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Global economy set 
for huge expansion
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.

by Mark Maloney, Managing 
Director, Gibraltar Asset 
Management Limited

Market Outlook

Our allocation to the 
stock market returns to 
equalweight. When the 

investing environment is
potentially undergoing a major 
trend change, investors fi nd 
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, 
infl ation, 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.
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.
“The real economy is reasonably 
resilient to changes in interest 
rates - but fi nancial 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 
fi nance 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 generation 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 
fi nancial 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 fi nancial 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 fl ows 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  confi dence 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 confi dent 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 laureate 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 
fi nancial markets are much less 
so.
Please be aware that the value 
of  your investments may fall 
as well as rise and your capital 
is at risk. Income from the 
investment may fl uctuate 
in value in money terms. 
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Behind the Lens... Every week we feature photographs 
topping the competitions at the 
Gibraltar Photographic Society 
sessions where members are 
awarded points for their images.

This was a Monochrome Prints Competition on 
the theme:  TEXTURES
The judge on this occasion was Andrew Fortuna.

Barrie Glover - A la Canute - 30 points


