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FTSE 100 5,500

VIX 33

FTSE 100 7,129

Resistance 7,200

Support 6,815

VIX 17%

S&P 500 4,232

Gold $1,836

GBP/EUR 1.1585

GBP/USD 1.4089

Introduction:
With April winding down, you can count on someone, somewhere saying, “sell in May and go away”. That 
pronouncement is mainly popular because it rhymes, but there is truth behind it. Since 1966 the All-Share 
index has delivered a total return after inflation of 7.9% on average from Halloween to May Day, but has 
lost an average of 0.6% from May Day to Halloween - even including dividends. This is because 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. Likewise, in the 
autumn the darker nights make us gloomier, with the result that prices fall to low levels from which they 
recover.
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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 moves to underweight. April turned out to be a good month 
for the stock market, with the FTSE 100 rising 3.8%; but we have now entered the stock market’s worst-
performing half of the year. 

The time of year, however, is not the only reason to be wary of equities. The rise in Aim stocks suggests 
risk-on sentiment is excessive; global share prices are high relative to the money stock; volatility is low; and 
the dividend yield on the All-Share index is below its long-term average. All these are bearish signs. Even if 
you attach zero weight to the evidence of seasonality - which you shouldn’t - there are other reasons for 
caution.

Even as daily COVID-19 cases continue to fall in the West, the world has been mesmerized by the unfolding 
tragedy in India. The pandemic plainly is not conquered and does not seem likely to recede from the global 
stage anytime soon. In response, the UK Government has restricted air travel to India, reminding us once 
again of our global interdependence.

Indeed, stocks are looking very expensive. The FTSE 100 is almost 800 points or 12% above the 200-day 
moving average, a level we view as unsustainable and research house Argus estimates the S&P 500 is at 
least 20% above fair value. Yet markets continue to push higher, and investors appear to have baked in the 
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Recommended Investment:
Henderson Far East Income Ltd
Henderson Far East Income Ltd (“HFEL”) is an investment trust listed on the London Stock Exchange  
that aims to provide shareholders with a growing dividend as well as capital appreciation from a diversified 
portfolio of investments from the Asia Pacific region including China (26%), South Korea (16%), Australia 
(13%), Hong Kong (12%) and Taiwan (11%).

It is a well-rehearsed argument that the Asia-Pacific region offers superior growth prospects to the West, 
underpinned by such factors as a young and increasingly educated workforce, lower labour costs and an 
expanding middle class. However, the COVID-19 crisis has also shone a light on the superior preparedness 
for a pandemic in many countries that experienced SARS in the early 2000s, and the muted impact on 
earnings growth, dividends and economic activity in Asia is testament to the region’s resilience and continued 
attraction for investors.

The trust uses a disciplined approach to build a portfolio of 40–60 stocks, seeking seek cash-generative 
companies with good growth prospects, trading at valuations that suggest the market is underestimating 
the value of their future cash flows, and blend holdings that have an attractive starting yield with those 
offering superior dividend growth prospects, aiming to provide an attractive total return. The trust uses 
option-writing to enhance income - writing puts to buy shares at lower than the market price and selling 
calls on shares that are nearing their price targets.  

Income stocks in Asia are currently trading on forward P/E multiples roughly half that of the broad index 
average, the widest discount in almost 20 years. The trust currently yields 7%, a level that suggests the 
stocks are either cheap or you think the dividends will not get paid. Given the revenue growth and the 
fully-covered dividend, it suggests the portfolio is too cheap.

The fund has a good performance record, with its NAV up 56% on a total return basis over the last five 
years. The TER of 1.08% is reasonable given its emerging market focus. The trust’s attractive dividend yield 
of 7% is paid quarterly and of note the dividend has risen every year since the trust’s inception in 2006. 
Buy.

Market Outlook (cont):
rosiest of reopening scenarios. Should the economy stumble, or if enough homebound consumers fail to 
emerge and get back to work, the stock market would look very lofty indeed.
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Tweet of the Month:
“‘Sell in May’ still works. Equity returns are seasonal, like it or not”

This continues a pattern. Since 1966 the All-Share index has delivered a total return after inflation of 7.9% 
on average from Halloween to May Day, but has lost an average of 0.6% from May Day to Halloween - even 
including dividends.

Nor is this pattern confined to the UK. Ben Jacobsen and Cherry Zhang at Massey University studied the 
entire history of stock markets in 114 countries and found that 87 of these had better returns from Hal-
loween to May Day than from May Day to Halloween, with the difference being especially big in Western 
Europe.

Despite the evidence for seasonal evidence is huge and should by now be well known, there’s little sign 
that investors have wised up to the seasonal anomaly and so eradicated it. The All-Share index has fallen in 
the last three May Day-Halloween periods. And the fact that the market did so well this April – historically 
the best month for shares – also suggests seasonality is still with us.

And there’s a good reason why investors haven’t wised up. Recall the best reason we have for why there 
are Halloween and May Day effects. It’s that investors suffer from a form of winter blues. As the nights draw 
in we get anxious and depressed and so (at the margin) avoid equities which means that by Halloween they 
are cheap. By the same token, lighter evenings in the spring cheer us up, which causes us to push share 
prices up too far. In this way, stock market seasonality is a manifestation of ancient instincts: Halloween 
(and before that Samhain) marks a time of fear while May Day (or Beltane) is a time of hope and celebra-
tion. For investors to bid away these effects would require them to buy when they are nervous and sell 
when they are optimistic. That’s tough.

We’ve reason to suspect therefore that seasonal investing still works. Not every time of course - in finance 
nothing is 100% successful - but often enough to make money over the long term.
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Economics:
The UK economy will enjoy its fastest growth (of 7.25%) in more than 70 years in 2021 as COVID-19 
restrictions are lifted, according to the Bank of England. However, it follows a contraction of 9.9% in 2020, 
the biggest in 300 years. Andrew Bailey, the governor of the Bank of England, said the recovery was “strong” 
but likened it to “more of a bounce back” than a boom. He added that the surge in growth, while “good news”, 
would only return the UK economy back to its 2019 size. “We’re going to see a continued strong recovery 
this year, but let’s put that into perspective. That’s two years passed with no growth in the economy.” The peak in 
unemployment has been sharply downgraded, from close to 8% to 5.5%, thanks to the furlough scheme 
extension, a stronger recovery, and an assumption that the long-term damage from the pandemic will be 
smaller than previously expected.

The outlook has improved significantly in the eurozone, despite it logging a double-dip recession in the 
first quarter. Eurozone output is still 5.5% below its pre-pandemic peak but economists believe there is 
scope for rapid growth in the second half of the year. Bert Colijn, economist at ING bank, said “the picture 
of a lacklustre eurozone economy is set to change quickly” as the spread of coronavirus subsides, and Europe’s 
vaccination programme accelerates. Economists at Citi said there was a chance the eurozone would regain 
its pre-pandemic level of output before the end of the year, while Holger Schmieding, chief economist of 
Berenberg bank, forecast a “surge” in demand from May that would take output above this level well before 
the end of 2021.

The US economy gained a disappointing 266,000 jobs last month, despite widespread forecasts that the 
number would top 1 million. The highly anticipated report was expected to show strong payroll growth after 
widespread vaccinations have spurred Americans to dine out, take holidays and venture out to stores after 
months of restrictive measures. Despite this, job openings are actually strong with companies saying they’re 
having trouble recruiting workers because of ongoing fears of catching the virus, child care responsibilities 
and generous unemployment benefits which can total $600 a week. President Joe Biden said it’s “clear the 
economy still has a long way to go” and that fiscal stimulus is still needed. He has proposed $4 trillion worth 
of long-term infrastructure and social spending in addition to the $1.9 trillion rescue package signed in 
March.

Quote of the Month:
“The sillier the market behaviour the greater the opportunity for a business-like investor” - Benjamin Graham

The greatest investment advisor of the twentieth century, Graham never encouraged speculation. Naturally, 
The Intelligent Investor, considered by many as the stock market bible, is not addressed to speculators. 
Instead, it emphasises the virtues of a simple portfolio strategy, involving the purchase of high-grade bonds 
and a diversified list of blue-chip stocks. However, it is worth keeping an eye on the wider market, which 
does overreact at both extremes - at the depths of a bear market and the heights of a bull market. This 
brings great opportunities for those investors who are aware of stock market history.
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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.

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 23 of the 37 years between 1984 and 2020 posting an average gain of 1.4%.

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 0.6% between May Day and Halloween (it is known as the Halloween effect in the US) 
compared with 7.9% 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.

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.

World Trade Center, Suite 5.28, Gibraltar. Telephone: +350 200 75181. Website: www.gam.gi 



Gibr altar Asse t Management
S T O C K B R O K E R S  &  I N V E S T M E N T  M A N A G E R S

Market Commentary

Technical Analysis: 
One of the stock market’s paradoxes is that what seems too high goes higher. But there’s a limit. Noth-
ing goes up forever. So how do you objectively measure how high is too high? One way is to calculate the 
distance from the 200-day moving average. Following a breakout above a double-top, the market is lying a 
whopping 791 points or 12% above the 200-day moving average, a level we view as unsustainable.  We target 
a pullback to the 20-day moving average, currently lying at 6,960 in the short-term followed by the 50-day 
moving average lying at 6,815 in the medium-term.

“The illusion of randomness gradually disappears as the skill in chart reading 
improves” – John Murphy

Research Disclaimer
Gibraltar Asset Management is a trading name of Gibraltar Asset Management Limited, which is authorised and regulated by the Financial Services 
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content, including if e-mailed, loss or damage caused by virus. It is the responsibility of the recipient to ensure that the opening or use of this document 
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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 May May Day - Bank Holiday
6th May MPC Meeting
11th May New Moon (markets tend to reach a high point around this time)
12th May ECB Meeting
21st May Options Expiry Day
26th May Full Moon (markets tend to reach a high point around this time)
31st May Spring Bank Holiday 
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