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‘US stock market 
bounces off its lows’

by Mark Maloney, Managing 
Director, Gibraltar Asset 
Management Limited

Market Outlook

O
ur 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 
infl ation. The war in Ukraine 
and COVID lockdowns in China 
have compounded the price 
spike into the worst infl ation 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 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 refl ects 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. 
Infl ation has pushed prices 
stubbornly higher, and they are 
unlikely to go down anytime 
soon; but the absolute rate 
of  change in infl ation may 
be slowing. Petrol prices are 
sending positive signals on 
the pace of  infl ation growth. 
Investors want to call a market 
bottom, but need to see more 
positive and less negative data 
beforehand.

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 profi table 
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 fl uctuating 
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 
fl ow).
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 diversifi ed, both by 

stock and geographic location. 
The top 10 investments 
make up just 18% of  assets 
and include such names 
as Novartis, Volkswagen, 
US Bancorp 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 benefi ts 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.
Please be aware that the value 
of  your investments may fall 
as well as rise and your capital 
is at risk. Income from the 
investment may fl uctuate 
in value in money terms. 
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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.
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OFFICIAL NOTICE
GIBRALTAR FAIR 2022 

TRAFFIC NOTICE
In connection with this year’s Fair, the following parking and traffi c restrictions will be implemented:

Parking Restrictions
1. Coaling Island Pay & Display Car Park from 8am on Monday 15th August until 12pm on Tuesday 30th August 2022.
2. Peter Isola Promenade Jetty (motorcycle bay at the northern end) from 8am on Monday 15th August until 12pm 
on Tuesday 30th August 2022.
3. Admiral Rooke Road (Parcel Post Offi ce pick up bays) as from Saturday 20th to Sunday 28th August 2022 between 
the hours of 6pm to 2am daily. 

Road Closures
The following roads will be closed to all vehicular traffi c from Saturday 20th to Sunday 28th August 2022 between the 
hours of 6pm and 2am daily (unless otherwise directed by the RGP):
1. Queensway northbound at its junction with Reclamation Road (Campion Park) and southbound up to the southern 
entrance/ exit to/from Edinburgh Estate. Access to residents of Edinburgh Estate will remain as existing (via 
Queensway) up to the road closure. 
2. Northbound traffi c will be re-routed via Reclamation Road towards Regal House for the duration of the road closure. 
3. Southbound traffi c will be re-routed via Europort Avenue for the duration of the road closure. 
4. Admiral Rooke Road in its entirety from Bishop Caruana Road to Queensway. 

Traffi c signs will be placed accordingly on the approach to the above cited areas.

The public is also reminded that parking is available at Midtown Car Park.
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