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‘Ultra-low expectations 
as we enter the Q2 
earnings season’
Stock performance often seems uncoupled from key economic data 
and corporate earnings. In general, the stock market is anticipatory 
of what is to come, while economic data and earnings are lagging 
- the former by one month, the latter by three months. Thus, it is 
not uncommon for cyclical companies to be reporting their best 
earnings of the cycle amid strong data - just as the stock market 
begins to nosedive in anticipation of a slowdown or recession. 
And stocks may leap off their lows even amid a steady stream 
of dismal data. There is indeed an element of hope in the stock 
market’s anticipatory impulses. Never has that hope been so plainly 
in evidence as today as investors head into what looks to be an 
exceptionally weak second-quarter earnings season.

by Mark Maloney, Managing 
Director, Gibraltar Asset 
Management Limited

Market Outlook

O
ur allocation to the 
stock market remains 
at equalweight. 
After an accelerated 

easing of  restrictions, positive 
tests are moving higher. It is 
hard to imagine the economy 
returning to full potential 
amid current trends, which 
are worsening rather than 
getting better.
On a positive note, the rate 
of  mortality relative to the 
proliferation of  the disease 
is falling. This is because 
COVID-19 is proliferating 
in a different demographic 
than was the case earlier in 
the year. With restrictions 
eased, the young and the 
hearty are resuming their 
pre-pandemic social lives - 
flooding bars, restaurants 
and beaches. This generally 
hardier cohort has been better 
able to battle the disease and 
ward off  the worst effects. 
And fortunately, vulnerable 
populations, alarmed by the 
spring’s horrendous mortality 
rates, appear to have used 
this hard-won knowledge 
to remain in ‘stay-at-home’ 
mode and limit their exposure 
to the young and carefree. 
If  that pattern continues, 
there is hope that mortality 
can remain suppressed, thus 
enabling a continued return to 
something like normal life
There is no guarantee that 
this positive trend will last. 
COVID-19 is much more than 
the “bad flu” it has sometimes 
been labelled. The unique 
shape of  the coronavirus 
makes it a nasty bug, latching 
onto compromised lung tissue 
but also in many cases onto 
healthy tissue as well. In 
order to restore the economy 
and most citizens’ everyday 
lives, governments need to 
take sensible steps. In areas 
where the disease is rising, 
mandating facemasks is a no-
brainer. Temporarily closing 

places where the “young and 
invincible” gather makes 
sense on a targeted basis. 
The mortality rate needs to 
remain in retreat, and we 
need to do what is needed to 
make that happen.
The economic consequences 
of  the pandemic have so far 
been hardest on workers in 
people-facing
businesses such as hair 
salons, gyms, bars and 
restaurants. Salaries for 
these workers tend to be 
low, with many living from 
month to month, and more 
concerned with paying 
the rent than with making 
mortgage payments. Less-
impacted office professionals, 
meanwhile, are benefiting 
from mortgage refinancings 
at attractive rates, deep 
discounts on new cars and 
sharply reduced commuting 
costs. This disparity helps 
explain why parts of  the 
economy appear absolutely 
devastated, while others seem 
to be bouncing back.
The tale of  two economies 
also likely explains why the 
stock market has been able to 
significantly recover from its 
March low. The economy and 
the stock market, however, 
cannot indefinitely sidestep 
the pandemic, particularly if  
the number of  new infections, 
hospitalisations and deaths 
continues to accelerate.
Recommended Investment
GCP Student Living plc
GCP Student Living plc is an 
investment trust listed on 
the London Stock Exchange 
(DIGS.L). The FTSE
250 constituent aims to 
provide shareholders with 
attractive total returns 
through investment in 
modern, purpose built, 
private student residential 
accommodation.
The UK is a global leader 
in the provision of  higher 
education, with some of  the 
highest ranking universities 
in the world, including three 
in the top ten, making it 
attractive to both domestic 

and international students. 
Non-EU student acceptances 
prior to the pandemic 
were at record levels, 
with acceptances from EU 
students remaining above 
those seen prior to the EU 
referendum. More than 80% 
of  the portfolio’s tenants are 
international students.
The portfolio (consisting of  
11 assets with >4,100 beds 
and worth over £1 billion) is 
located primarily
(>85%) in London with 
buildings in Shoreditch, 
Bloomsbury, Wembley 
& Greenwich. High land 
values and the difficult 
planning environment, which 
prioritises social housing 
and residential schemes over 
student accommodation, 
has seen the London 
market remain severely 
undersupplied. Demand for 
full-time higher education 
courses in London is also 
strong relative to the rest of  
the UK. London is home to 
23 universities, with more 
universities ranked in the top 
40 than any other city in the 
world. Such accommodation 
assets continue to benefit 
from a substantial yield 
differential when compared 
to those located in other 
regional locations. Also, 
since the increase in tuition 
fees in 2012, the top ranked 
universities have seen 
increases in applications, 
while the bottom have seen 
declines. This is expected to 
benefit the fund’s portfolio as 
London has six of  the top 40 
universities in the UK.
The fund also has interests 
in the ‘super prime’ 
regional locations of  Surrey, 
Bristol and Brighton, 
which particularly has a 
major structural shortfall 
of  purpose-built student 
accommodation. The student-
to-bed ratio in Brighton is 
5.3 to 1, compared with the 
national average of  2.3 to 1. 
Supply is constrained by the 
local policy of  development 
having to be in partnership 

with a university, as well as 
the natural features of  the 
city with the sea on one side 
and the South Downs on the 
other.
Since launch, the fund has 
outperformed its benchmark 
and the fund’s shares are 
currently trading at a 26% 
discount to NAV, having 
traded at a premium at 
various points in its life. We 
believe the fund could see its 
discount narrow materially, 
particularly given the trust’s 
ability to repurchase shares 
and, in our opinion, its income 
focus justifies a premium 
rating relative to its peer 
group.
In summary, GCP Student 
Living is currently yielding 
4.9% and is trading at a 28% 
discount to its NAV.
We believe that this offers a 
very attractive entry point, 
given that the fund has traded 

on a premium for sustained 
periods in the past, which 
we believe is supported by 
its strong performance and 
dividend growth record. Buy.
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