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FTSE 100 5,500

VIX 33

FTSE 100 7,221

Resistance 7,260

Support 7,000

VIX 15%

S&P 500 4,468

Gold $1,774

GBP/EUR 1.1747

GBP/USD 1.3848

Introduction:
When investors are disillusioned with the stock market, they tend to sell any rallies. And when they are 
willing to let the good times roll, they tend to buy any dips. So far, 2021 has been a year of buying the dips. 
During any trading year, a major index such as the S&P 500 routinely will dance above and below its 20-
day moving average trendline. A more-meaningful sign of a dip is when the index approaches or falls below 
its 50-day moving average, regarded as intermediate-term support. On 18th June, the index fell under its 
50-day m/a at 4,166. Within one week, it had recovered and hit a new all-time high, and stocks have been 
sailing ever since. In fact, the market could probably use a dip, just so investors can buy it.
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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. With five months remaining in 2021, 
economic fundamentals generally are positive and corporate earnings are strong. However, investors 
continue to be periodically spooked as pandemic numbers spike. There are also signs of rising inflation 
and high stock-market valuations.  In short, the market is stuck in a typical summer muddle, with no clear 
direction or trend in sight. On balance, we look for the positives to prevail, leading to further strengthening 
in stocks into year-end.
 
The economy and public health have staged a remarkable comeback from the depths of the pandemic-
induced economic shutdown. The recent earnings season has blown away already-high expectations, 
reflecting the fact that companies in the early recovery period are experiencing rising business activity 
levels within lean operating structures. Amid declining business activity in the recession period last year, 
companies streamlined their costs. Although these costs will come back on gradually, companies can 
usually count on several quarters of strong activity within a lean operating structuring, resulting in margin 
expansion. As a result, corporate operating margins are at the highest levels since the great recession of 
2008-2009.

Ongoing monetary stimulus, via QE and ultra-low short-term rates, continues to allow bulls to invest 
with confidence. The biggest current concerns are the resurgence in COVID-19, and an estimated 25% 
overvaluation in the S&P 500.
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Recommended Investment:
BioPharma Credit plc
BioPharma Credit plc (BPCR) is an investment trust that trades on the London Stock Exchange in USD and 
provides investors with an opportunity to gain exposure to the fast-growing life sciences industry, through 
a diversified portfolio of loans. BPCR targets an annual dividend of 7 cents per share and net total return 
on NAV of 8% to 9% per annum over the medium term. The trust has consistently met the 7 cents target 
since its IPO in 2017. This consistent dividend has led to a steady increase in NAV total return and the 
predictable cash flows have allowed it to enjoy relatively low volatility.

The Life Sciences debt market is an underserved $1.1tn industry growing at 6% per annum with no large 
dedicated lender or specialised debt market. BPCR’s loans are predominantly secured by cash flows derived 
from sales of approved, commercial stage life sciences products. These products generate predictable, 
patent-protected cash flows and provide strong collateral across the many stages of product life.

The trust is managed by Pharmakon Advisors, an investment management company founded in 2009, which 
has so far invested US$5 billion in 41 transactions across six funds. They seek to build a diversified portfolio 
with downside protection. The core team has over twenty years’ experience investing in life sciences debt 
and 96% of past Pharmakon transactions have generated returns of more than 10%. 

Pharmakon selects investment opportunities based upon in-depth, rigorous analysis of the life sciences 
products. As an example of their selectivity, in 2020 they screened 243 potential opportunities, focussing 
on viable, marketable products produced by counterparties with financing needs. Following further analysis 
into credit worthiness, loan-to-value and pricing, these were reduced to just 3 closed investments. BPCR 
has made thirteen investments to date, four of which have been fully repaid generating returns above 
original projections.

Market Outlook (cont):
The highly infectious Delta variant of COVID-19 has caused a surge of infections and higher hospitalisa-
tions. Thankfully, because it is mainly hitting a healthier and younger population, the mortality rate is a frac-
tion of what it was in the first waves of the pandemic.

And stocks don’t typically decline just because they are overvalued. The stock market can remain over- or 
undervalued for an extended period, often until some extraneous event triggers a market response. We 
note that bonds, the major alternative to stocks, appear equally overvalued. The best support for stocks 
appears to be variety. Based both on early-year rotation and the more recent recovery in growth sectors, 
every sector in the S&P 500 is now positive thus far in 2021. We believe this breadth is a positive support 
for the stock market even at its current overvalued level. As long as the economy can keep expanding and 
earnings keep growing, valuation concerns should moderate over time.

In fact, when stocks are doing this well this far along in the year, they tend to finish with better-than-average 
upside. In this environment, most investors will hold through the typically slow August-September period 
and then look for additional fireworks in the final three months of the year. With so many investors in the 
green so far in 2021, and with bears at some point needing to capitulate and buy the year’s winners, further 
gains can become a self-fulfilling prophecy. More risk-adverse investors may want to get the historically-vol-
atile third quarter out of the way before entering the market, which is why we are not outright overweight.
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Recommended Investment (cont):
Life Sciences is a large, vital industry with sales that are uncorrelated and unaffected by economic cycles. 
Growth drivers include a growing, ageing population and sales of oncology drugs have only a 1% correla-
tion with the S&P 500. Life Sciences debt investments themselves are less risky and are exposed to less 
volatility than the corresponding equity investments. Stocks have often suffered when sales have not met 
expectations yet still provide ample enough to cover debt payments.

In summary, we believe that the fund represents an interesting investment opportunity in a niche market. 
The 7% dividend yield is very attractive, and the structure of the loans should provide protection of capital. 
The fund has performed well since launch, generating an annualised NAV total return of 7.2% per annum. 
Even during the heights of the pandemic, the fund continued to meet its dividend target and the shares 
remained relatively stable due to its low correlation with the equity market. Buy.
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Tweet of the Month:
“Investors are too quick to sell winning stocks and too slow to sell losers. We can mitigate this problem by taking 
ego out of investing”

There’s more to good investing than buying the right stocks. We must also sell the right ones. And this is a 
job which many investors have for years done badly.

Recent research published by Warwick Business School found that shareholders are much more likely to 
sell shares if they are above their buying price than if they are below it – and even more likely to sell if the 
price is above the previous peak since they bought. Investors cut their winners and run their losers. This is 
known as the “disposition effect”.

Cutting our winners and running our losers can be an expensive mistake. Past winners have beaten the 
market enormously in the past 10 years, which means selling winners has meant missing out on further 
profits. Past losers, by contrast, have under-performed even including last autumn’s massive bounce. Hold-
ing onto losing stocks, therefore, has led to further losses.

So why do we do this? We evaluate our investments as separate episodes. When we sell a stock at a profit, 
we put a happy ending to that particular story, and when we sell we put a sad ending onto it. Childish as it 
seems, this explains why we run our losers. As long as we haven’t sold, the story hasn’t finished and so we 
can persuade ourselves there is still the chance of a happy ending.

But why do we think in terms of distinct episodes at all? It’s because of ego-involvement. Selling at a profit 
invokes feelings of pride whereas doing so at a loss entails regret – and perhaps even shame at the realisa-
tion that we are not as clever as we thought we were.  Our urge to feel pride and avoid shame makes us 
quick to realise profits and slow to realise losses. It’s no accident, therefore, that conscientious people are 
especially prone to the disposition effect as they take more pride in their work than others, and feel worse 
if they do a bad job. Pandering to our ego, however, costs us money because it puts us on the wrong side 
of momentum.

We need, therefore, to take ego out of the process. One way to do this is to remember that even the very 
best investors lose money on some trades - though they keep quiet about it. In a complex world, nobody 
can have anything near perfect foresight. The pass mark for a good investor is nearer to 50% than 100%. 
Another thing to do is to keep judgment out of the selling process by obeying strict rules through having 
some kind of stop-loss in mind: selling when prices fall below their 200-day average is one good rule, but 
there are others.

Your shares don’t care about your feelings. And nor should you.
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Economics:
Britain’s economy will grow faster than any major economy in Europe as it rebounds from the COVID-19 
recession and emerges from lockdown, the International Monetary Fund (IMF) has predicted. In the latest 
update to its World Economic Outlook - its periodical look at the state of the global economy - the 
IMF forecast that the UK economy would grow by 7% this year, the strongest year for economic growth 
since comparable records began following the Second World War. The UK’s forecast growth rate would 
represent the joint-strongest rate in the group of seven leading industrialised nations alongside the US, 
which is also expected to expand by 7%.

The eurozone’s economy grew by 2% in the second quarter, taking the region out of recession. However, 
the eurozone remains 3% down from its pre-pandemic level in late 2019. In contrast, the US has closed 
that gap, however, US employment is still down, and economic activity is below where it probably would 
have been had there not been the pandemic. Other new eurozone figures showed the number of people 
unemployed fell by more than 400,000 in June, though it is still one million higher than the low it hit early 
last year.

The US economy added 943,000 jobs in July and the unemployment rate fell to 5.4% - a new low of the 
pandemic era. It was the biggest job gain since August last year, when more than 1 million positions were 
added back, and more than the 870,000 economists had expected. “I have yet to find a blemish in this jobs 
report,” wrote Harvard economist Jason Furman. Since May 2020, America has added back 16.7 million 
jobs. But it’s still 5.7 million short of its pre-pandemic level. There are a few clouds hurdles in the path of 
the labour recovery. At 61.7%, the stagnant participation rate confirms that there are millions of potential 
workers who are still outside the labour force, not currently looking for work and therefore not counted 
among the unemployed. On top of that, the Covid-19 Delta variant has brought back restrictions on public 
life. So far, the increased virus spread from Delta has not weighed on the jobs data much, but that could 
change in the next reports.

Quote of the Month:
“Experience is simply the name we give our mistakes” - Oscar Wilde

Mistakes are not humiliating events that we need to bury and hide. Mistakes are lessons. Necessary lessons 
that are crucial to our growth. When you make a mistake, there are only three things you should ever do 
about it: admit it, learn from it, and don’t repeat it. Turn your mistake into your next opportunity. Lesson 
learned. 
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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, 2021 is likely to be a 
positive year for the stock markets.

August 
August is the 9th best performing month, rising 63% of the time, with an average return of 0.7%. Generally, 
August is not a great month for equities; August has the second lowest average monthly returns for 70 
world equity markets. It can also see large falls. As it’s a month for holidays, trading volumes tend to be low, 
which in some years can lead to some increased volatility.

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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Technical Analysis: 
The RSI has risen from below 50 to reach an extreme overbought level of 74%. That makes a pullback is 
a distinct possibility with the FTSE 100 at post-pandemic highs. We see resistance at this 7,260 level and 
support at the psychologically-important 7,000 level. And breach of this could take the market spinning 
downwards towards the 200-day moving average lying at 6,775. Considering this and the fact that we are 
in the worst-performing quarter of the year, we are continuing to advise caution.
   
“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, which is authorised and regulated by the Financial Services 
Commission. Research: Neither the information nor the expressed opinions in this document constitute or intend to be an offer, or a solicitation 
of an offer, to buy or sell relevant securities ( i.e. securities mentioned herein and options, warrants, or rights to or interests in any such securities). 
The information and opinions contained in this document have been compiled from, and based upon generally available information and independent 
research undertaken by ourselves which has been qualified and reviewed by our portfolio managers for suitability or appropriateness. However, the 
accuracy or completeness of the analysis cannot be guaranteed. Confidentiality: The information in this document and any attachments may contain 
proprietary information some or all of which may be legally privileged. It must not be disclosed to or used by persons other than the intended 
recipient. If received in error, please notify us immediately and then delete this document. Content: Please note that the content of this document may 
be e-mailed and may be intercepted, monitored or recorded for compliance purposes. Copyright: Copyright in this document and any attachments 
created by Gibraltar Asset Management Limited belongs to Gibraltar Asset Management Limited unless otherwise stated. Care: Gibraltar Asset 
Management Limited shall not be liable to the recipient or any third party for any loss or damage howsoever arising from this document and / or its 
content, including if e-mailed, loss or damage caused by virus. It is the responsibility of the recipient to ensure that the opening or use of this document 
and any attachments shall not adversely affect systems or data. Contact: Telephone +350 200 75181 Mail: gam@gam.gi  Website:www.gam.gi

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:
5th August MPC Meeting
8th August New Moon (markets tend to reach a high point around this time)
20th August Options Expiry Day
22nd August Full Moon (markets tend to reach a high point around this time)
30th August Summer Bank Holiday - LSE closed 
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