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FTSE 100 5,500

VIX 33

FTSE 100 7,168

Resistance 7,350

Support 7,000

VIX 28%

S&P 500 3,825

Gold $1,817

GBP/EUR 1.1614

GBP/USD 1.2109

Introduction:
The S&P 500 has rebounded over 4% from its 2022 lows. But from a technical perspective, it is far too 
early to call the bottom. For this we need to see a huge improvement in the percentage of stocks trading 
above their 200-day averages. Unfortunately for investors seeking to call the bottom, that takes time. Price 
tends to run away from investors at a bottom, and often you will hear investors say that they will wait for 
the next pullback that never comes. The market does not let you in but rather just locks the door. News 
flow at the bottom tends to be terrible and those waiting for the all-clear sign on headlines will likely be 
disappointed as the market discounts better news in the future. Bad news is bought, which can be confusing 
to many - especially those that have not been through numerous bull/bear cycles. Generally, stock market 
lows are found when some type of bottom formation is seen, and the bullish breakout coincides with the 
break of the bear-market trendline. Quite simply, it’s a succession of higher highs and higher lows.
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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. As the second half of 2022 gets 
underway, the all-important US stock market is mired in its second bear market since 2020. The pullback 
in stocks has driven two-year forward P/Es on the S&P 500 20% below the historical (trailing five-year) 
level. While stocks are not back to fair value, they are priced more attractively than they have been since 
late 2020. Right now, we see a tug of war between ‘bargain bulls’ anxious to get in and ‘badly burned bears’ 
looking to sell unprofitable positions on any rally. That may set the stage for a volatile market this summer, 
a period usually characterised by the doldrums.

We can see why many investors are nervous. Inflation recently logged its highest annual change in 40 
years. Higher prices have spilled over from goods to services. If consumers are paying more for everything, 
eventually they will buy less of everything. The Russian invasion of Ukraine has devolved into a grinding war 
of attrition, with no end in sight. COVID lockdowns in Shanghai and other Chinese cities have reminded 
a pandemic-weary populace that the coronavirus has not gone away. One major bank CEO has spoken 
of a pending “hurricane”, a this perfect storm composed of inflation, a European war, and a restrictive Fed.
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Market Outlook (cont):
Yet that view is hardly universal. Other market watchers see an unfolding opportunity to buy growth 
stocks, in particular, at reduced rates. These bulls observe that current levels of interest rates, inflation and 
unemployment are much lower than those seen in the 1980s. Employment is high and this is the economy’s 
best hedge against recession. As long as consumers are working, they will spend. Meanwhile, the current 
high inflation appears to be the result of extraneous forces, including pandemic recovery demand, the 
supply-chain crisis, and rising energy costs due to sanctions on Russia.

To those investors who are unsure which side to take, it is a fact that stocks are more attractive than they 
were in January, a period of market complacency that now seems a lifetime away. For the long term, there 
is more money to be made in periods of anxiety than in periods of complacency.
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Recommended Investment:
The Law Debenture Corporation
Founded in 1889, The Law Debenture Corporation (LWDB) is an investment trust listed on the London 
Stock Exchange and aims to achieve long-term capital growth in real terms and steadily increasing income.

The trust is unusual in that it is an investment trust but also has an Independent Professional Services 
business, which provides pensions (pension trustee services and outsourced administration), corporate 
trust (the original business of LWDB, which focuses on loans and bonds) and corporate services (corporate 
secretarial services). This makes up ~18% of NAV and is highly profitable with high single-digit growth in 
both revenues and profits over the last several years. Consequently, it funds ~35% of LWDB’s dividends. 
This gives the fund managers increased flexibility to select lower- or non-yielding stocks and have not 
been forced into the high-yielding blue-chips that dominate many income portfolios but have struggled to 
achieve capital performance in recent years.

The investment portfolio is managed by Janus Henderson Investors on a bottom-up basis, aiming to provide 
investors with a diverse selection of quality companies (~150 stocks), mainly made up of those listed in 
the UK (82%), although they have the flexibility to invest in overseas stocks where there is no compelling 
UK equivalent. The managers invest directly in the UK, North America, Japan and Europe while the small 
allocation to Asia-Pacific ex-Japan and other markets tends to come via funds. Stocks are selected following 
a rigorous assessment of company fundamentals, with a focus on finding growing businesses whose current 
share prices are not believed to reflect their long-term growth prospects. 

The managers are able to draw on the broad global research resources of Janus Henderson Investors and 
they aim to build and exit positions gradually, with an average starting position of ~0.3%, rising to an average 
of 0.7%. Portfolio turnover is relatively low at ~17%, implying a holding period of six years. The managers 
will gently trim positions that have done well and may also sell out of holdings where there has been a 
deterioration in fundamentals. Top ten holdings include such names as GlaxoSmithKline, Shell, HSBC, Rio 
Tinto & National Grid.

The fund has performed very well over the long term, with a NAV total return over the last ten years 
of +83%, significantly outperforming both the FTSE All-Share and its UK Equity Income peer group.  The 
fund has a record of +40 years of increasing or maintaining dividends to shareholders and has delivered 
annualised dividend growth of +7% over the last ten years.

The fund benefits from one of the lowest fees in the investment trust sector, with a Total Expense Ratio 
of just 0.5%. Combined with the trust’s strong track record and 4% yield, we rate the fund a strong buy.
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Tweet of the Month:
“Rising interest rates, QE unwinding & soaring inflation are proving to be a triple whammy for crypto investors”

According to research from the Financial Conduct Authority (FCA), around 2.3m UK investors hold some 
type of crypto. Although Bitcoin is the best known, there are over 18,000 other cryptocurrencies to 
choose from. It is no longer a niche market. And it is no longer a buoyant market. After topping $64,000 in 
November 2021, the value of Bitcoin has tumbled below $20,000. This is a drop of 70%. 

The pandemic proved a boom time for crypto. As savings accounts offered meagre returns, the chance to 
make a capital gain on Bitcoin’s run-away growth looked increasingly attractive. High levels of economic 
stimulus also ramped up demand. Cryptos gathered more buyers and believers when central banks (and 
governments) were spraying money around like confetti and some investors were understandably looking 
for stores of value.

But times are changing. Governments are unwinding quantitative easing, interest rate rises are on the ho-
rizon in the US, UK and eurozone, and inflation in OECD economies is averaging 9.2%. The trouble is that 
cryptocurrencies have only been around for 13 years - we have little idea how they are going to fare in a 
more forbidding economic climate. 

We can, however, make an educated guess. Rate hikes are crypto’s first problem, raising the ‘risk-free’ rate 
of return: a three-month Treasury Bill now offers a 1.6% return, up from 0.05% a year ago. This increases 
the opportunity cost of risky investments and makes the gamble of a capital gain on a cryptocurrency less 
attractive. This is compounded by the fact that a significant proportion of crypto market activity is fuelled 
by borrowing. According to the FCA, 14% of UK crypto investors bought on credit. 

It is worth pointing out that the fall in crypto is not unique. Equities markets have also been hit by the 
gloomier economic climate. Since Bitcoin’s November peak, meme-stock AMC has dropped by 67% and 
the better-established pandemic darling Zoom has dipped 61%. The wider S&P 500 index has lost over 16% 
as recession fears hit equity markets.

But some of crypto’s problems are very unique indeed. There are no established valuation metrics, mean-
ing that their values can fall steeply and unpredictably. Crypto has also never had to prove itself as a hedge 
against inflation. There was once hope that it would act as a hedge in the same way that alternative invest-
ments such as art, wines and gold historically have. The evidence so far is not promising. As we enter an 
economic climate of rising interest rates, recession fears and high inflation, cryptocurrencies are going to 
see their mettle tested.
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Economics:
Britain’s economy is struggling under the strain of two major risks in the form of double-digit inflation 
and a possible recession, leaving the Bank of England in a dilemma about how much further it should raise 
interest rates. The BoE has raised borrowing costs five times since December and its next scheduled rates 
announcement is on the 4th of August. The central bank has said it will act “forcefully” - in other words, 
increase rates more steeply - if inflation pressures turn more persistent. But it also expects almost no 
economic growth over the next three years. Corroborating this is the Organisation for Economic Co-
operation and Development, which is forecasting that the UK will show zero economic growth in 2023, 
the weakest performance all its member countries, bar sanctions-hit Russia.

European Central Bank policymakers put on a brave face at their annual gathering in the hills above the 
Portuguese capital and forecast further economic expansion despite looming gas shortages, but in private 
conversations recession fears were increasingly dominant. Growth has slowed sharply this year amid the 
fallout from Russia’s war in Ukraine, negating the economic rebound from pandemic lockdowns and raising 
the risk that any further escalation in the conflict could choke off whatever growth is still left. That would 
complicate life for the ECB, which is preparing for its first interest rate hike in over a decade to curb 
inflation, because policy tightening in a recession risks exacerbating the downturn. “I have few doubts we’re 
going into a recession,” said one ECB policymaker. A recession would come right in the middle of rate hikes 
aimed at curtailing inflation, which is expected to have hit a record high 8.4% this month. Still, policymakers 
speaking both in public and private agreed that in view of the ECB‘s mandate of price stability, rate hikes 
are needed to stop inflation from getting entrenched and there is no going back on plans to raise rates in 
both July and September before further moves later.

A Federal Reserve tracker of economic growth is pointing to an increased chance that the US economy has 
entered a recession. Most Wall Street economists have been pointing to an increased chance of negative 
growth ahead, but figure it won’t come until at least 2023. However, the Atlanta Fed’s GDPNow measure, 
which tracks economic data in real time and adjusts continuously, sees second-quarter output contracting 
by 2.1%. Coupled with the first-quarter’s decline of 1.6%, that would fit the technical definition of recession. 
One big change in the quarter has been rising interest rates. In an effort to curb surging inflation, the Fed 
has jacked up its benchmark borrowing rate by 1.5 percentage points since March, with more increases 
likely to come through the remainder of the year and perhaps into 2023. Fed officials have expressed 
optimism that they’ll be able to tame inflation without sending the economy into recession. However, Chair 
Jerome Powell said getting inflation down is the paramount job now.

Quote of the Month:
“Inflation is when you pay fifteen dollars for the ten-dollar haircut you used to get for five dollars when you had 
hair” - Sam Ewing 

Unfortunately, Bank of England Governor Andrew Bailey believes that high inflation in the UK will persist 
for longer than previously expected as soaring petrol and gas prices have sent household bills rocketing 
to new highs. However, he says he is determined to bring down inflation and is prepared to use the Bank’s 
power to increase interest rates aggressively in response, though he added that it may not be necessary if 
price growth slowed towards the end of the year. That would be positive for both stocks and bonds.
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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.

July 
July has risen on average 55% of all the years since 1984, 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 24 of the 38 years between 1984 and 2021, 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.

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 noted “With the FTSE 100 at the lower Bollinger band, the market is therefore at a strong support 
level. If this fails, we target a fall to 7,200.” In the event, the support level failed and the FTSE 100 fell 2.5% to 
7,168. At this level, the market is even more difficult to predict. The market outlook remains bearish. The 
200-day moving average is beginning to roll over and the market remains below this crucial indicator. How-
ever, the RSI looks about to move above the 50 level. And the FTSE 100 is certainly at the lower end of its 
recent range, reaching 7,600 as recently as May before falling to 7,010 in mid-June. There could be further 
downside of course but large support will surely be found at the psychologically-important 7,000 level.   
             
“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:
13th July  Full Moon (markets tend to reach a low point around this time 
15th July  Options Expiry Day
21st July  ECB Meeting
26th July  FOMC Meeting
28th July  New Moon (markets tend to reach a high point around this time)    
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