worst economic pain has hit the lower-skilled, people-facing occupations, largely 
sparing middle-class families with breadwinners still employed and benefiting from lower out-of-pocket 
commuting and work costs.

Investors have also acknowledged the cyclical benefits of the continued reopening of the economy, and 
the secular benefits of accelerated digitisation in response to the remote work & education environments. 
These have driven big stock gains in a range of sectors and industries. The percentage of stocks above their 
short, medium, and long-term moving averages are all higher than they were a month ago. 

The return of spring weather and, most important, the wide dissemination of vaccines should finally halt 
what has been the worst surge of the COVID pandemic and finally put some of those people who have 
borne the brunt of the pain back to work.

The outlook, however, is not without risks. With major indices such as the S&P 500 making new highs, 
some investors rightly worry that the market has come too far too fast, particularly with interest rates 
rising meaningfully at the long end. The damage done to small businesses will take years to repair and the 
crazy behaviour of bitcoin and Tesla is triggering warnings of a bubble.
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Recommended Investment:
Henderson Diversified Income
Henderson Diversified Income (“HDIV”) is an investment trust listed on the London Stock Exchange. 
The trust invests predominantly in a diversified portfolio of global fixed income assets including secured 
loans, government bonds, high yield corporate bonds (~60%), unrated corporate bonds, investment grade 
corporate bonds (~30%) and asset backed securities. We believe that the flexibility of the mandate and the 
managers’ focus on high quality companies may prove beneficial in what could now be another testing year 
for the economy.

The fund is managed by John Pattullo and Jenna Barnard, the Co-Heads of Strategic Fixed Income at Janus 
Henderson Investors. They typically invest in large, high quality companies in industries with high barriers 
to entry. The portfolio is highly diversified with around 200 holdings and the top 10 representing less 
than 20% of assets. We rate the managers highly and note their conviction macro views, which saw them 
remain long duration in 2019 when the market consensus was that interest rates would rise and saw them 
increase credit risk in March 2020 on the basis of the crisis being one of liquidity rather than solvency.

HDIV has an excellent track record, with the NAV having risen 41% over the last five years, comfortably 
outperforming its benchmark.

The trust’s flexible mandate allows the managers to invest across a range of credit instruments to deliver  
an attractive dividend yield of 4.8%, with dividends paid quarterly. The shares are trading at a slight discount 
to NAV, a reasonable entry point given that the fund has traded at a premium for most of the last 10 
years. Furthermore, given investor’s continued demand for yield, we would expect the shares to be well 
supported. Buy.

Market Outlook (cont):
Thus, with stocks near fair value, equity appreciation in 2021 will be dependent on earnings growth. Any 
disappointment would leave buyers at these levels especially exposed.
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Tweet of the Month:
“When this lockdown is over, consumers are likely to spend more on those things the pandemic has deprived us of, 
such as holidays, pubs and eating out. This does not, however, mean that consumer spending will return to normal”

For one thing, not all of us have the wherewithal to go on a spending spree. Yes, households saved a record 
proportion of their incomes last year because the pandemic prevented us going to pubs, restaurants and 
some retailers. But this aggregate number disguises two facts. One is that holders of UK shares have suf-
fered a cut in their wealth since the pandemic. The other is that unemployment will rise this year. Hundreds 
of thousands of people will use the savings built up last year not to spend more but merely to see them-
selves through the tough times to come.

What’s more, it’s possible that the pandemic has permanently changed our spending habits. It’s likely that 
some of us will continue to work from home at least some of the time. This means spending on commut-
ing will be permanently lower than it used to be: in the third quarter of last year, spending on transport 
was down 29% on a year ago. It also means we’ll continue to spend less on snacks from near the office: 
Greggs, one of the great high street successes of recent years, recently announced a big loss and lots of 
redundancies.

We might also have got into the habit of eating and drinking at home rather than in pubs and restaurants. 
Official figures show that in the third-quarter spending in restaurants and hotels was 26% lower than a 
year ago, despite a cut in VAT and the Eat Out to Help Out scheme. Sure, a lot of this fall was because many 
of us were scared of Covid. But it might also reflect a permanent change of habit.

And then there’s the feedback effect. As unemployment rises, people cut their spending and so jeopardise 
other people’s jobs and spending. There are two other problems. One is that our spending is influenced by 
those around us - which means that if other people spend less so will we. Another is that shop closures can 
be infectious. When a few shops have shut, fewer people visit the high street (either because they’ve less 
reason to or just because boarded-up shops are depressing), which means less footfall for the survivors.

We must distinguish between the rate of change of spending and its level. Later this year, spending might 
grow strongly. But it could nevertheless remain below pre-pandemic levels for some time. Latest official 
figures show that, in the third quarter, aggregate consumer spending was 10% down from a year ago. It 
could take three or four years to regain 2019’s level.

And even when it does so, the pattern of spending might well be very different from what it used to be, 
perhaps to the detriment of city-centre retailers, pubs and restaurants. Just because spending will rise this 
year does not therefore mean that consumer stocks are safe bets. They’re not.
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Economics:
The Bank of England believes GDP will recover rapidly towards pre-COVID levels over 2021, as the 
vaccination programme is assumed to lead to an easing of COVID-related restrictions and people’s health 
concerns. For 2022, the Bank predicts growth of 7.25%, up from a previously forecast of 6.25%. The Bank 
noted that the recovery in spending could be stronger if consumers who have built up savings during 
lockdowns splash out more than current projections. Looking back at last year, officials now think the 
collapse in the economy was not quite as bad as it had first thought - calculating that it contracted by a 
still-hefty 10%, rather than 11%. They also think the UK has avoided a so-called “double dip” recession.

The European Union faces a potential 90 billion euro hit to its economy this year unless it catches up with 
the pace of COVID-19 vaccinations in other regions. EU governments are under fire over a slow start to 
vaccinations in the bloc, with critics pointing to progress made in the UK, Israel and the US as evidence of 
a planning failure in Brussels. To reach a goal of 70% immunity in adults by the summer, the EU would need 
a sixfold increase in the rate of vaccinations. At the current pace, herd immunity would not be achieved 
before 2022 and the longer it takes to vaccinate Europe’s population, the longer the economy will be 
hampered by restrictions and lockdowns.

The US economy added a meagre 49,000 jobs in January and the unemployment rate fell to 6.3 percent as 
the size of the labour force shrank, signalling the ongoing fragility of the recovery. January’s report, the first 
monthly release under President Joe Biden, is an improvement from December, which saw a reversal of 
227,000 jobs. However, it does not even capture the millions of people economists estimate have dropped 
out of the labour force and are no longer looking for work. “The headline numbers fail to capture all of the 
distress,” said Mark Hamrick, senior economic analyst at Bankrate. “Just one example: Some 6 million are 
working part-time but want full-time work, while another 7 million are out of the labour force but want to work and 
aren’t counted as officially unemployed. I think we’re still in the dark days of winter with respect to the pandemic 
and the economy.”

Quote of the Month:
“Dividends may not be the only path for an individual investor’s success, but if there’s a better one, I have yet to 
find it” - Josh Peters

Many believe that the key to success in the stock market is buying low and selling high. But how many 
investors have the time, talent, and luck to earn consistent returns this way? The age-old strategy of 
investing for dividends is popular with individual investors because it produces solid returns without 
taking up all their time. When you purchase shares of a high-quality dividend growth stock, you don’t have 
to do anything else. The business will compound your investment over time - increasing in value while 
simultaneously paying ever-growing dividends, delivering a double whammy of returns.
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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, 2021 is likely to be a 
positive year for the stock markets.

February 
Since 1970 the average month return of the FTSE All-Share Index in February has been 1.5%, with the 
month seeing positive returns in 63% of years. In an average February shares tend to rise strongly on the 
first trading day, then trade flat for a couple of weeks, before gaining strongly in the middle of the month 
and finally drifting off slightly to month end.

First Quarter 
The FTSE 100 has risen 20 of the 37 years between 1984 and 2020 posting an average gain of 2.0%.

November - April 
Delaying re-entering the market from St. Ledgers Day to Halloween has yielded statistically significant 
outperformance with the FTSE All-Share rising an average 13.4% from Halloween to May Day since 1965. 
There is a 1-in-2,000 chance of this arising by chance in random data. One explanation for this is that as 
the nights draw in during winter, we become anxious and depressed, which means share prices fall and 
expected returns rise. This then leads to a decent winter rise.

First-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.  Statistically speaking, the Year of the Ox has seen an average return of 12.3% in previous 
years. As the Year of the Ox is related to water and metal, from a feng shui perspective, industries linked to these 
two natural elements, such as shipping and mining, are forecast to do well.
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Technical Analysis: 
Last month, we felt the market was looking overstretched and that a pullback to the 20-day moving average 
lying at 6,570 was on the cards. In the event, the FTSE 100 fell 378 points, or 5.5%. This has unwound an 
overbought market and makes a far more attractive entry point for new investors. Indeed, the RSI lying at 
29 suggests that this market has even been oversold. We would like to see the FTSE 100 fall to the 200-day 
moving average lying at 6,180 before going all in. In the meantime, the market looks set to trade in a tight 
range with support lying at 6,260 and resistance lying at 6,800.

“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:
4th February  MPC Meeting
11th February  New Moon (markets tend to reach a high point around this time)
12th February  Chinese New Year of the Ox
15th February  Washington’s Birthday Holiday - US market closed
17th February  ECB Meeting
19th February  Options Expiry Day
27th February  Full Moon (markets tend to reach a high point around this time)
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