
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 - February 2022

FTSE 100 5,500

VIX 33

FTSE 100 7,508

Resistance 7,670

Support 7,360

VIX 24%

S&P 500 4,500

Gold $1,808

GBP/EUR 1.1818

GBP/USD 1.3495

Introduction:
The City has no shortage of sayings. The one regarding the first month of the year is “As January goes, so 
goes the trading year”. Like most sayings, it was coined in a distant time when the stock market would be 
unrecognisable to most investors today. However, there is recent evidence to substantiate this claim. Good 
Januaries especially predict good stock years. For all years between 1984 and 2021, the FTSE 100 has 
finished the year higher 90% of the time when the market rose in January. In addition, Up Januaries are good 
for above-average returns. The FTSE 100 has averaged capital appreciation (before dividends) of 6.8%. In 
years in which both January and the full year were positive, the FTSE 100 saw average capital appreciation 
of 17.6%. The FTSE 100 rose 1.1% this January, a good sign for stock market investors.
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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 overweight. Investors kicked off 2022 by aggressively 
selling growth stocks. But this has been more than offset by the performance of blue chips. Energy and 
banks are performing especially well. Although rates are rising, demand for energy continues to outstrip 
supply; and inflation actually helps hard-asset values like petroleum. Banks tend to benefit from rising rates, 
which widen the net interest margin that determines bank profitability.

Indeed, it is a healthy sign for the stock market to see investors rotating into cyclical, interest-rate sensitive, 
and inflation-beneficiary stocks, with occasional re-rotation back to defensive blue-chips. Rotation reduces 
valuation pressures in former focus areas, widens market participation to oversold sectors, and maintains 
the strong breadth that has been the sturdiest support for the post-pandemic bull market.

Despite increasingly adverse headlines on inflation, interest rates, and supply-chain disruptions, winning 
stock performance is keeping investors in the market. The stock market’s ability to overcome these 
concerns is not that surprising. The bull is at its most happiest when it is climbing a wall of worry.

And there are multiple positives in the outlook. With over 70% of the UK population fully vaccinated,
and with the highly infectious Omicron variant generating antibodies in the unvaccinated, long-elusive herd
immunity may be possible by the summer. The broad economic reopening along with rising employment
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Market Outlook (cont):
and wages are increasing consumer spending. 

The OECD is modelling UK GDP growth of 4.7% in 2022, significantly above the long-term 2.3% average 
as well as the “Goldilocks” level of 3.0%. We continue to believe that interest rates will remain at still low-
levels and look for supply-chain congestion to ease in 2022, lessening inflationary pressures and boosting 
consumer confidence.  As such, we would remain positioned in the stock market across 2022, with a 
willingness to ride out any near-term volatility in pursuit of long-term gains.
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Recommended Investment:
Dunedin Income Growth Investment Trust plc
Founded in Dundee in 1873, Dunedin Income Growth (“DIG”) was the first investment trust formed in 
Scotland and has been operating continuously for over 145 years. It aims to achieve growth of income and 
capital from a portfolio primarily invested in UK companies.

The fund is managed by Aberdeen Standard Investments, with a bottom-up focus on strong balance sheets 
and cashflow potential. Key investment themes include the Digitisation of Industry (e.g. LSE), Changing 
Demographics (e.g. Unilever) and Consumer Trends (e.g. Pets at Home). The trust can also invest a 
smaller percentage of its portfolio overseas, which enables the fund to diversify further as well as capture 
opportunities that are not widely present in the UK, such as technology stocks. Like most investment 
trusts, the fund has the ability to use gearing and this enables the managers to take advantage of buying 
opportunities. The portfolio is well diversified and typically comprises ~50 holdings, with the ten largest 
holdings currently accounting for 40% of assets. 

DIG’s strategy has evolved over recent years, repositioning the portfolio away from high-yielding companies 
with low growth to a greater balance between income and capital growth. The distribution policy remains 
to grow the dividend faster than inflation over the medium term and, with the trust’s revenue reserves 
and the healthy underlying dividend growth of the companies within the portfolio, that policy remains well 
supported.

Interestingly, the trust has adopted an ‘enhanced ESG’ framework that adheres to sustainable and 
responsible investing criteria. These exclude companies that fail to uphold principles of the UN Global 
Compact, companies owned by governments subject to international sanctions and companies that fail 
to meet various ESG scoring criteria. As a result, the trust does not invest in tobacco, arms or companies 
significantly exposed to coal, gas or nuclear electricity. The framework is expected to reduce exposure 
to long-term risks, increasing quality characteristics and reducing the portfolio’s carbon footprint. The 
framework may increase returns as well, as ESG factors are thought to impact corporate performance. 

We believe that the proposed enhanced ESG framework has merit and should broaden the appeal of the 
trust’s shares. In our experience, there is certainly demand for investment strategies that embrace stricter 
ESG criteria. Although a growing number of funds place an increased emphasis on ESG, Dunedin Income 
Growth is differentiated by its attractive 4.1% yield and its predominant exposure to UK equities, to which 
sterling investors require a substantial allocation. 

The fund has performed very well over the long term, with a NAV total return over the last five years of 
+58%, significantly outperforming the +37% return of the UK Equity Income Sector benchmark.The shares 
are trading at their NAV at present. This is partly the result of its underlying performance and partly due to 
a sparingly-used discount control mechanism which is in place to repurchase shares if the shares trade on 
a substantial discount. It is also quite possible that the ‘enhanced ESG’ framework will see the fund trade 
on a premium rating if current performance levels are maintained.

In our view, DIG’s strong track record compared to peers is very impressive. The fund carries a five-star 
rating from Morningstar and offers income investors exposure to growth stocks. The fund has a very 
reasonable TER of 0.64% and is currently yielding a market-beating 4.2%. Buy.
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Tweet of the Month:
“With the Fed expected to raise the fed funds rate in March, the big question is: what would rising interest rates and 
bond yields mean for the growth stocks that have done so well in recent years? The answer is: perhaps not much, 
because there are bigger dangers to them”

Economic theory is ambiguous. On the one hand, rising bond yields are bad for growth stocks. They in-
crease the discount rate applied to future cashflows thus reducing the present value of those cashflows. 
And because growth stocks by definition offer more future cashflows than do other stocks, it follows that 
they should underperform when yields rise. On the other hand, bond yields are a measure of appetite for 
risk; an increase in them is a sign that investors are dumping safer assets in favour of riskier ones. Tradition-
ally, when this happens many growth stocks do well because they are risky assets.

That said, there are reasons to suspect that, right now, rising bond yields would be bad for growth stocks. 
Traditionally, growth stocks have been small and unfamiliar and so perceived as risky. This meant that their 
prices sometimes rose when bond yields rose because the appetite for risk mechanism outweighed the 
discount rate mechanism. Today, however, many growth stocks - and especially those that have a big weight 
in indices and funds - are household names such as Amazon, Tesla and Netflix. Such familiarity makes them 
seem less risky. Which means that if bond yields rise they will benefit less from increased appetite for risk, 
but suffer from a greater discounting of future cash flows. 

However, although there has sometimes been a negative correlation between changes in the Nasdaq and 
changes in bond yields, the sensitivity of the Nasdaq to changes in yields has been small. Last year, for exam-
ple, five-year yields rose by 0.9% but the Nasdaq underperformed the S&P by only 3%. By contrast, during 
the tech crash from February 2000 to August 2002 it underperformed by an annualised 28.5%.

This tells us that the main dangers to growth stocks come from elsewhere. We have recently witnessed 
big falls in Netflix and Peloton not because of rising bond yields, but because demand has fallen short of 
expectations. Earnings disappointments and high valuations are a nasty combination.

And herein lies the biggest danger to growth stocks. The truth is that long-term earnings growth is largely 
unpredictable. Worrying about bond yields is therefore a distraction from a much bigger problem for highly 
valued stocks - the fact that the basis for those valuations is uncertain simply because we are inherently 
ignorant of the future. Investors don’t like it, but they must face up to William Goldman’s famous saying: 
“nobody knows anything.”
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Economics:
The UK economy surpassed its pre-pandemic level for the first time in November ahead of the rapid 
spread of the Omicron variant and government’s warnings about workplace and social gatherings. Official 
figures showed GDP grew by 0.9% in the penultimate month of 2021, making the UK economy 0.7% larger 
than it was before March 2020 and the first lockdown. However, surging inflation and persistent supply 
chain disruption may mean that the UK’s economic growth prospects remain under pressure for much of 
2022. Although the Bank of England is expected to raise rates at least twice this year to keep inflation in 
check, households’ real purchasing power will suffer, leaving excess savings to prop up consumer spending 
levels.

The eurozone economy expanded by 0.3% in Q4 of 2021 as the rapid spread of Omicron put a brake on 
activity. Growth slowed from 2.3% the previous quarter, but it’s still estimated to leave full-year eurozone 
output at 5.2% over 2020. That’s a sharp rebound from 2020, when the eurozone economy collapsed 
by 6.4%, marking the sharpest recession since the inception of the single currency and the birth of the 
European Union. Looking ahead, the Omicron wave is set to weigh on activity in the first quarter of this 
year but may not inflict serious economic damage beyond that, leaving the region on a strong recovery 
path. “We expect a soft start to 2022 as high cases and the return of restrictions weigh on growth in Q1,” said 
Oxford Economics economist Rory Fennessy. “But a strong rebound is seen over Q2-Q3 as supply bottlenecks 
unwind and consumer demand recovers, although a protracted period of high inflation is likely to tame consumption 
growth this year.”

In a surprising burst of hiring, America’s employers added a robust 467,000 jobs last month, a sign of the 
economy’s resilience in the face of a wave of omicron infections. The strong hiring growth for January, 
which defied expectations for only a slight gain, demonstrated the eagerness of many employers to hire 
even as the pandemic raged. Businesses appear to have regarded the omicron wave as having, at most, a 
temporary impact on the economy and remain confident about their longer-term prospects. They will give 
the Federal Reserve more leeway to raise interest rates, perhaps even faster than it had planned, to cool 
inflation. The Fed has indicated that it will begin raising rates in March, and it could do so again at its next 
meeting in May. Faster rate hikes could reduce borrowing and spending and possibly weaken the economy.

Quote of the Month:
“Invest for the long haul. Don’t get too greedy and don’t get too scared” - Shelby M.C. Davis

It’s not the market that can stop investors from making returns but they themselves. The greed and fear 
inherent in all of us doesn’t allow us to make returns and so we end up blaming the market for our losses. 
But the market does not change, it remains the same as it ever was with its cycles of ups and downs. That’s 
how the market has always been, and we investors need to adjust according to it. So be patient, invest for 
the long term, control your emotions, try to let go of your fear and greed and watch your investments 
grow.
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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.

February 
Since 1984 the average month return of the FTSE 100 Index in February has been 0.5%, making it the 5th 
strongest month of the year. In an average February shares tend to rise strongly on the first trading day, 
then trade flat for a couple of weeks, before gaining strongly in the middle of the month and finally drifting 
off slightly to month end.

First Quarter 
The FTSE 100 has risen 25 of the 38 years between 1984 and 2021, posting an average gain of 1.3%.

November - April 
Delaying re-entering the market from St. Ledgers Day to Halloween has yielded statistically significant 
outperformance with the FTSE All-Share rising an average 13.4% from Halloween to May Day since 1965. 
There is a 1-in-2,000 chance of this arising by chance in random data. One explanation for this is that as 
the nights draw in during winter, we become anxious and depressed, which means share prices fall and 
expected returns rise. This then leads to a decent winter rise.

Second-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.

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: 
Last month we wrote “Now the market looks set for a pullback”. In the event, it did slump 188 points (2.5%) 
before making a strong recovery. The ADX is still low, lying at 15, signifying the market is in not trending. 
Therefore, we look to the lower and upper bollinger bands for levels of support and resistance lying at 
7,360 & 7,670 respectively. On the downside, the RSI has just crossed below the significant 50% level, a 
traditionally bearish sign. Any large move to the downside will find major support at the 200-day moving 
average but our base case is for the market to trade sideways in the month ahead.   
 
   
“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)

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

Investment Calendar:
1st February  New Moon (markets tend to reach a high point around this time)
4th February  MPC Meeting
16th February  Full Moon (markets tend to reach a low point around this time)
   ECB Meeting
18th February  Options Expiry Day
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