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Introduction:
The Technology sector has meaningfully outperformed the broader market in recent years. The COVID-19 
pandemic in particular drove a major demand spike in edge devices (PCs and smartphones) and other 
products for the connected home. 2022 has been a different story for investors. The supply-chain crisis 
was focused in electronic parts and there has been a decline in consumer edge-device demand as inflation 
sapped household buying power. Rising interest rates have also hit valuations. Yet the sector is also benefiting 
from cyclical, demographic, and secular drivers. The hybrid workplace is here to stay, and the PC has 
recaptured its once-preeminent place in the technology ecosystem. From a demographic perspective, up 
to two billion people worldwide are joining the middle class and prioritising real-time connectivity. Multiple 
secular drivers, including cloud, AI, automation, electronic vehicles & autonomous driving are expanding 
technology demand into non-traditional markets. Our recommended investment to tap into this theme is 
the Polar Capital Technology Trust (PCT.L), an investment trust listed on the LSE with a phenomenal track 
record (+495% over the last 10 years).
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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. The best show in New York City this 
summer may be playing on Wall Street as opposed to on Broadway. Indeed, drama, excitement, suspense, 
and intrigue are all plentiful in the financial district. 

After rallying across July and half of August, the S&P 500 has retreated ~9%.  There is no evident driver of 
the selloff, except potential profit-taking after strong gains were logged over those six weeks. Whilst the 
US stock market has bounced 7% off its lows, it still has a long climb to get back to break-even for the 
year. While there is plenty to worry about, including generational-worst inflation, a few positive signs are 
visible. The US economy is two and a half years into the pandemic and more than a year into the supply 
chain crisis, and finally there are signs of movement in both.

The pandemic is becoming a non-event for most Americans, even as it quietly drags on. Daily hospitalisations 
and deaths are still meaningful, and cold weather could bring a resurgence. However, with most Americans 
immunised via vaccine or past infection, the coming winter should be the mildest in three years for this
stubborn disease.
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Market Outlook (cont):
Several large technology companies with good vantage points on the supply chain have wrapped up earnings 
season with positive news. The CEOs of both Cisco Systems and Applied Materials spoke of easing supply 
constraints as of their quarter-ends, with further easing into their current fiscal quarters.

Meanwhile, corporate earnings are strong. According to Bloomberg, Q2 EPS was up 7.7% from the previous 
year, supported largely by higher revenues. This tells us that companies are able to increase prices to 
customers. It appears that corporations, in a supply-constrained environment, are prioritising building 
their highest-margined and most in-demand products, resulting in a more-favourable mix. Finally, at the 
department level, managers are analysing every expense for waste and redundancy.

Despite all this, challenges remain, which in addition to inflation, COVID, and the supply chain include the 
war in Europe and the dampening effect of higher interest rates on major purchases. The loss of purchasing 
power and discretionary income not only saps the economy, it saps the spirit. This will lead to uneven GDP 
growth moving into 2023. Investors should also be aware that September is historically the worst month 
of the year for equities.
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Recommended Investment:
LendInvest Secured Income II plc 6.5% 08/08/27
LendInvest plc (“Lendinvest”) is a specialist provider of mortgages to experienced property investors, 
landlords and developers who are seeking to finance residential & commercial property projects in the UK. 

At the core of LendInvest’s offering is an end-to-end technology platform that makes it considerably easier 
than traditional options to invest into property loans as well as to borrow. LendInvest’s asset management 
platform comprises two elements. On one side investors use the platform to invest in property loans that 
LendInvest originates. On the other side, LendInvest provides landlords and developers with buy-to-let 
mortgages, development loans and short-term property finance. This disruptive technology infrastructure 
allows it to offer competitive products and pricing through a seamless and customer-centric process. It has 
enabled the Group to originate significant portfolios of high-quality property finance assets and grow its 
platform assets under management from £375 million as at 31 March 2017 to £2.9 billion as at 31 March 
2022. Backed by an unparalleled 13-year track record, LendInvest continues to demonstrate strong financial 
performance. 2021 was a landmark year for the business - becoming a public company and delivering its 
most profitable results to date, generating gross profit margins of 57%.

LendInvest’s loans are secured by property at conservative loan-to-values (“LTV”) of 65-70%. Thus, there 
is a good amount of protection against a fall in property values should the historical LTV average be 
maintained.

This is the third bond that has been issued and the bond benefits from a partial 20% guarantee by the 
Guarantor, Lendinvest plc. The Bonds are secured by way of a floating charge over the assets of the Issuer 
(comprising of a portfolio of loans). In addition, the terms of the Bonds contain certain covenants including: 
a maximum limitation on the weighted average LTV ratio (75%) an interest cover ratio (1.2:1) and a 
requirement that the balance of the portfolio of loans and cash must at all times equal a certain percentage 
of the nominal amount of the Bonds. The bonds are not rated by any credit rating agency, though that is 
not unusual in the retail bond market.

The bonds are traded on the London Stock Exchange’s Order Book for Retail Bonds (“ORB”), with prices 
quoted during normal market hours. The bonds can be sold before maturity on the ORB and the prices 
are supported by prominent investment firms in a market-making capacity. The bonds can be bought and 
sold in multiples of just £100. Interest is paid in two equal instalments on 8 February and 8 August every 
year and the capital plus final interest will be repaid (provided LendInvest does not go out of business or 
becomes insolvent) on 8th August 2027.

Offered at 101.25% in the market, the bonds are trading on a very attractive gross redemption yield of 
6.2%. Buy.
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Tweet of the Month:
“The Bank of England’s latest monetary policy report surprised with its gloomy economic projections. But in a time 
of high uncertainty, individual forecasts should not be given too much weight”

August’s monetary policy report saw the Bank of England (BoE) announce a 0.5% increase in interest rates. 
That much was expected. But what caused shockwaves was the BoE’s predictions for the UK economy, 
which were significantly more pessimistic than May’s forecasts. Under the latest projections, the economy 
will contract in the fourth quarter and continue to shrink over the course of 2023. This sharp drop in 
economic activity will be driven by “the significant adverse impact of the sharp rises in global energy and trad-
able goods prices on UK household real incomes”. The Bank expects the recession to be relatively deep, with a 
peak-to-trough contraction of 2.25%. Soberingly, it is also expected to last for five successive quarters - as 
long as the 2008 recession.

But not all forecasts are so bearish. Economists at Panmure Gordon predict a shorter, two-quarter con-
traction, and Capital Economics also foresees a shallower recession. Samuel Tombs, chief UK economist 
at Pantheon Macro, even argues that a recession could be avoided altogether. So why is the BoE so pes-
simistic? 

Firstly, because it is bound by a number of forecasting conventions - and this is more interesting than it 
sounds. In 2019, the BoE set out a method for modelling energy prices which assumes that they first fol-
low their futures curves, then remain constant after six months. This statistical quirk was designed to make 
forecasting simpler, but now has significant impacts: under the BoE’s projections, energy prices are assumed 
to stay at high levels over the forecast period. When the BoE adapts its model to allow energy prices to 
follow their (downward sloping) futures curve instead, the picture looks a little brighter: GDP contracts 
by 1.5% instead of 2.1% by the third quarter of next year. What’s more, the BoE’s models only take current 
government policies into account. In normal times, this makes sense. But with a new prime minister taking 
office, some level of fiscal stimulus looks almost certain. Further government action on energy prices could 
easily double the £37bn in help announced earlier this year. Under these conditions, the recession would 
be significantly milder: Panmure Gordon projects a two-quarter contraction, before a return to growth 
in Q2 2023. Pantheon Macro’s Tombs also argues that “with extra government support likely to be announced 
shortly after the new PM takes office, and households still holding considerable savings, a recession is not inevitable”.

It is also worth noting that today’s forecasts are being produced in a climate of high uncertainty - especially 
where energy prices are concerned. The BoE is at pains to stress the “exceptional level of uncertainty” sur-
rounding its forecasts. In this environment, we should not be surprised that different forecasts are yielding 
such varied results. 

The FTSE 100 was relatively flat after the BoE announcement, and even the currency market reaction was 
relatively muted - perhaps markets took the announcement with a pinch of salt, too. There is an old joke 
that economists have predicted 20 of the past two recessions - unfortunately, it looks as though this time 
they might be right. But given the uncertainty surrounding energy prices and fiscal policy, the outlook may 
prove brighter than BoE forecasts suggest.
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Economics:
Goldman Sachs expects the UK economy will slip into recession later this year, with the risk that it could 
turn out to be a deep contraction amid soaring energy costs. The UK’s gross domestic product is expected 
to fall by around 1% through mid-2023, Goldman said in a research note, “Concerns around cost-of-living 
pressures in the UK have continued to intensify on the back of the worsening energy crisis. Real consumption is still 
likely to decline significantly.” Last month, the Bank of England unleashed its biggest interest-rate hike in 27 
years and warned the UK is heading for more than a year of recession under the weight of soaring inflation. 
The recession prospects are still unlikely to deter the Bank of England from tightening monetary policy 
further, Goldman said. It expects a 50 basis-point rate hike in September and “upside risks” to its call for 
quarter-point increases in November and December.

European economic activity fell for a second consecutive month in August, as high inflation fuelled by 
Russia’s all-out war in Ukraine darkens the outlook. The PMI - or purchasing managers’ index - fell from 
49.9 in July to 49.2 in August. A reading below 50 represents a contraction in business activity. The index 
dropped under 50 in July after 16 months of growth, as inflation driven by soaring energy prices and supply 
chain crises batters the world economy. Manufacturing was thus already down in July, but the downturn 
has now spread to services, including tourism, which had helped some EU economies hobble through 
the summer. Cost of living pressures mean that the recovery in the service sector following the lifting of 
pandemic restrictions has ebbed away.

The US economy added 315,000 jobs in August and wages also continued to rise. Those payroll and 
wage gains came amid soaring inflation and concerns over a slowing economy that posted negative GDP 
numbers in the first two quarters of the year, generally considered a tell-tale sign of recession. Inflation is 
running near its fastest pace in more than 40 years as a combination of a supply-demand imbalance, massive 
stimulus from the Fed and Congress and the war in Ukraine has sent the cost of living soaring. The Fed 
has been battling the inflation problem with a series of interest rate hikes totaling 2.25% that are expected 
to continue into next year. The Fed has warned that they have no intention on backing off their policy 
tightening measures and expect that even when they stop hiking, rates will stay elevated “for some time.”

Quote of the Month:
“There is no instance of a nation benefiting from prolonged warfare” - Sun Tzu

Russia has been battered by sanctions ntended to punish her for its actions in Ukraine. In April, the White 
House stated, “Experts predict Russia’s GDP will contract up to 15% this year, wiping out the last fifteen years 
of economic gains. Inflation is already spiking above 15% and forecast to accelerate higher … Supply chains in 
Russia have been severely disrupted. Russia will very likely lose its status as a major economy, and it will continue 
a long descent into economic, financial, and technological isolation.” Let’s hope that President Vladimir Putin is 
familiar with this quote from Sun Tzu’s 5th-century masterpiece which concludes “Only one who knows the 
disastrous effects of a long war can realise the supreme importance of rapidity in bringing it to a close”.
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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.

September 
After the summer lull, things get exciting again for investors in September in what is historically the worst 
performing month of the year, falling on average 0.7%, 53% of the time. It is even worse for the mid-caps 
with the FTSE 100 historically outperforming the FTSE 250. However, although the average return is bad 
for the month, about half of all Septembers do have positive returns. The problem is that when the market 
does fall in this month, the falls can be very large.

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.

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



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

Technical Analysis: 
Last month we wrote “we feel that the equity markets are unlikely to hold these lofty levels… the potential for 
a pullback is obvious… In addition, the RSI is hugely overbought at 84%... Previous levels of such strength have 
been followed by large market declines”. In the event, the market fell 158 points (2.1%) though was down 292 
points or 3.9% at one stage. The market now looks if anything a little oversold. The RSI has fallen from an 
overbought level of 85% to an oversold level of 31%. And with the market trending, the 200-day moving 
average lying at 7,390 looks a natural target. However, we are in the worst-performing month of the year 
and would urge traders to exercise 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:
10th September  Full Moon (markets tend to reach a low point around this time) 
15th September  MPC Meeting
16th September  Options Expiry Day
20th September  FOMC Meeting
21st September  ECB Meeting     
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