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Introduction:
America’s financial titans are coming to a consensus: We are on the early edge of the biggest economic 
boom since World War II, with the promise of years of growth after the containment of the pandemic. They 
might be wrong, but all point to the same data - this expansion will be kickstarted by trillions in spending 
from Presidents Trump and Biden, the Fed’s easy money, and piles of cash that consumers and companies 
accumulated during the COVID shutdown. This is likely to be a global phenomenon, because the Biden 
administration’s spending will have ripple effects around the world. Governments’ actions in response to 
the pandemic has raised global GDP growth by a full six percentage points, estimates the IMF, adding that 
“the global growth contraction last year could have been three times worse than it was”. Still, total output shrank 
so much - by a stunning 3.3% in total - that there’s now an unprecedented amount of slack in the global 
economy. In other words: The world has more potential upside than ever.
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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. When the investing environment is 
potentially undergoing a major trend change, investors find themselves deciding if good news is good or bad, 
and if bad news is bad or good. The current major trend change encompassing the investing environment 
is the rise in interest rates; and the good news/bad news event is the various improving economic data. 
Investors are trying to discern if the data means more upward pressure on the economy, inflation, and 
interest rates (bad news); a shift in central bank policy from ultra-accommodative to restrictive (really bad 
news); or a sign of healthy growth in long-dormant areas (benign news).

Bulls, it is said, like to climb a wall of worry. In that case, there are numerous low- to mid-level risks providing 
this bull with sturdy footholds. The global supply chain, already strained by semiconductor shortages, had 
to deal with a true bottleneck: a ship wedged in the Suez Canal for six days. Throw in concerns about rising 
interest rates and a market that remains overvalued, and you have a recipe for a worried bull nonetheless 
scampering higher.

However, the stock market is beginning to show some signs of wear and tear. The percentage of stocks 
trading above their 20-day moving averages has slipped to 59%; this reading was 71% one month ago. 
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Recommended Investment:
ISAs
Picking the right investments is paramount but if you don’t hold them tax efficiently they won’t deliver as 
much. One of the most efficient tax wrappers is pensions, however these do not allow you to access your 
money until at least age 55.

A far more flexible tax wrapper, available to UK residents, is the individual savings account (ISA), as you can 
access investments held within this at whatever age you like. Investments held within an ISA do not incur 
capital gains tax (CGT) when sold, and no further tax is payable on any income or interest they yield. This 
means investments within an ISA can grow more than if held outside. At present the yearly amount you can 
put into an ISA is far less than what you can put into pensions. And you do not get tax relief on investments 
you put into an ISA - unlike with a pension.

But there is no tax to pay as you take out your money which makes ISAs great for drawing an income in 
retirement, and there is no restriction on when or how much money can be withdrawn. It is not a pension 
product but can be a useful complement to a pension for retirement income, particularly when it is 
desirable to draw down capital at a faster rate than may be prudent in a pension. It is also a great place to 
build up a sum to pay for a house deposit, wedding costs, education fees or all sorts of other savings goals.

A broad range of investments can be held in a Stocks and Shares ISA. Qualifying investments include:
1) Cash
2) UCITS authorised funds such as unit trusts, ETFs and investment trusts

Market Outlook (cont):
And one-third of stocks have slid under their intermediate-term support: 65% of stocks trade above their 
50-day trendline, compared with 79% a month ago. Long-term support remains intact though, with 85% 
of stocks trading above their 200-day simple moving average trendlines; that’s down just a bit from 89% a 
month ago.

As we move further into April, historically one of the stronger stock market months, Q1 earnings reports 
will be released. Those are expected to deliver a double-digit growth rebound from Q1 2020 earnings, 
which were faltering under the shadow of the coronavirus spreading from Asia to Europe. Unfortunately, 
strong earnings growth is not a guarantee of a strong stock market. The last time we had double-digit EPS 
growth for a full year was in 2018, when passage of the US’s Tax Cut & Jobs Act led to 20% growth in all 
four quarters. Yet the S&P 500 fell 6% that year. By contrast, the index rose in double digits in 2017 and 
2019, while earnings only inched higher.

Indeed, the biggest hurdle for the market may simply be that everyone is wild about stocks. Sector rotation 
has been positive in that it took some steam out of overheated technology and consumer discretionary 
shares. However, it has not interrupted the runaway pace of the market. The S&P 500 required 12,099 
trading days to go from zero to 1,000, in 1998. It then took 4,168 days to get to 2,000 in 2014. Getting to 
3,000 in 2019 took just 1,227 trading days; and getting to 4,000 in April 2021 took just 434 trading days.

In summary, many stock markets are sitting at all-time highs, despite mounting economic and valuation 
concerns. We believe those concerns are valid and feel it prudent to await a pullback before investing new 
money.
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Recommended Investment (cont):
3) Shares listed on one of the many recognised stock exchanges, including AIM
4) Fixed interest securities such as treasuries, corporate bonds, debentures and Eurobonds
5) Depository interests such as CDIs or ADRs, provided there is an underlying listing on a recognised 
stock exchange

Subscription Limits
The ISA Allowance for the 2021/2022 tax year (6th April to 5th April) is £20,000. 

Bed & ISA
Investors keen to shelter capital gains from tax can do so by selling investments and reinvesting the gains 
in tax wrappers in advance of the tax year end. The old so-called ‘Bed & Breakfast’ loophole, whereby 
individuals could sell investments at the end of one tax year and immediately re-buy them at the start of 
the next in order to reduce CGT or avoid paying it altogether, was closed in 1998. Now you can no longer 
reduce CGT by selling and buying the same holding within 30 days. However, a ‘Bed & Isa’ strategy allows 
investors to sell investments in their usual equity account and then immediately re-buy them in their 
ISA (note that caution is needed as you need to ensure you avoid paying CGT). Because the transaction 
is carried out within a tax wrapper, the ‘Bed & Breakfast’ 30-day rule does not apply, and it also means 
investors can fund their ISAs without the need to find new cash. GAM can do this via an ‘agency cross’ 
whereby we sell and buy back simultaneously at a very small cost with a market maker (they charge £30, 
which is built into the spread) on the stock exchange.

Recommendations
UK investors have an annual CGT allowance of £12,300 for this tax year. Higher-rate taxpayers are charged 
20% on any gains above this. For income, the taxes are even more punitive. The level of dividends individuals 
can receive tax-free is just £2,000. Above that level, higher rate taxpayer’s dividends are taxed at 32.5%. 
Therefore, it is important for investors to take advantage of their ISA allowance and particularly buy 
income-producing investments, even if their portfolio isn’t yielding £2,000 right now. Some of our favourite 
income-producing investments include:

Equities
Ecclesiastical 8.625% Prefs  Non-Cum Preference Shares yielding 5.4%
General Accident 8 7/8% Prefs Cumulative preference shares yielding 5.5%

Alternatives
Impact Healthcare   Exposure to care homes. 5.9% yield
Regional REIT    Exposure to UK office property. 8% yield

Fixed Interest
City Merchants High Yield   Conventional fixed-income investment trust yielding 5.7%
Twentyfour Income Fund   Asset Backed Securities. 5.6% yield

How to Apply
Contact GAM on +350 200 75181 to receive your ISA application form.
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Tweet of the Month:
“The real economy is reasonably resilient to changes in interest rates - but financial markets are much less so”

The last time the Bank of England raised the Bank rate above 5% was in 2007. And the Fed funds rate last 
rose above 3% in 2005. This means that no finance professional under 35 has seen a serious rate rise during 
their working lifetime. Which is one reason why the mere possibility of one is worrying. An entire genera-
tion of traders has no practical experience of seriously rising rates. For them, such a prospect is troubling 
precisely because it is unfamiliar. And, in fact, they’ve good reason to be worried.

Here, we must distinguish between the real economy and financial markets. The Federal Reserve estimates 
that a 1% rise in the fed funds rate would cut GDP by around 0.5% after two years, relative to what it 
would otherwise be. In macroeconomic terms, then, rate rises are no big deal.

For financial markets, however, things are different. One reason for this lies in the basic maths of bond 
markets. Especially at low yields, even a moderate rise causes big capital losses. A percentage point rise in 
gilt yields – which would only take them back to early 2016 levels – would see holders of 10-year gilts lose 
almost 10% and holders of 20-year ones lose over 17%.

There are also dangers for equities, even beyond the fact that higher rates would cause lower growth and 
earnings downgrades. One problem is that, all else being equal, higher bond yields would mean that future 
cash flows are discounted more heavily, thus hitting the prices of growth stocks.

There’s another danger. It’s possible that share prices around the world have been pushed up by a ‘reach 
for yield’: a lack of return on cash has forced investors into equities not because of confidence in growth or 
valuations, but simply in the desperate hope of any type of return. If rates rise, we could see this process 
go into reverse.

But there’s another problem. For investors, risk doesn’t just emerge from the economy, companies and 
central bankers. It also arises from other investors. Even if an investor is relaxed about the possibility of 
the impact of higher rates, he cannot be at all confident that others will be. Which poses the danger that 
bonds or equities will sell off because of fears about others’ fears - a threat that could materialise long 
before rates actually rise. Asset prices are driven by beliefs about beliefs. For this reason, as the Nobel lau-
reate Robert Shiller showed, equity prices are much more volatile than the underlying reality of dividends.

Which is the point. The real economy is reasonably resilient to changes in interest rates - but financial 
markets are much less so.
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Economics:
The International Monetary Fund (“IMF”) has raised its forecast for British economic growth, which is set 
to outpace the eurozone this year after its slump in 2020 but is unlikely to regain its pre-pandemic size 
until some time in 2022. The IMF said Britain’s economy would grow by 5.3% in 2021, up from the previous 
forecast of 4.5% it made in January. It has moved quickly with its vaccination programme. Almost half the 
total population of the United Kingdom has had a first jab compared with less than 15% in Germany and 
France. For 2022, the IMF raised its forecast to British economic growth slightly to 5.1% which would be 
the strongest expansion among Europe’s big economies next year, according to the Fund.

Economists are cutting growth forecasts for the eurozone economy as a third wave of Covid-19 infections 
and vaccination delays spur tighter restrictions in several countries including France, Italy and Germany. 
Morgan Stanley economists last week warned that if restrictions continued for several more months, it 
would cause “another lost summer” and knock 2-3% off Spanish and Italian GDP. Although many economists 
are downbeat about the short-term outlook for the eurozone, most are convinced it will rebound strongly 
once enough people are vaccinated to lift most restrictions later this year. Erik Nielsen, chief economist 
at UniCredit, said the eurozone would be boosted by a positive spillover from a $1.9tn stimulus package 
in the US. “The impulse from the US will be positive - and more so than the negative of the lockdown,” he said.

There are signs the US recovery is gaining speed. American employers added 916,000 jobs in March, the 
biggest gain since August. The US manufacturing sector is also roaring ahead, with the ISM Manufacturing 
Index recently posting its best reading since 1983. The IMF expects that the coronavirus vaccine rollout and 
massive government stimulus will combine this year to produce the fastest annual growth rate (of 6.4%) in 
the United States since 1984 under President Ronald Reagan.

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

Josh Peters is director of Equity Income Strategy for Morningstar, and is the writer of Morningstar 
DividendInvestor, the newsletter that is built around the portfolio that he manages, and the author of The 
Ultimate Dividend Playbook. His strategy is to emphasise the production of income, rather than trying to 
beat a benchmark index. Josh believes that the problem with index funds, or any type of primarily growth-
oriented investment, is that when it comes time to take income you are put in the position of needing 
to sell off shares. This works as a form of reverse ‘Pound-Cost-Averaging’, since you are now selling into 
a changing market, rather than buying into it. That is, you will often be selling stocks at declining prices, 
and locking in your losses permanently. With income-oriented investments, you’re living off the dividend 
income alone, and never selling the underlying assets. This will also help you to better match your income 
and expenses, since dividend income is much more reliable than capital appreciation.
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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.

April 
Since 1970, the FTSE All-Share Index has fallen in April in only nine years. This is quite remarkable, and not 
surprisingly makes April the strongest month of the year for equities. The average return for the index in 
the month since 1970 is 2.6%, again this is the best performance of any month of the year by quite a margin. 
In an average month, the market historically gets off to a good start - the first trading day of April is the 
second strongest first trading day of all months in the year. The market then tends to be fairly flat in the 
middle two weeks before rising strongly in the final week.

Second Quarter 
The FTSE 100 has risen 23 of the 37 years between 1984 and 2020 posting an average gain of 1.4%.

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 Ox 
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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Seasonality (cont): “History doesn’t repeat itself, but it does rhyme” - Mark Twain

Ramadan
Observed by more than 1.5bn Muslims around the world, Ramadan involves abstinence from eating and 
drinking, as well as a strict control of desires.

What has this got to do with investing you might think? Research published by Ahmad Etebari of the 
University of New Hampshire, Jedrzej Bialkowski of New Zealand’s University of Canterbury and Tomasz 
Wisniewski of the University of Leicester examined stock returns between 1989 and 2007 from 14 Muslim 
majority countries and found that monthly annualised stock dollar-denominated returns during Ramadan 
averaged 38.1%, compared to a monthly average of 4.2% during the other 11 months of the Islamic 
calendar. Surprisingly, stock market returns also exhibited less volatility compared to the rest of the year.

The benefits of Ramadan-type fasting are well known. It can promote both the physical and mental wellbeing 
of individuals. It detoxifies the body, makes people less tense and anxious and may also induce mild states 
of euphoria. Thus, Ramadan is an event capable of influencing the moods and decisions of its adherents.

The report concludes that the Ramadan effect can best be explained by a change in investor psychology. 
Ramadan is a religious month that affects almost every aspect of Muslim’s lives. Besides fasting and prayers, 
Ramadan promotes heightened social awareness and a closer relationship with ‘Allah’ and with fellow 
Muslims around the world. As a fundamental shared experience, Ramadan brings about a sense of solidarity 
among Muslims, enhances their satisfaction with life and encourages optimistic beliefs. This optimism affects 
investor sentiment and decisions, leading to the increases in stock markets.

The implications of this study were obvious. Investors seeking fast profits in the Muslim world should try 
to profit from the Ramadan fast, buying shares prior to the start of Ramadan and selling them at the end of 
the holy month. Buying an ETF such as the Invesco MSCI Saudi Arabia ETF (MSAU.L) on the 13th of April 
and selling on the 13th of May would be the best way to capture this move.
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Technical Analysis: 
Following a breakout through the upper Bollinger band, the FTSE 100 has risen to a post-pandemic high of 
6,915. This market is now looking decidedly overbought, lying at a double top reached at the beginning of 
the year and a whopping 600 points above the 200-day moving average. The ADX is still extremely low at 
14, suggesting the market is not in any discernible trend. We see a pullback to the 20-day moving average, 
currently lying at 6,780.  The lower Bollinger band lying at 6,630 provides the natural support level. 

“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:
12th April New Moon (markets tend to reach a high point around this time)
13th April First day of Ramadan
22nd April ECB Meeting
23rd April Options Expiry Day
27th April FOMC Meeting
  Full Moon (markets tend to reach a high point around this time)
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