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Introduction:
A new month, a new quarter, good riddance to the old. It’s been rough of late, with all asset classes falling 
hard and fast. There are many market conditions that investors need to evaluate: inflation, interest rates, 
dollar strength, global monetary policies, geopolitics, bond-yield inversions, rising volatility, and corporate 
earnings. Still, central banks have been clear: the focus needs to be on inflation, inflation, and inflation. That 
suggests investors are being forced to prioritise how the overall economy is holding up against steady 
and large interest-rate hikes. The Fed believes that its harsh medicine will work, but not instantaneously. 
It expects inflation to grow in the US by 5.4% in 2022, 2.8% in 2023, and 2.3% in 2024, finally reaching its 
target of 2.0% in 2025. So much for transitory but at least 2023 is looking much brighter.
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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 overweight. A bad year for stocks as of midyear 
turned worse in the third quarter. Given the false-hope surge in July, the FTSE 100 declined 3.8% in Q3. 
Whilst it did better than the ugly 4.6% collapse in the second quarter, it is still an uncomfortable market 
to be invested in.

Yet, the stock market is fundamentally more attractive now that what it was in January. Yes, the outlook for 
higher interest rates challenges the market outlook in the intermediate term. However, the light is darkest 
before the dawn and central banks are surely closer to the end than the beginning of their rate cycle.

Investors continue to confront stubbornly high inflation and an unsettling geopolitical situation that now 
includes North Korean ballistic missiles flying over Japan. On the upside, the economy is holding up; fully-
employed consumers are continuing to spend with their rising wages; and corporate earnings continue 
to move higher, preventing valuations from becoming overstretched. In the commercial and industrial 
economy, the usual markers of a sinking economy - business loan defaults and missed mortgage payments 
- are largely absent. 

On the geopolitical front, surprising successes by the Ukrainian armed forces suggest that the war in 
Eastern Europe could be settled (or even won) sooner than anticipated. That has given a psychological
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Market Outlook (cont):
boost to stock markets worldwide. Markets are also steadying as investors (and consumers and business 
people) adapt to the higher interest-rate environment. They are learning to live with inflation, predicated 
on the assumption that annual growth in prices has begun to moderate.

As stock markets test their year-to-date bear-market lows and teeter on another major breakdown, we are 
starting to see some signs that at least a short-term bounce is near. Major indices are trading at oversold 
levels, “triple bottoms” have been formed and there is a sense of capitulation in the air. 

Can the market fall another 10%? Absolutely. But there is no bell that rings when the stock market has hit 
the bottom. To be within 10% of it is good enough for investors investing for the long term. Seasonally, we 
are now in the strongest half of the year. And the fourth quarter is historically the best-performing quarter 
for stocks. Sentiment is weak. Gloom among investors runs deep, and few are counting on a bounce-back 
quarter. A bottom in sentiment is one of the necessary ingredients for a recovery rally into year-end.
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Recommended Investment:
iShares Core S&P 500 ETF
“I recommend the S&P 500 index fund and have for a long, long time” billionaire investor Warren Buffett said 
at Berkshire Hathaway’s 2021 annual shareholders meeting. And indeed, over the long term, this index of 
major US companies has proven remarkably resilient. Despite wars, pandemics, recessions and numerous 
other challenges since its inception in its current form in 1957, the average annualised return on the S&P 
500 is 11.88% (to Y/E 2021).

Though numerically just a small portion of the more than 4,200 publicly listed companies based in the 
United States, S&P 500 companies represent about 80% of total US market capitalisation. Thus, the index 
is widely regarded as a “proxy” for the broader US equity market. 

Some of the underlying qualities that make the S&P 500 such an important benchmark include:

i-Quality - S&P 500 companies are often considered the most representative of the key industries in the 
economy, and they tend to be large-caps with relatively higher quality and stable businesses.

ii-Access to secular growth - the US is a global innovation juggernaut, the most dynamic economy on 
earth and home to world-leading technology firms, many of which are included in the S&P 500. Legendary 
investor Warren Buffett once said that most people need only put their into an ‘American business’ and 
let it grow.

iii-Real returns - the S&P 500 over the long term has historically provided real returns - or the amount 
earned after accounting for inflation - as companies have become more productive and able to pass on 
higher costs to consumers. Even during the Great Inflation decade from 1971 to 1980, consumer prices 
rose by a cumulative 117%, but the S&P 500’s total return was higher at 125%.

iv-A foundation for consistent earnings - because of the stringent requirements for inclusion in the S&P 500 
Index, the companies have generally kept up with long-term structural changes in the economy, technology 
and consumer preferences, which contributes to a rise in corporate earnings - the foundation for long-
term equity gains. To be selected for inclusion in the index, companies must have at least $14.6 billion in 
market capitalisation, have positive earnings in the most recent quarter and year and meet a host of other 
standards. The list is continually updated by the Index Committee as companies expand or decline, and this 
regular refresh may help to explain the index’s historical resilience in the face of market pressures.

v-Durability during and after recessions - considering the last four recessions, the S&P 500 tended to 
perform better on average in terms of price return, both during and 12 months after the start of the 
recession, compared with global peers and commodities.

vi-Ongoing reinvention - creative destruction, or the process of constant reinvention as emerging 
companies become eligible for inclusion and others drop off, has transformed the S&P 500 over time. In 
1969, industrials represented a third of the index. Today, only 72 firms are industrials, while technology 
companies have risen from 16 to 76.

Of course, investors should not focus solely on the S&P 500. Stocks of smaller, promising companies as 
well as domestic and other international equities can offer important potential growth opportunities for
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Recommended Investment (cont):
investors, while bonds and alternative assets are essential for diversification. However, it is a core holding 
for most ‘balanced’ and ‘capital growth’ portfolios.

We recommend the iShares Core S&P 500 ETF, a low-cost tracker fund that captures the performance of 
the index through physical replication. It trades on the LSE in sterling (CSP1.L), is income accumulating and 
has a Total Expense Ratio (“TER”) of just 0.07%. For those investors who are bullish on the pound, there is 
a sterling-hedged version (GSPX.L) that distributes its income and has a TER of just 0.1%.
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Tweet of the Month:
“The US Dollar recently reached a 37-year high against sterling. There are good reasons for this and the outlook 
for dollar strength does not appear to be abating”

Why is the dollar so strong? With the 0.75% Fed rate hike fresh in our minds, high interest rates seem the 
obvious place to start. Since investments tend to flow to higher-yielding currencies, rising US rates have 
been a significant driver of dollar strength. But this isn’t the whole story, as the UK’s experience this week 
showed. Market implied UK interest rates had shot up, but the pound has slumped.

The dollar, on the other hand, tends to perform well when global recession concerns escalate and risk 
appetites weaken. This is what makes the US dollar special. Dollar strength in the first quarter of the year 
was driven by aggressive Fed hikes, while Q2 appreciation had a “recession-type flavour” as concerns about 
a global slowdown intensified. More recent gains have been driven by big Fed moves, which are again sup-
porting the dollar against major currencies. The greenback is now so strong that on a valuation basis, the 
dollar looks overvalued. The dollar recently reached a 37-year high against sterling as the pound tumbled 
below $1.10.

Capital Economics’s Jonathan Petersen expects the strong run to continue over the short term. He argues 
that “our downbeat view on global economic growth suggests to us that continued weakness in risk sentiment 
could push the dollar to new cyclical highs before long”. High rates also look set to strengthen the dollar until 
the end of the tightening cycle: the Fed’s latest projections suggest a terminal rate of 4.6% in 2023 - front-
loaded with around 1.25% of hikes over the final two meetings of the year. 

As the Fed takes “rapid and forceful steps to moderate demand” in the US, the strong dollar provides a 
helping hand. A strengthening dollar is often part of any tighter financial conditions mix that policymakers 
focus on when they’re trying to slow the economy. What’s more, the stronger dollar has kept the price of 
imports lower for those in the US - a boon in times of rising inflation. 

Yet Goldman Sachs argues that we are probably in the “later innings of this cycle of dollar strength”. Fund 
manager Bill Gross made headlines last month when he pointed out that the Fed can’t raise rates forever. 
But the Bank of England faces its own juggling act as it attempts to balance rate hikes with a weaker econ-
omy and elevated price growth. That stands in contrast to the increasingly hawkish tone taken by Fed chair 
Jerome Powell. A raft of issues have spooked markets in recent weeks, and uncertainty remains high, which 
should help the dollar. ING economists recently argued that “concerns over unfunded government giveaways 
and debt sustainability challenges could well see the pound continue to underperform this year” and anticipate 
that a stronger dollar will see sterling fall to $1.10. That, as it happened, took place the very next day.

The end of the Fed tightening cycle may, then, bring little relief: thorny issues are worrying sterling inves-
tors. The UK’s gloomy growth and inflation outlook plus the impact of huge increases in public spending 
look set to weigh on confidence for some time yet.
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Economics:
A better than expected performance in the second quarter of this year, overturning a previous estimate of 
a 0.1% fall to a 0.2% increase and reversing an assessment that the UK was in recession by June, was not 
enough to boost GDP growth sufficiently to recover from the first lockdowns in 2020 that brought large 
parts of the economy to a standstill. All the other major economies in the G7, including France and Italy, 
recovered strongly enough to be larger than they were in February 2020. “Despite the better news on the 
performance of the economy in the second quarter, the overall picture is that the economy is in worse shape than 
we previously thought,” Paul Dales, an economist at Capital Economics, said. “And that’s before the full drag 
from the surge in inflation and leap in borrowing costs have been felt.” Samuel Tombs, the chief UK economist 
at Pantheon Macroeconomics, said the figures suggested that the damage inflicted by Covid-19 and Brexit 
on to the economy’s ability to grow was even larger than previously thought. “These revisions will compel the 
OBR to revise down further its estimates for future potential GDP,” he said.

The eurozone economy could already be in recession, analysts believe, after consumer and business 
confidence tumbled in September. After a summer breather, selling price expectations are up again across 
the industry, retail, services and construction sectors, indicating further inflation is on the way. “The eurozone 
economy is slowing rapidly as high prices reduce business activity and dampen consumer demand,” said Bert 
Colijn, a senior eurozone economist with ING Bank. “We expect that a recession could, therefore, have already 
started.”

The US labour market lost some momentum in September, but remained strong, as high inflation and rising 
interest rates weighed on the economy. Job growth slowed, with employers adding a seasonally-adjusted 
263,000 jobs in September. The increase, while still robust, was less than August’s increase of 315,000 and 
the monthly average gain of over 400,000 during the first half of the year. The unemployment rate fell to 
3.5% last month from 3.7% in August, matching a half-century low that was last reached in July. “We are 
seeing labour demand cool,” said Sarah House, senior economist at Wells Fargo. “But we have a long way to 
go toward restoring balance between supply and demand for labour.” September’s slowing of wage gains wasn’t 
enough to help the Fed meet its inflation goal. “That’s still too strong for an inflation target of 2%, but it’s a step 
in the right direction,” Ms House added.

Quote of the Month:
“Look kid, if you hear the missiles are flying, you buy them. You don’t sell them. Cause if you’re wrong, the trade will 
never clear. We’ll all be dead” - Professor Jack

BCA Research has assigned an uncomfortably high 10% chance of a civilisation-ending global nuclear war 
over the next 12 months. The research firm observed a spike in Google search interest for “Russia Nuclear 
Weapons,” lending credence to the idea that the worry has spread to everyday people in recent weeks 
following the escalating tensions between Russia and the West. But the rising risk of a nuclear apocalypse 
does not mean investors should sell their stocks and head for the hills. Instead, investors should stay bullish 
on stocks over the next 12 months because financial risks mean nothing in the face of an existential risk. If 
an Intercontinental Ballistic Missile is heading your way, the size and composition of your portfolio become 
irrelevant.
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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.

October 
Despite its reputation for volatility (since 1984, seven of the ten largest one-day falls in the market have 
occurred in the month of October), for the most part the market posts a positive return - rising 0.3% on 
average 68% of the time. This strength may not be unconnected with the fact that the strong six-month 
period of the year starts at the end of October (part of the Sell in May Effect) and investors may be 
anticipating this by increasing their weighting in equities during October.

Fourth Quarter 
The FTSE 100 has risen 28 of the 38 years between 1984 and 2021, posting an average gain of 3.4%.
 
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 Tiger 
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.  Unfortunately, the year of the tiger has historically been a poor year for the stock markets. 
In fact, it has been the third worst performing year of the 12-year cycle. Since 1897, the Dow has barely produced 
a gain (up 1.63% on average) during the years of the tiger. 
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Technical Analysis: 
Last month we wrote “we are in the worst-performing month of the year and would urge traders to exercise cau-
tion”. In the event, the FTSE 100 lost 290 points or 4%. Whilst the stock market’s outlook is negative with 
the 200-day moving average downward-sloping, the market seems to have overshot to the downside. The 
RSI at 32%, is just a few per cent away from the overbought level. In addition, the FTSE 100 has reached a 
“triple-bottom”, a significant level that has historically seen a strong rebound in the market. With the FTSE 
a whopping 374 points below the 200-day moving average, we advise traders to go long of this market, 
particularly as we enter the strongest half of the year.        
      
“The illusion of randomness gradually disappears as the skill in chart reading 

improves” – John Murphy

Research Disclaimer
Gibraltar Asset Management is a trading name of Gibraltar Asset Management Limited, which is authorised and regulated by the Financial Services 
Commission. Research: Neither the information nor the expressed opinions in this document constitute or intend to be an offer, or a solicitation 
of an offer, to buy or sell relevant securities ( i.e. securities mentioned herein and options, warrants, or rights to or interests in any such securities). 
The information and opinions contained in this document have been compiled from, and based upon generally available information and independent 
research undertaken by ourselves which has been qualified and reviewed by our portfolio managers for suitability or appropriateness. However, the 
accuracy or completeness of the analysis cannot be guaranteed. Confidentiality: The information in this document and any attachments may contain 
proprietary information some or all of which may be legally privileged. It must not be disclosed to or used by persons other than the intended 
recipient. If received in error, please notify us immediately and then delete this document. Content: Please note that the content of this document may 
be e-mailed and may be intercepted, monitored or recorded for compliance purposes. Copyright: Copyright in this document and any attachments 
created by Gibraltar Asset Management Limited belongs to Gibraltar Asset Management Limited unless otherwise stated. Care: Gibraltar Asset 
Management Limited shall not be liable to the recipient or any third party for any loss or damage howsoever arising from this document and / or its 
content, including if e-mailed, loss or damage caused by virus. It is the responsibility of the recipient to ensure that the opening or use of this document 
and any attachments shall not adversely affect systems or data. Contact: Telephone +350 200 75181 Mail: gam@gam.gi  Website:www.gam.gi

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:
9th October  Full Moon (markets tend to reach a low point around this time 
21st October  Options Expiry Day
25th October  New Moon (markets tend to reach a high point around this time)
27th October  ECB Meeting



Printout from Alpha Terminal  -  07/10/2022  18:22

N

9/10/17 14/10/22'22'18 '19 '20 '21Jul Jul Jul Jul Jul 

FTSE 100 Index
8000

7800

7600

7400

7200

7000

6800

6600

6400

6200

6000

5800

5600

5400

5200

5000

8000

7800

7600

7400

7200

7000

6800

6600

6400

6200

6000

5800

5600

5400

5200

5000

80 80

60 60

40 40

20 20

60 60

40 40

20 20

14 RSI (simple - Daily)

14  ADX (Daily)

6991.09


