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Introduction:
After experiencing its worst first-half decline since 1970, the S&P 500 jumped 9.2% in July. Impressive yet 
depressing at the same time considering how much further it has to go just to get back to breakeven. If 
you are wondering why stocks rallied, you might conclude that something positive must have happened on 
the inflation front. Actually, the inflation data reported in mid-July was the worst in 40-plus years. Ditto any 
positive thought on the economy; Q2 GDP reported late in July was negative, meaning the economy had 
met the textbook definition of a recession. The market’s ability to shake off the data and finish the month 
in rally mode likely reflected a few factors. For one, the sky does not appear to be falling on the consumer 
economy. Lower-income consumers are struggling with reduced purchasing power, but most consumers 
are benefiting from full employment and rising wages. Equally important, the markets are starting to believe 
that the Fed’s aggressive action will help contain inflation. Finally, consumers may be learning to live with 
higher interest rates - particularly if, as some investors now suspect, rates hit a plateau and begin to fall 
next year.

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

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. Coming out of the worst pandemic 
in a century, the economy is in a perilous place - but not because of the disease itself. A combination of 
recovery-driven demand, government stimulus, and disrupted supply chains began to send prices higher 
in mid-2021. Central banks initially misread what they thought was a “transitory” phenomenon of rising 
inflation. The war in Ukraine and COVID lockdowns in China have compounded the price spike into 
the worst inflation in more than 40 years. The price of everything has gone higher, and consumers are 
rethinking their free-spending ways of the past year. With more income going to food and fuel, purchases 
of everything else are slipping.

Micron, which supplies memory chips and devices to consumer electronics makers, warned late in June that 
consumer demand for smartphones and other devices had turned suddenly lower. The company’s current-
quarter revenue guidance missed pre-reporting expectations by about $2 billion. If investors needed a 
wake-up call that discretionary spending is being squeezed, Micron provided one.

This has of course fed through to the equity markets. Breadth remains weak. The percentage of stocks in
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Market Outlook (cont):
the S&P 500 trading above their 200-day averages is abysmal. The VIX index, which spent most of the past 
decade in the 10-15 range, has spent nearly all of 2022 in the 20-30 range. This high level of anxiety reflects 
a market that cannot quite stage a meaningful recovery rally even after repeated waves of selling. Investors 
are also stewing in stultifying summer weather, which is seasonal to some and a harbinger of worsening 
climate change to others.

That said, there are positives in the outlook. With about 75% of the UK population fully vaccinated, and 
with new variants generating antibodies in the unvaccinated, long-elusive herd immunity may be developing.  
Pandemic stimulus was criticised for reaching even those who were not in need. The positive upside of 
widespread stimulus is that consumer balance sheets are healthy, which should help support consumer 
spending. Inflation has pushed prices stubbornly higher, and they are unlikely to go down anytime soon; but 
the absolute rate of change in inflation may be slowing. Petrol prices are sending positive signals on the 
pace of inflation growth. Investors want to call a market bottom, but need to see more positive and less 
negative data beforehand.
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Recommended Investment:
First Trust Global Equity Income ETF 
The First Trust Global Equity Income ETF is a passively managed index-tracking fund that seeks to invest 
in attractively valued income stocks which provide access to the long-term growth potential of the global 
economy. It trades on the London Stock Exchange in sterling (GINC.L).

Historically, the best performing dividend-paying stocks have not been companies that pay out the highest 
percentage of earnings, but rather those that can fundamentally afford to increase their dividend. The First 
Trust Global Equity Income ETF therefore does not simply select the highest yielding stocks, but combines 
a ‘Deep Value’ factor approach to income investing and screens companies to ensure the fundamentals 
support the dividend. To do this, First Trust takes the Nasdaq Global Index, and removes the companies that 
yield less than 1.5x the average and have not grown their dividend over the last 3 years. It then eliminates 
stocks with:

i-the Lowest 20% Return on Assets (more profitable companies have a greater ability to fund internal 
projects while also sustaining the current dividend);
ii-a Long-term Debt to Assets ratio of more than 75% (to avoid unstable companies that are overleveraged);
iii-a 3-year Payout ratio of more than 90% (to ensure the company can sustain its dividend over fluctuating 
business cycles); and
iv-Negative Free Cash Flow (to ensure a company has adequate cash to cover working capital and capital 
expenditures. Dividends are paid out of cash flow).

The securities that pass the above screens are selected for inclusion in the portfolio and weighted by ‘net 
income minus dividends paid’ or ‘plough back’, subject to a maximum weight of 3% for developed stocks 
and 1% for emerging market stocks.

As a result, the portfolio is highly diversified, both by stock and geographic location. The top 10 investments 
make up just 18% of assets and include such names as Novartis, Volkswagen, US Bankcorp and Verizon 
Communications. The top 5 countries by geographic location are the US (17%), Japan (14%), China (9%), 
Germany (9%) and the UK (5%). Interestingly the constituents of the funds currently trade on an average 
P/E multiple of just 5.42x earnings and 1.02x book value, cheap by any measure.

The fund benefits from a Total Expense Ratio of just 0.6%. Combined with the fund’s 5.2% dividend yield, 
we rate the fund a strong buy.
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Tweet of the Month:
“Sterling recently hit a two-year low against the dollar and much has been made of its ‘emerging market charac-
teristics’. But it’s not all bad news”

In May, a Bank of America analyst made headlines when he relayed discussions about the pound taking 
on ‘emerging market characteristics’ in a client note. There is no denying the fact that the pound has had a 
bumpy five years. 2016’s flash crash saw the pound lose 9% against the dollar overnight. The spectre of 
pandemic-induced disruption precipitated further dips in March 2020 and December 2021. More recently, 
news that the UK economy had contracted for the second consecutive month saw the pound lose 1.5% 
against the dollar.

One drawback of a weaker pound is that it increases the cost of imports. And this is particularly unhelpful 
at the moment. Minutes from June’s Monetary Policy Committee meeting highlighted the UK’s status as a 
net importer of tradable goods and energy, both of which are running at ‘very elevated’ prices. This has left 
many companies feeling the squeeze and further sterling depreciation will only intensify cost pressures. 
Companies like supermarkets and clothing retailers are reliant on long global supply chains and now risk 
seeing raw material costs edge even higher.

The recent dip has taken place at a time of rising interest rates, which, in theory, is surprising. Higher inter-
est rates trigger hot money inflows - injections of cash from investors looking to lock in the highest possi-
ble short-term interest rates. These inflows see demand for the currency increase, meaning that rate hikes 
are often associated with currency appreciations. Even more surprisingly, the Bank of England implemented 
its first post-pandemic rate hike in December 2021. The Fed didn’t follow suit until March 2022, and the 
ECB only increased rates in July. Game theory tells us that there was potential for a first-mover advantage 
here: the UK was offering investors a relatively higher short-term interest rate when levels elsewhere 
were still low. But if there was any theoretical advantage to moving first, it didn’t materialise: the pound has 
lost 13% against the dollar over the past 12 months.

But first, a note of reassurance. Emerging market currencies tend to be defined by their country of issue 
rather than the currency’s behaviour. In reality, the pound is excluded from the club. Behaviour-wise, ster-
ling also lacks the more extreme features of many emerging markets currencies: think dollar pegs in Saudi 
Arabia and capital controls in China.

And while the majority of FTSE 100 firms are headquartered in London, many of them operate elsewhere. 
Indeed, over 70% of revenues generated by FTSE 100 companies come from outside the UK. This is a sur-
prising fact rendered less surprising when you consider how active the FTSE’s banks, mining companies and 
oil and gas giants are in overseas markets. 

Rio Tinto, for example, sees the majority of its sales denominated in US dollars; HSBC generates almost 
60% of its revenue from outside of Europe. For these firms, as sterling depreciates, the sterling value of 
these earnings rises. It’s not all bad news.
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Economics:
The UK economy has probably tipped into recession, and the Bank of England should hold off from further 
interest-rate increases, a former policy maker at the central bank said. Danny Blanchflower, who served on 
the BOE’s Monetary Policy Committee from 2006 to 2009 said the UK will probably follow other major 
economies into recession and that unemployment is a bigger threat. “The UK in all likelihood is already in 
recession, the right thing to do is to sit back and wait and watch as the global recession probably spreads” he 
said in an interview on BBC Radio 4’s “Today” programme. Economists predict GDP shrank around 0.5% 
in the second quarter and doubts are growing over whether output will subsequently rebound, given the 
scale of the cost of living crisis. A technical recession is defined as two consecutive quarters of contraction. 
“A 1% rise in unemployment hurts people much more than a 1% rise in inflation in terms of pain and sadness”, 
Blanchflower noted.

The eurozone’s GDP increased by 0.7% while the EU’s GDP grew 0.6% in the second quarter, according 
to a preliminary flash estimate published by Eurostat. Despite the growth achieved, some experts believe 
that the triple pressure of the energy crisis, high inflation and tightening of monetary policy may plunge 
Europe into a recession. The European economy is slowing down to the point where there is a high risk of 
recession. Andrew Cunningham, chief European economist at Capital Economics, said that the economic 
data released “is as likely to be as good as it will get for the eurozone for the foreseeable future.” Goldman Sachs 
lowered its forecast for economic growth this year, predicting that even if Russia does not completely cut 
off energy supplies, a technical recession of two straight quarters of negative growth is now likely.

There is no historical precedent to indicate that an economy in recession can produce 528,000 jobs in a 
month, as the US did during July. A 3.5% unemployment rate, the lowest since 1969, is not consistent with 
contraction. But that doesn’t mean there isn’t a very real recession ahead, and, ironically enough, it is the 
labour market’s phenomenal resilience that could pose the broader economy’s biggest long-run danger. The 
Fed is trying to ease pressures on a historically tight jobs situation and its rapid wage gains in an effort to 
control inflation running at its highest level in more than 40 years. “The fact of the matter is this gives the Fed 
additional room to continue to tighten, even if it raises the probability of pushing the economy into recession”, said 
Jim Baird, Chief Investment Officer at Plante Moran Financial Advisors. “It’s not going to be an easy task to 
continue to tighten without negative repercussions for the consumer and the economy.” Markets are now assigning 
a 69% chance of the central bank enacting its third straight 0.75% interest rate hike when it meets again 
in September.

Quote of the Month:
“Rising interest rates are considered bad for stocks because they raise the cost of doing business and depress 
corporate earnings and because higher yields make bonds relatively more attractive than stocks to investors” - Alex 
Berenson

The Bank of England raised its main rate by 50bps to 1.75% during its August 2022 meeting, the sixth 
consecutive rate hike, pushing borrowing costs to the highest level since 2009. It is the biggest rate 
increase since 1995. Fortunately, though CPI inflation is expected to rise to 13.3% in October, and to 
remain at very elevated levels throughout much of 2023, the BoE expects it to fall to the 2% target two 
years ahead. It is also worth keeping in mind that the UK base rate averaged 7.15% from 1971 until 2022, 
reaching an all-time high of 17% in November of 1979. We are so far away from the average let alone that 
lofty level to believe modest rising rates will have a dramatic effect on stock prices.
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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, 2022 is likely to be a 
positive year for the stock markets.

August 
August is the 6th best performing month, rising 61% of the time, with an average return of 0.5%. It can, 
however, 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 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: 
The FTSE 100 rose 3.8% last month, rebounding from the lower end of its trading range. Investors are 
feeling happier, but we feel that the equity markets are unlikely to hold at these lofty levels. The ADX is 17, 
signifying that there is no trend in the market. With the FTSE just 81 points below the upper Bollinger band 
and a whopping 359 points above the lower Bollinger band, the potential for a significant pullback is obvi-
ous. In addition, the RSI is hugely overbought at 84%. Previous levels of such strength have been followed 
by large market declines, particularly when there has been no catalyst for a stock market rise. Considering 
we are in the weaker summer months, investors should err on the side of caution.
             
“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:
4th August  MPC Meeting
12th August  Full Moon (markets tend to reach a low point around this time) 
19th August  Options Expiry Day
27th August  New Moon (markets tend to reach a high point around this time)    
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