
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 - June 2020

FTSE 100 5,500

VIX 33
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VIX 24.5%

S&P 500 3,193

Gold $1,691

GBP/EUR 1.1224

GBP/USD 1.2695

Introduction:
Stocks have staged a remarkable rebound over the past several weeks, despite dismal unemployment 
readings and declining profit expectations. Investor optimism appears to come in several forms: that job 
losses will be temporary and return quickly once lockdown restrictions are eased; that a relatively quick 
breakthrough on the health care front will occur to combat the virus through treatments or vaccines; and 
that monetary and fiscal stimulus will keep consumers and businesses afloat until the economy recovers. 
Another few things could be fuelling recent market psychology - a “worst-is-over” mentality that is bringing 
in substantial money from the sidelines; a “no-place-to-go-but-stocks” approach given record-low 10-year 
yields; and a “fear-of-missing-out” thinking that has investors worried about lagging performance.
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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. The key stock market debate 
continues. Is this the dawn of a new bull market or a bear market rally? We have been hearing that the 
March bottom was the bear-market low and that we are now at the beginning of a new bull market. 

We believe, however, that stock prices have raced ahead of economic reality. Recent economic data has 
been as bad as expected. In five consecutive readings, weekly initial unemployment claims in the US totalled 
more than 26 million, representing more than all the jobs created since the Great Recession. In multiple 
punches, investors have been hit with terrible data on industrial production, durable goods orders, housing 
and vehicle sales. First a trickle and then a flood of companies withdrew financial guidance for 2020, citing 
an unprecedented lack of visibility. Hundreds of companies halted share buyback programmes, and dozens 
slashed or cancelled dividends. 

Yet, stock markets have been strong. Those who believe the market bounce-back is justified have been 
pointing to three main drivers: fiscal stimulus, monetary stimulus, and medical breakthroughs. Central 
banks are taking a “whatever it takes” attitude, deploying open-ended quantitative easing programmes 
across multiple asset classes whilst reducing interest rates to practically zero. Medical breakthroughs 
include positive phase II trial results for the antiviral drug Remdesivir and promising vaccine candidates 
from various companies. The phased reopening of the economy has also cheered investors.
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Recommended Investment:
Polar Capital Technology Trust
The spread of COVID-19 has had a devastating effect on certain industries such as travel, but one sector 
that has experienced increased demand is technology. Businesses are having to introduce technological 
solutions as vast numbers of employees work from home and lockdowns are resulting in more demand for 
home entertainment. This adjustment (in how we work, play, connect and communicate) is likely to endure 
long after the pandemic recedes.

A good way to tap into the tech sector is Polar Capital Technology Trust (PCT). Launched in 1996, PCT 
is an investment trust listed on the London Stock Exchange that aims to maximise long-term capital 
growth by investing in a diversified portfolio of global technology companies.  Its investment team is led by 
experienced technology investor Ben Rogoff, who has run the trust since 2006.

The trust provides investors with diversified exposure to over 100 holdings that include tech giants 
Microsoft, Apple & Facebook. Other notable investments include Advanced Micro Devices and Intel which 
should benefit from increased cloud server demand and home PC refresh cycles. ‘Stay-at-home’ beneficiaries 
include Netflix, Spotify, Amazon, and Alibaba. The majority of the fund is invested in large-cap stocks (72%) 
with the remainder invested in mid-caps ($1bn to $10bn). By far the biggest geographical allocation is 
North America (+70%), followed by Asia Pacific (+10%), Japan (5%) and Europe (5%). Although its holdings 
are predominantly listed in North America, they are global companies that source their revenues from a 
wide geographical area.

The eight core investment themes in the portfolio are: eCommerce/Digital Payments, Digital Marketing/
Advertising, Cyber/Physical Security, Cloud Infrastructure/Artificial Intelligence, Software, Digital Content/
Games Software, Robotics/Automation & Rising Semiconductor Complexity.

Over the last ten years the fund has delivered a NAV total return of 577%, considerably outperforming the 
433% return of the benchmark. The TER is a reasonable 0.95%.

If you want exposure to assets that could do well in the current environment and beyond and can tolerate 
volatility, a small allocation to Polar Capital Technology Trust could add some very strong growth to your 
portfolio over the long term. Buy.

Market Outlook (cont):
June will be another vital month on the road back to normality. There is now widespread recognition that 
the recovery will take at least 18 months. Armed with the knowledge that we are not quickly going back 
to “the way we were,” businesses can begin pragmatic planning for recovery. And consumers can budget 
for leaner times ahead. As for the stock market, it should be noted that important market drivers, such as 
share buybacks and dividend growth, will be largely absent in 2020. As such, the FTSE could remain in its 
static trading range across the typically lackluster summer months while awaiting fresh data on economic 
recovery.



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 

Tweet of the Month:
“UK equities have risen since the autumn - if you look only at defensive stocks”

Low-beta sectors such as tobacco, food retailing and utilities are all higher than they were in the autumn. 
This is not what conventional theory predicts. They should have still fallen, just less so than the wider mar-
ket.  But in fact in the last 12 months they has risen almost 10% while the FTSE 350 has fallen almost 15%. 
Low-risk stocks have therefore delivered a positive alpha.

In retrospect, it seems that low-risk stocks were unduly cheap a year ago as a result of their underperform-
ance in 2018-19. But this is only part of the story. Defensive stocks have done well for years. Back in 1972 
Fischer Black, Myron Scholes and Michael Jensen showed that in the US low-beta stocks had done better 
than they should have since 1931. More recently, separate research by Nardin Baker and Robert Haugen 
has found that low-risk stocks outperform around the world. And economists at AQR Capital Management 
have shown that it is the buying of low-risk stocks that has been the key to Warren Buffett’s great success.

The good performance of low-risk assets is therefore a robust fact - one that is resilient to different peri-
ods and different countries. It is perhaps the strongest deviation there is from efficient market theory: only 
the momentum effect comes close in terms of weight of evidence.

So, why do defensives do so well? One theory attributes it to borrowing constraints. In theory, bullish 
investors should borrow to buy shares. In practice though, many cannot borrow - either because banks 
won’t lend to them or because their mandates forbid it. They therefore express their bullishness by buying 
high-beta stocks - ones they think will be a geared play on a rising market. This causes high-beta shares to 
be overpriced and low-beta ones to be underpriced.

Josef Zechner at Vienna University has proposed another theory. He shows that investors are happy to pay 
high prices for shares with high betas - that is, ones that do especially well when the market does excep-
tionally well. Because defensives do badly in such circumstances, investors ignore them, which causes them 
to be underpriced and so deliver above-average returns. Exactly why they have this preference is unclear. 
It could be for the same reason that they pay too much for small speculative stocks; they like the small 
chance of large, quick gains and need compensation for stocks that offer slower, steadier profits instead. 

This explanation, though, runs into a problem: why haven’t smarter investors by now wised up to this error 
and piled into defensives? It could be because, for fund managers, ‘low-risk’ investments carry the danger 
of underperforming in bull markets. Because fund managers are judged on relative performance, holding 
defensives exposes them to the risk of losing bonuses and even their jobs.

If this explanation is right, it is doubly good news for private investors. If ‘low-risk’ shares do well because 
they are in fact risky for many investors, then we have a strong reason to suspect they’ll continue to do 
well. And it means that if we hold defensives, we’ll be compensated for taking on a risk that shouldn’t trou-
ble us. We’ll get something for nothing. 

Of course, this doesn’t mean they’ll outperform month in, month out. Even the best strategies underper-
form sometimes - and defensives might well do so if the market rises further. What it does mean, though, 
is that if you must bet against the efficient markets hypothesis by being an active stockpicker then investing 
in defensive stocks is the best-evidenced means of doing so.
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Economics:
With talks between the EU and UK deadlocked, Britain is once again confronted by the prospect of 
a no-deal Brexit come the end of the year. Yet with the UK economy already ravaged by coronavirus, 
economists and policymakers believe the effects of the UK failing to secure a trade deal with Brussels could 
be masked by the impact of the pandemic. The reduction in trading flows between the EU and UK owing 
to coronavirus will take the pressure off the channel ports of Dover and Calais in the event of a no deal. 
Michael Gove has gone the furthest in public in making the case that the “reshoring” of domestic business 
operations might be needed to build resilience against future pandemics. This is just the sort of adjustment 
required to deal with higher barriers to trade with the EU.

A deal on a €750 billion package to help the European Union’s economies recover from the virus-induced 
recession could be struck as soon as July. The programme will be funded by joint debt issuance in a 
significant step toward closer financial integration. However, governments from budgetary hardliners (such 
as Austria, Denmark, Holland and Sweden) are keen to ensure their taxpayers aren’t on the hook for future 
repayments and are expected to put up a fight on various aspects of the package including its total size as 
well as the ratio of loans to grants.

The US economy’s steep slide appears to be levelling off amid signs that layoffs are easing. The unemployment 
rate in May improved to 13.3%, falling from 14.7% in April. Travel is modestly picking up and Americans are 
beginning to eat out again. However, a recovery from the coronavirus pandemic is still a long way off, with 
economic activity at deeply depressed levels. “This COVID recession will go down as the shortest and arguably 
the most severe in history,” said Mark Zandi, chief economist at Moody’s Analytics. Yet, even when economists 
declared the Great Recession officially over in June 2009, the unemployment rate did not return to pre-
recession levels until 2017, a reminder that the economic pain can linger for years. Similarly, experts predict 
that this recovery will take years. Indeed, until there’s a widely available vaccine against coronavirus, the 
economy is likely to continue to struggle. And public health officials continue to warn of a second wave of 
infections in the autumn, which could bring on another round of shutdowns.

Quote of the Month:
“If you’re ever having a bad day, just remember that in 1976 Ronald Wayne sold his 10% stake in Apple for $800. 
It’s now worth $144bn” - Anonymous 

Wayne’s reasons for relinquishing his stake in the young enterprise were entirely understandable. As a 
partner, he was legally responsible for any debts racked up by the business and being 41 years of age at the 
time, he had considerably more assets than the 21-year old Jobs and 25-year old Wozniak. Although Apple 
ended up becoming the most valuable company in the world, he said that with the stress of staying with 
Apple he “probably would have wound up the richest man in the cemetery.” He summarised, “What can I say? 
You make a decision based on your understanding of the circumstances, and you live with it”. As limited liability 
shareholders, stock market investors can invest in the knowledge that their personal assets are segregated 
from the company and they will not be forced to put in any more capital.
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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.

June 
June is the 2nd worst performing month, rising just 45% of all the years in June, with an average return of 
-1%. There are only three months since 1970 where the market has an average return of below zero, the 
other two being May and September. In an average June the market starts strong, hitting its month high on 
the second or third trading day, but prices then drift down steadily for the rest of the month, although the 
market ends the month on a positive note - the last trading day is the second strongest in the year.

Second Quarter 
The FTSE 100 has risen 21 of the 36 years between 1984 and 2019, posting an average gain of 1.2%.

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: 
The FTSE 100 has clawed back a further 6.6% in the last month, providing much welcome relief to investors. 
The market has further stabilised with the VIX having fallen 34% to 24.5%, now just 19% above its long-term 
average, as opposed to the 335% reached in mid-March. However, we feel the market is prone to a pullback 
from these levels. The RSI is lying at an extreme reading of 76% (where above 70% indicates that the market 
is overbought). Previous similar readings have been accompanied by significant falls. We now see resistance 
at 6,600 and support lying at the psychologically-important 6,000 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:
4th June ECB Meeting
5th June Full Moon (markets tend to reach a low point around this time)
9th June FOMC Meeting
18th June MPC Meeting
19th June Options Expiry Day
21st June New Moon (markets tend to reach a high point around this time) 
24th June ECB Meeting
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