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Introduction:
It is the eternal mystery - the days are long, but the years are short - and 2021 is no exception, with the
months whizzing by and the mid-year already here. History will likely remember 2020 as the COVID-19
pandemic year, and 2021 as the recovery year.The health recovery is clearly underway, thanks to vaccines.Yet
vaccination rates vary widely country by country. Politics is a factor, along with suspicion about treatments
that were developed so quickly.The economic recovery is equally underway, aided by government stimulus.
People-facing industries are seeing a return to something like the pre-pandemic normal, although a shortage
of workers is slowing the process. And it’s not just workers that are in short supply; everything from
semiconductors to bricks are subject to lengthening lead times, with subsequent price rises leading many
to fret about the inflationary implications.

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 reverts to equalweight. Summer is now underway, and sizzling
weather often coincides with subpar stock returns.Yet even with Fed speak rattling the markets, we believe
stocks are being supported and are poised for a positive second half as the reopening process continues.
Bull markets are said to like climbing a wall of worry, and both old and new risks are providing the footholds
for a run higher. The new risk is a hike in interest rates following a surge in inflation. Once inflation is
“out of the bottle,” the conventional thinking goes, it is almost impossible to get it back in. However, most
economists argue that the conventional thinking is misleading in the current environment, which has seen
an unprecedented shutdown followed by an unprecedented expansion. We believe central banks also have
other levers to pull before substantially raising short-term rates. The unwinding of QE will surely serve as
restrictive monetary policy for years to come.
Another factor supporting stocks at current levels is the dearth of attractive alternatives. Stocks can be
argued to be 10-15% overvalued but bonds are equally overvalued.
Finally, and perhaps most importantly, the broad rotation to cyclical, defensive, and inflation-resistant stocks
has enabled a broad advance in which all sectors are in positive territory for the year.A thin advance fuelled
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Market Outlook (cont):
by just a few market darlings can get toppy, and toppy advances tend to topple over. Market technicians say
that when price follows breadth, rather than the other way around, the stock market is well supported. As
we head into the traditionally slow summer months, this breadth may prove to be an invaluable support.
Of course, stock market investors must be careful with indices trading at such elevated levels. And the
more risk-adverse may well want to get the historically-volatile third quarter out of the way before entering the market. But long-term investors should remain invested and ride out any volatility in the expectation of further gains.

Recommended Investment:
Golden Lane Housing Ltd 3.25% 22/07/2031
A new bond issued by care-home provider Golden Lane Housing Ltd (“Golden Lane”) is coming to market
and is worth a look for those seeking income.
Golden Lane is a charity that was formed by the Royal Mencap Society in 1998 and is the UK’s largest
provider of housing for people with learning disabilities. Since inception, the Charity has built up a substantial
portfolio of 1,205 individual properties providing 2,342 tenancy units. The portfolio is located across
England,Wales and Northern Ireland in 217 Local Authority areas, reducing the risk of localised fluctuations
in property prices. The properties comprise typically of individual houses and bungalows in residential
neighbourhoods.This enables the tenants to remain where they are known in their local community and be
close to their friends and family. All homes meet the Decent Homes Standard and are kept up so standard
through regular maintenance (tenants have a 24 hours repairs helpline) and development.
The Charity’s principal source of income is rent from its tenants. Mencap currently provides for
approximately 31% of the Charity’s tenants.The Charity’s bad debt levels are very low, as almost all tenants
have their housing benefit paid directly to Golden Lane by the local authority. As the rents are classified
as “Exempt Rents”, the Charity is able to set its own rent levels free from Local Housing Allowance caps
and the rents are usually increased by CPI +1% each year. The Charity has generated a consistent income
and expenditure surplus since its inception in 1998 and has a balance sheet comprising £39.1 million of net
assets as at 31 March 2021. The Charity will use the proceeds of the issue to refinance a previous bond
(issued in 2014) and invest in continued growth to further its charitable objectives.
In our view, Golden Lane is a safe credit. The issue is unsecured, but the bond does contain financial
covenants whereby the Charity must ensure that as at each testing date, its net asset value is at least 130%
of the outstanding balance of the bond and all other unsecured, subordinated borrowing.
The bonds will trade on the London Stock Exchange in multiples of just £100 and pay its 3.25% coupon
in two semi-annual instalments in arrears on 22nd January and 22nd July every year up to their maturity
in 2031. The bond is currently in its “book building” phase before listing on the exchange. Investors should
register their interest before the books close, which is expected to be on the 15th of July, though may close
earlier. Considering the issue is returning almost three times that of the benchmark 2031 Treasury Gilt
(0.8% GRY), the issue looks decent value for those investors with a lower risk profile. Buy.
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Tweet of the Month:
“There are contradictory risks in rising US interests rates - that they are part of an inflationary upturn, or a threat
to economic growth”
Markets are getting ready for rises in US interest rates, which poses the questions: what’s the problem, and
what can investors do about it?
At its recent meeting the Fed signalled that it now expects to raise the fed funds rate by 0.5% by the end
of 2023, and that the rate should be around 2.5% in the long run. 2023 seems a long way off, but bond
yields depend upon the expected path of short-term rates, so even quite distant rate rises should move
yields today - and of course the rises could be less distant if inflation proves a bigger threat than the Fed
currently believes. For investors, this poses two diametrically opposite risks.
One is that high rates could be part of a strong upturn, powered by fiscal expansion, which sees sustained
growth and inflation. In this scenario, bonds would sell off badly but the US dollar would rise as investors
are attracted by higher US rates. This would see equities do well because the same strong growth that
causes the Fed to raise rates also raises appetite for risk. One asset that would do badly in this scenario
is gold. Because it pays no income, the metal becomes less attractive when yields on other assets rise. For
this reason, there has been a massive negative correlation between US bond yields and the gold price. Post2000 relationships suggest that a 1% rise in five-year Treasury yields would wipe 15% off the price of gold.
There is, however, an opposite danger - that even mild rate rises could significantly weaken the economy.
Before the pandemic, economists feared that developed economies had fallen into “secular stagnation” - a
phase of weak trend growth in which ultra-low rates are needed to support the economy. If so, even a
small rate rise could trigger fears of a sharp slowdown in growth. Such a scenario would be good for bonds,
as investors anticipate no further rise in rates and perhaps even cuts. It would therefore also be good for
gold. But it would be bad for equities as fears of slower growth depress appetite for risk. In other words,
this scenario has exactly the opposite investment implications from the inflationary scenario.
It’s in this context that we should regard the recent stability in financial markets: the S&P 500 is little
changed since early May. Such stability is a sign that investors disagree: prices are stable when buyers
quickly find sellers and vice versa. A big reason for this disagreement is that investors aren’t sure which is
the greater risk - that the Fed is under-rating inflation in which case bond yields might rise a lot; or that it
is over-rating it and so risking unnecessary damage to a fragile economy.
And herein lies the danger. Stability can be brittle. If the balance of opinion were to shift towards either
of these scenarios, volatility would rise. This could be triggered by something innocuous: it is fears about
other investors’ fears that drive prices, not just underlying reality.
All that investors can do about this is to hold a balanced portfolio: equities to give us exposure to the
strong growth scenario, and gold and bonds to protect us from the weak. Such a portfolio will very likely
see losses on some components of it. But that’s the point of diversification. What matters are our portfolios as a whole. And we can make these reasonable resilient to interest rate risks.
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Quote of the Month:
“The desire to perform all the time is usually a barrier to performing over time - Robert Olstein
Expecting to make money on every trade is unrealistic. We often see clients needlessly exiting losing
investments just to avoid seeing red numbers on their valuations.Whilst cutting losses on securities where
the investment story has changed is recommended, selling for the sake of selling is not. Over time, more
often than not, securities that are momentarily simply out-of-favour reward the patient investor and go
on to regain their previous highs.

Economics:
Britain’s economy surged ahead in June as private-sector businesses secured extra work and created
thousands of new jobs. The manufacturing and services industries expanded at near-record rates, building
on the unprecedented burst in output growth in May. Firms are in a confident mood after the easing of
Covid-19 restrictions created a rush by consumers to shop and visit bars and restaurants.
Economic sentiment in the eurozone hit a 21-year-high in June as business activity continued to flourish in
the wake of easing coronavirus restrictions and accelerating vaccination programmes.And June’s Purchasing
Manager Index for the eurozone rose to a 15-year high as demand for goods and services outstripped
supply, pushing staff hiring rates to their highest levels in three years as backlogs of work increased. Future
sentiment is being buoyed by surging demand and the prospect of the economy opening up further in the
coming months.The biggest risk to future sentiment, however, is the emerging threat of the delta variant of
the coronavirus returning countries into lockdown situations and crushing demand.
The US economy gained 850,000 jobs in June, a sign that the recovery of the world’s largest economy is
building momentum after misses in April and May. The June showing is solidly above this year’s monthly
average pace of more than 500,000 jobs added or recovered. However, economists dislike attaching too
much weight to a single month’s report, since it provides a backward-looking snapshot that, even with
seasonal adjustments, can remain volatile. Cliff Hodge, chief investment officer at Cornerstone Wealth,
believes it is likely going to be pretty noisy here over the next few months as we go through the dog days
of summer. “It’s trending in the right direction, but we’re going to see fits and starts, especially as the benefits roll
off,” Hodge said. “It’s going to be lumpy, but we think over the coming months, labour will continue to trend in the
right direction”.

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

G i b r a l ta r A s s e t M a n a g e m e n t
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, 2021 is likely to be a
positive year for the stock markets.
July
July has risen on average 54% of all the years since 1970, with an average return of 0.8%. So, after a usually
disappointing May and June, shares tend to perform a bit better this month. In an average July, the start of
the month tends to be strong - the first week of the month is among the top ten strongest weeks in the
year. After that, the market has a propensity to drift lower for a couple of weeks until finishing strongly in
the final week.
Third Quarter
The FTSE 100 has risen 23 of the 37 years between 1984 and 2020, posting an average gain of 0.7%.
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.
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Investment Calendar:
5th July		
10th July
16th July
22nd July
24th July
27th July

Independence Day - Wall Street closed
New Moon (markets tend to reach a high point around this time)
Options Expiry Day
ECB Meeting
Full Moon (markets tend to reach a high point around this time)
FOMC Meeting

Technical Analysis:
The RSI has fallen from 55 to 48. The 50 level is seen as both support and resistance for the indicator, so
this fall below is naturally a bearish development.Apart from that, nothing has changed since last month.The
ADX is still low at 14, signifying the market is directionless.We see resistance and support at the upper and
lower bollinger bands - lying at 7,190 and 7,020 respectively. Considering we are in the worst-performing
quarter of the year, we are continuing to advise caution.The FTSE 100 is still >500 points above its 200-day
moving average so a pullback from here would not be a surprise.
			
“The illusion of randomness gradually disappears as the skill in chart reading
improves” – John Murphy

Chart Legend:
20 day moving average (signifies the short-term direction of the security. prices tend to gyrate around their 20 day m/a)
50 day moving average (signifies the medium-term direction of the security)
200 day moving average (signifies the long-term direction of the security - whether it is in a bull or bear market)
(an indicator that measures 2 standard deviations away from the 20 day m/a)

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).
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