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FTSE 100 5,500

VIX 33

FTSE 100 7,466

Resistance 7,730

Support 7,300

VIX 15.5%

S&P 500 3,327

Gold $1,574

GBP/EUR 1.1764

GBP/USD 1.2877

Introduction:
All through December and into mid-January, investor nervousness around valuations was growing more 
and more palpable. But no one wanted to leave rally money on the table. Some kind of trigger was needed 
to spur profit-taking. As sometimes though not always happens, the event trigger was something no one 
could have foreseen. Incubated in a wild animal market in China’s Hubei province, the coronavirus first 
crossed provincial borders and then national borders. The disease appears to be faster moving than SARS 
and MERS, which have been identified as sharing some common points with the virus. It should be noted 
that once SARS and MERS were contained and vaccines developed, those outbreaks left behind little lasting 
economic damage.
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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 overweight. Though originated from just one 
province in China, coronavirus is now a truly global event that is being felt in equity bourses around the 
world. All the major regions have since declined, with the hit to Asian equities predictably more extreme.

However, few market strategists have changed their year-end targets for equity markets. And most are 
treating the market drop as a temporary event. Indeed, the modest profit-taking year to date has relieved 
some of the valuation concerns that were building up following the huge year-end rally and early-January 
strength. 

While investors may rightly ask how long the bull market in stocks will last, we feel the same positives that 
lifted shares in 2019 are in place in 2020. These include a strong domestic consumer, low interest rates and 
practically full employment with rising wages. Corporate earnings are expected to rebound this year and 
share buybacks continue at a heavy pace. Finally, 10-year bond yields are not providing much competition 
for stocks.

We advise remaining positioned in the stock market, with a willingness to ride out near-term volatility in 
pursuit of long-term gains.
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Recommended Investment:
Real Estate Credit Investments Limited
Real Estate Credit Investments (RECI) is an investment trust listed on the London Stock Exchange which 
invests in real estate debt secured by commercial or residential properties in Western Europe, focusing 
primarily on the United Kingdom but also with significant interests in France and Germany. 
 
The Company’s aim is to deliver a stable quarterly dividend with minimal volatility, across the economic 
cycle, through a levered exposure to real estate credit investments, consisting of secured loans and listed 
bonds.  At the last reporting period, the company held 52 positions valued at £332m, with the portfolio 
evenly split between loans and bonds. The portfolio’s weighted average yield was 8.9% with all non-sterling 
exposure being hedged back to GBP.

RECI was launched in December 2005 and is managed by Ravi Stickney, Head of Cheyne Capital Management’s 
real estate business. Cheyne Capital is a specialist investment manager, established in 2000, which invests 
across a broad range of credit and equity assets. The firm’s Real Estate team consists of 28 employees, 
based in the UK, Germany and France, and currently has $3.1bn of AUM in real estate credit funds.

The Fund Manager believes that the portfolio is sufficiently defensive to avoid any losses as a result of a 
‘hard Brexit’. Risk is also being managed through the portfolio’s short maturity profile (~2 years) and high 
diversification. The fund’s interest rate risk has been substantially reduced to mitigate the risk of rising 
interest rates, with 60% to 70% of the portfolio having floating rate coupons. The average LTV of the loan 
portfolio is just 62.4%.

In our opinion, the fund offers reasonably defensive credit exposure to the UK and European real estate 
markets, with much less correlation to property prices than direct property funds. Over the last five years 
the fund has delivered a total return of 41%, vastly outperforming its peers. In addition, the 7% yield is very 
attractive, particularly given that the dividend is fully covered by earnings.
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Tweet of the Month:
“In the past 20 years the All-Share index has risen by barely 7% while the S&P 500 has doubled. Thanks to this, 
the All-Share index is close to its lowest level relative to the MSCI world index than at any time since 1977. So, why 
bother with UK shares?”

Indeed, efficient market theory says these should be only a small part of our equity portfolios as they 
account for only 5.4% of the MSCI’s world index. Furthermore, some economists believe that investors 
should have short positions in their domestic stock markets and long ones in overseas stock markets. This 
is because if you work in the same country that you invest in, you are putting all your eggs in one basket. 
You are taking the risk that if the economy does badly, you will lose on both your wage income and your 
equity holdings.

A combination of Brexit and ongoing secular stagnation means that the UK might be entering a Japan-like 
period, when economic stagnation hits both wages and the stock market and so makes overseas equity 
holdings attractive. The fact that secular stagnation is a threat to many western economies, however, sug-
gests that we can’t protect ourselves from it merely by holding western equities. This makes an argument 
for investing in emerging markets.

One may argue though that there is a good case for sticking with UK stocks - valuations. The dividend 
yield on the All-Share index is well above its long-term average, while the cyclically-adjusted earnings yield 
on the S&P 500 is below its average. Doesn’t this point to the UK out-performing the US, and hence rest 
of the world?

Partly. It’s true that the dividend yield is a good predictor of future changes in the All-Share index. Since 
1985 the correlation between it and subsequent three-year changes in the index has been a hefty 0.69. This 
points to UK equities rising 30% in the next three years, with only a 5% chance of them falling.

The cyclically-adjusted earnings yield is, however, a weaker predictor of US price changes. The mere fact 
the S&P 500 has risen in the past three years despite high valuations tells us as much. Post-1985 relation-
ships point to the S&P 500 rising by around 16% in the next three years, albeit with a significant chance 
(around 30%) of a fall.

And if this fall materialises, it won’t be great for UK shares. They would probably be dragged down by a 
falling US market - in which case any UK out-performance will come from UK stocks losing us less money. 
Which is hardly a reason to celebrate.

There is, however, another good reason to stick with UK shares. The US market has increasingly become 
dominated by monopoly-type stocks such as Apple, Microsoft, Alphabet and Facebook. Such stocks have 
become very expensive as investors pay up for the virtues of stocks with “economic moats” whilst at the 
same time they are being faced with increased political risk - the threat of a digital tax or even a break-up.

UK stocks, to at least some degree, protect us from these risks. So there is a case for sticking with them. 
This case, though, is not as strong as the UK’s apparent cheapness would suggest.



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

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

Economics:
The UK Services Purchasing Managers’ Index (PMI) rose to 53.9 in January, a full percentage point higher 
than a preliminary reading and up from 50.0 in December. This is a clear signal that the UK economy has 
picked up since the general election, with the diminishing headwind from political uncertainty translating 
into rising business and consumer spending. Of course, Brexit anxieties could still cloud the outlook before 
the end of the year, when Britain’s new trading relationship with the European Union is due to start.

The eurozone economy grew just 0.1% in the final quarter of last year. And two of the eurozone’s largest 
economies shrank in the period: France by 0.1% and Italy by 0.3%. The stagnant economic numbers could 
be the result of a long list of factors, ranging from the United Kingdom leaving the EU to the US’s prolonged 
trade war with China. Economists, however, are hopeful that phase one of the trade agreement between 
the US and China will help facilitate an economic rebound for the eurozone in 2020.

US hiring strengthened in January as more Americans entered the labour market, helping rev up the 
economy at the start of the year. Employers added 225,000 jobs last month and the unemployment rate 
ticked up to 3.6% from 3.5% in December, an increase that reflected more people looking for work. A 
strong labour market should help propel the broader economy as more Americans have jobs and money 
to spend. Consumers helped drive the economy in 2019, which closed the year growing at a modest pace.

Quote of the Month:
“I find that the harder I work, the more luck I seem to have” - Thomas Jefferson

Work more and you will have more opportunities to do it better and achieve greater results. Does luck 
exist? Sometimes it does. Being in the right place at the right time, for example. But in the majority of 
situations, if you work hard and you work a lot and you are professional, you will achieve your dreams.  The 
trick is to find something you enjoy doing so that it’s no longer “work,” but fun! Or inspiring, or exciting, 
or it just allows you to make a difference in this world.



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

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.

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 24 of the 36 years between 1984 and 2019, posting an average gain of 2%.

Outperformance of FTSE 250 vs. the FTSE 100
The FTSE 250 tends to outperform the FTSE 100 in the first 3 months of the year as well as in August and 
December. In the more troublesome months of September (the year’s worst performing historical year) 
and October (the year’s most volatile month), the reverse applies.

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.

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: 
With the ADX lying at 18, the stock market is displaying no discernible trend. As such, we do not see the 
market moving strongly in either direction from here. Neither overbought nor oversold, the market looks 
set to continue to be rangebound, trading between the upper and lower bollinger bands lying at 7,730 and 
7,300 respectively,

“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, is a member firm of the London Stock Exchange 
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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:
9th February  Full Moon (markets tend to reach a low point around this time)
14th February  Options Expiry Day
17th February  Washington’s Birthday Holiday - Wall Street Closed
19th February  ECB Meeting
23rd February  New Moon (markets tend to reach a high point around this time)
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