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Introduction:
With stock markets already on edge, thanks to ongoing inflationary pressures and the impact of rising 
interest rates, the war in Ukraine has sent the markets into freefall. Running away at the first sign of 
difficult times, however, is not a good move. Shares have historically delivered a better return than cash in 
the bank and they tend to recover quickly during times of turmoil. Even though remaining invested can be 
uncomfortable, it’s important for investors to hold their nerve and wait out the market volatility. Just ask 
those who sat tight through the Covid sell-off in February 2020, global financial crisis in 2008, and countless 
other black swan events. Investing is all about patience and eventually the rewards will come.
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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 moves to equalweight. The world woke up to a new reality 
on Thursday the 24th of February. Barely out of its sick bed, focused on rebuilding strength after the 
pandemic, and with most of its attention fixed on treating a nasty dose of inflation, overnight everything 
changed. A European country has been invaded; death, destruction, misery and chaos have been inflicted on 
the Ukrainian people, now forced to flee for their safety. The spectre of nuclear war has even been raised 
by the aggressor. We have entered a new and dangerous age. In an attempt to absorb the Ukraine into 
Russia, Vladimir Putin has unleashed a brutal war that could last for many months, or longer.

History tells us, however, that major geopolitical events will have almost no impact on markets after six to 
twelve months. Looking at the past 70 years, markets have usually taken a few weeks from the start of a 
war to find a bottom. Once markets conclude that the economic situation is not going to deteriorate any 
further, then asset prices start to rise again.

But the cost of the war to Russia will be huge and it is likely to spend years trying to hold down a hostile 
population. The alternative, failure, would probably make Putin become even more dangerous. Whatever 
happens, a Western policy engineered to eventually readmit Russia to the community of nations is better 
than trapping a nuclear-armed believer in Russia’s divine purpose in an ever more resentful bunker.
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Market Outlook (cont):
Overall, Russia’s economy is relatively small and globally unimportant. Italy’s is twice as big with half the 
population. Poland exports more goods to the EU than Russia does. That said, a military conflict on this 
scale, in the backyard of the EU and involving a superpower, has not happened during the past 50 years so 
we don’t have much in the way of historical precedent to go on. The Ukraine crisis is not yet a stock market 
crisis - assets are priced for a medium-term disruption in certain sectors, but not yet a broader disaster. 
The trouble is that the “tail risks” of the Ukraine war, such as the conflict spreading to other countries, are 
difficult to price. For the moment, new investors are best sitting on the sidelines and monitoring events in 
the hope of a peaceful resolution.
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Recommended Investment:
Regional REIT 4.5% 06/08/2024
We originally purchased this bond at its initial issue in 2018. It soon started trading above par and was as 
high as 103% in October. However, the price has been weak of late and we believe the investment case is 
worth revisiting.

Regional REIT Limited (“RGL”) is an investment trust listed on the LSE with a NAV of £729m that invests 
and manages high quality commercial properties predominantly in principal UK regions, outside of London.

RGL offers investors a unique exposure to the broad regional commercial property market. The portfolio 
consists of 151 properties and over 847 tenants with a combined contracted rent roll of £61m per annum 
reflecting a net initial yield of 6.5%. The managers make the case that nationwide there is a steady stream 
of property conversions from offices to residential and very little new office space is built (Central London 
excepted). Therefore, there is a good chance that rents will increase in the coming years. The company 
targets regional offices (83%) and light industrial (11%) property markets and has built a portfolio that 
includes properties in the Midlands (19%), Scotland (18%), South East (25%), North East (10%), North West 
(13%), South West (11%) and Wales (4%).

The properties are typically let to strong tenants such as Barclays, Glasgow University, Bank of Scotland, 
Scottish Widows, Aviva, E.On, Odeon Cinemas etc with a lease length average of 4 years to expiry (2.6 
years to first break). The occupancy rate at 86% represents the fact that new purchases of buildings, 
although partially let, are normally not fully let.

The bonds are unsecured, but the issue has covenants where RGL has agree to a maximum Loan-to-Value 
of 75% (currently 40%) and meet an interest cover of 2x (currently 3.3x). This bond was originally issued 
by the company to pay off bank loans as well as secured debt. Paying off secured debt is a good thing for 
unsecured bondholders; the more secured debt is replaced by unsecured debt the less the unsecured debt 
is disadvantaged by having debt ahead of it.

We believe this bond offers a safe and simple investment. The bonds trade on the London Stock Exchange 
in multiples of just £100 and pays its 4.5% coupon in two semi-annual instalments in arrears on 6th 
February and 6th August. Trading at 100%, the bonds have a gross redemption yield of 4.5%, an above-
market return. Buy.



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

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

Tweet of the Month:
“Russia’s invasion of Ukraine is an unquantifiable but probably small blow to the UK economy”

Our direct economic ties with Russia are, in fact, small. Total goods exports last year were less than £3bn, 
just over 0.1% of GDP and only slightly more than those to Denmark. Declines in these will be insignificant 
in macroeconomic terms even if they are only partly offset by increased exports of ‘lethal aid’ to Ukraine.  

More important is the fact that Russia’s invasion of Ukraine is pushing up commodity prices. The UK con-
sumes just under 1.6m barrels of oil a day. That means that each $10 per barrel rise in the oil price costs 
us just over 0.2% of GDP. But oil isn’t the only price that’s rising because of Russia’s invasion of Ukraine. 
The price of natural gas has surged, which threatens yet more price rises when the energy cap is reviewed 
later in the year. And non-energy commodity prices have also risen - by more than 20% so far this year. 
With these accounting for 0.6% of UK GDP such rises cut real GDP even further. On top of this, the ‘Lon-
don laundromat’ - those bankers, estate agents and lawyers who benefit from Russian oligarchs’ wealth - is 
at risk. Altogether, these effects add up to a small but noticeable blow to the UK economy. But there are 
other impacts.

One is that the country has become poorer simply because share prices have fallen. The FTSE 100 index 
has fallen almost 7% so far this year. We cannot quantify exactly how this will cut consumer and capital 
spending, because so much depends upon how investors interpret the fall: do they think ‘I’m 7% worse off 
than in December’ or ‘I’m 4% better off than a year ago’?

On top of all this, uncertainty itself is bad for the economy because it encourages companies to delay 
investments. There are several aspects of such uncertainty. There’s uncertainty about commodity prices: 
how far will costs of production rise and for how long? There’s also uncertainty about demand: will lower 
share prices cut capital and consumer spending around the world and, if so, by how much? And will those 
economies with bigger ties to Russia (Germany exports six times as much to it as the UK does) suffer a 
bigger hit?

Another form of uncertainty is the impact upon interest rates. The latest rise in oil prices means that the 
spike in CPI inflation will now be even greater than the Bank of England thought a few weeks ago - over 
7%. That could encourage it to press on with rate rises. But the very same rises in oil and commodity 
prices will squeeze real incomes - which would be exacerbated by higher rates. That’s a case for the Bank 
to hold off a rate rise.

And then there’s an impact on animal spirits. Investment decisions are not taken solely by a cool-headed 
assessment of future costs and revenues - and nor can they be because the future is unknowable. Instead, 
as Maynard Keynes said, they depend upon the state of confidence. And it is difficult to feel more confident 
about the world when one’s fellow Europeans are being killed by a nuclear-armed neighbour.

Net, Russia’s invasion of Ukraine is bad for the economy. Of course, we cannot say exactly how much - but 
then the very fact of the invasion tells us that the world is unpredictable. Which is why investors need 
resilient and diversified portfolios more than an unattainable degree of foresight.
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Economics:
Britain’s economic recovery from the COVID-19 pandemic will halve this year, according to the British 
Chambers of Commerce. The UK economy is forecast to run out of steam in the coming months as 
the suffocating effect of rising inflation, supply chain disruption and higher taxes weaken key drivers of 
UK output. Consumer spending is forecast to grow at 4.4% this year, down from its previous forecast of 
6.9% and business investment is forecast to grow at 3.5%, down from the previous forecast of 5.1%. The 
downside risks to the outlook are also increasing. Russia’s invasion of Ukraine could drive a renewed 
economic downturn if it stalls activity by triggering a sustained dislocation of supply chains or a more 
significant inflationary surge.

Eurozone inflation soared in February to a record high of 5.8% as energy prices rocketed 32% higher over 
fears about the effect on supplies from Russia’s full-scale invasion of Ukraine. The surge in inflation comes 
at a difficult time for European leaders as they warn their citizens of the “price to pay” from tough sanctions 
imposed on Russia, the EU’s leading foreign gas supplier. Not only energy prices, but also food prices, 
which rose 4.1% in February could rise further due to the conflict in Ukraine, a major wheat exporter. 
Policymakers fear soaring inflation could choke off the EU’s recovery from the coronavirus pandemic.

In a buoyant sign for the US economy, businesses stepped up their hiring last month as omicron faded 
and more Americans ventured out to spend at restaurants, shops and hotels despite surging inflation. 
Employers added a robust 678,000 jobs in February, the largest monthly total since July. The unemployment 
rate dropped to 3.8%, from 4% in January, extending a sharp decline in joblessness to its lowest level since 
before the pandemic erupted two years ago. “All signs are that the pandemic is easing its hold on jobs and the 
economy,” said Jane Oates, president of WorkingNation and a former Labor Department official. “Very strong 
numbers in very uncertain times.”

Quote of the Month:
“The time to buy is when there’s blood in the streets” - Baron Rothschild

It is an uncomfortable fact for many that the worse market conditions are, the better the opportunities 
are for stock market contrarians to profit. Baron Rothschild, the 18th-century British nobleman and 
member of the Rothschild banking family, is credited with saying that “the time to buy is when there’s blood 
in the streets”. He should know. Rothschild made a fortune buying in the panic that followed the Battle of 
Waterloo against Napoleon.  Stock market contrarians let the market bring the deals to them, rather than 
chasing after them.
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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.

March 
March is 9th in the ranking of monthly performance, rising 55% of all the years in March, with an average 
return of 0.3%. The general trend for the market in March is to rise for the first three weeks and then fall 
back in the final week - the last week of March has historically been one of the weakest weeks for the 
market in the whole year.

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: 
When Russian tanks start firing at Europe’s largest nuclear power plant, technical analysis becomes an ex-
ercise in futility. That’s why the 20-day moving average, lower bollinger band, 200-day moving average and 
psychologically-important 7,000 level all failed to support a market going into freefall. Lord Rothschild once 
said “The time to buy is when there’s blood in the streets” yet this 7% fall may not be the bottom, depending on 
how the war in Ukraine unfolds. The RSI has fallen below the 50 level, a bearish sign and the market is in a 
strong trend, unfortunately now to the downside. Some support can be seen at the 6,900 level, last reached 
in September. A break below this level sees little in the way of support until 6,400. These are certainly vola-
tile times for traders but investors should not panic just yet.     
   
“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)
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Investment Calendar:
2nd March  New Moon (markets tend to reach a high point around this time)
10th March  ECB Meeting
15th March  FED Meeting
17th March  MPC Meeting
18th March  Full Moon (markets tend to reach a low point around this time)   
   Options Expiry Day
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