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Introduction:
This year is turning into one of the worst for the S&P 500. The year-to-date return excluding dividends is 
an abysmal -21%. Over the past 30 years, this loss was exceeded only in 2008, when the “500” collapsed 
39% during the financial crisis, and 2002 when it declined 23%. Previously, the worst years for the S&P 500 
were in 1974 (-30%), 1937 (-39%), 1931 (-47%), and in 1930 (-29%). Going back to 1929, there are only 
a few times when the index got walloped in consecutive years. Those include the bear markets of 1929 
to 1932, 1939 to 1941, 1973 to 1974, and 2000 to 2002. Multiple years of gains are much more common, 
which makes sense because the market rises approximately seven out of 10 years. What is unusual about 
this bear market is that bonds have been in their own bear market, leaving investors with no place to hide, 
with the 20+ Year Treasury Bond index falling 35%.
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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 equalweight. October, as it has been many times in 
the past, was a wild month - and at least a short-term bear killer. The month started out great and then 
the major indices fell off a cliff and declined to new bear-market lows. But stocks had an amazing bullish 
reversal on October 13th and have been grinding nicely higher ever since. 

Can the stock market continue to deliver gains in what have historically been the two best months of 
the year? Whilst not expecting a period of deep economic decline, we have become more cautious about 
the broad outlook. The housing economy is in full-fledged retreat from its pandemic surge. And inflation 
is taking a worsening toll on consumer confidence and their propensity to spend. Numerous technology 
companies that are sensitive to purchases of consumer electronics have recently reduced revenue and 
earnings expectations. 

Stocks will find it difficult to return to a sustainable rally, with still rising interest rates standing in the way 
of recovery gains. And technically, the stock market has reached extreme overbought levels following the 
bounce from the October lows. A pullback from here is not unlikely in the short term.

On a positive note, broader corporate earnings are at historically high levels. That, in our view, should help
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Market Outlook (cont):
prevent a catastrophic drop in stock values.  Assuming that earnings hold up, investors should be confident 
to initiate or add to equity positions at attractive levels in the current market environment.
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Recommended Investment:
A2 Funding II plc 4.5% 30/09/26
This bond is issued by the A2Dominion Group, a housing association whose history goes back over 60 
years. It was originally established as the British Airways Staff Housing Society in 1947 for the development 
of properties for British Airways staff workers. The A2Dominion Group in its present form was created in 
October 2008 as a result of the merger between A2 Housing Group and Dominion Housing Group.

Registered as a charity, their principal activity is to provide as many high-quality homes as they can at a 
price people can afford. Active in 80 local authorities across London and southern England, the Group 
works in partnership with a wide range of statutory and voluntary organisations to deliver:

• Quality, affordable housing for families, couples, single people, students and key workers to rent;
• Low-cost home ownership initiatives to help people onto the housing ladder.

Commercially, the group is one of the strongest players in their field, with a £465.8 million turnover last 
year. While they take a commercial approach to housebuilding, they reinvest all profits into building new 
homes and supporting the communities where they operate. The A2Dominion Group currently manages 
over 39,000 properties providing homes to more than 69,000 people.

The bonds are guaranteed by the Group, which has agreed that, for so long as any Bonds remain 
outstanding it shall ensure that there are sufficient unsecured property assets to cover the total unsecured 
debt. Furthermore, the terms and conditions of the Bonds contain a number of covenants (in summary, 
agreements to do something or refrain from doing something), limiting the activities that can be undertaken 
by the Issuer. The Guarantor carries a Fitch A credit rating.

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 30th March and 30th September 
every year and the capital plus final interest is due to be repaid on 30th September 2026.

This bond was originally issued in 2014 with the offer period closing after just one day due to huge demand.  
The bonds are currently offered at 99.6% in the market, trading on a very attractive gross redemption yield 
of 4.6%. Buy.
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Tweet of the Month:
“The dollar is our currency, but it is your problem”. Despite its inflationary effects on other countries, the US cur-
rently has little incentive to address the strong dollar

This soundbite is actually more than 50 years old - courtesy of 1971 Treasury secretary John Connally. But 
what was true then still rings true now: concerns about the spill over effects of a US dollar rally are noth-
ing new. The dollar is surging, causing headaches for both advanced and emerging economies. In the past, 
US policymakers have agreed to international action to curb the strength of the dollar. Is there a chance 
that they will do so again today?

For the rest of the world, a strong dollar increases import costs, stoking domestic inflationary pressures. 
Thanks to the greenback’s status as the reserve currency, this means far more than pricey American im-
ports: in much of Europe, for example, energy is purchased abroad using US dollars. The 16% depreciation 
of the euro against the dollar in the past 12 months has added about half a point to eurozone inflation 
figures, and reduced household consumption by the same amount. A stronger dollar also increases the cost 
of servicing any borrowing denominated in the currency.

A strong dollar exerts its own pressure on the US economy too. Goldman Sachs economists estimate 
that for every 10% increase in the value of the dollar, US GDP takes a 0.7% hit. This would be bad news 
in normal times, but it comes as a relief of sorts at a time of high demand-driven inflation: the currency’s 
recent appreciation is set to reduce core goods inflation by 0.5%, largely thanks to lower import prices.

In 1985, the Plaza Accord saw US, German, French, Japanese and UK central banks agree to foreign ex-
change interventions designed to bring down the value of the dollar. But despite talk of a modern equiva-
lent, any international agreement looks unlikely today.

In the 1980s, the US was more concerned about the impact of a strong dollar on its current account defi-
cit, whereas today inflation dominates as a macroeconomic policy objective. Recent comments from Fed 
officials suggest they remain focused on taming domestic inflation and currently do not see spill overs as 
large enough to require an adjustment to monetary policy.

International action is also harder to orchestrate today. In 1985, the Plaza Accord was agreed by a small 
group of core countries in an environment where FX intervention was the norm. Crucially, China was 
absent from negotiations, owing to its small economy at the time. And for China a strong dollar may be 
no bad thing. As the Chinese housing market and domestic economy slows, a depreciating renminbi could 
increase the competitiveness of Chinese exports - and deliver economic stimulus.

Any agreement today would be within the scope of a much broader contingent of G20 countries. This 
group is already sensitive to disorderly market movements and any currency manipulations that could 
confer a trading advantage. There is therefore a higher bar for reaching an international agreement than 
was the case in the 1980s. 

The strong dollar may well be a global problem but reaching an international consensus on exchange rates 
looks like an even bigger one.
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Economics:
The Bank of England has warned the UK is facing its longest recession since records began, as it raised 
interest rates by the most in 33 years. It warned the UK would face a “very challenging” two-year slump 
with unemployment nearly doubling by 2025. Bank boss Andrew Bailey warned of a “tough road ahead” 
for UK households, but said it had to act forcefully now or things “will be worse later on”. It lifted interest 
rates to 3% from 2.25%, the biggest jump since 1989. By raising rates, the Bank is trying to bring down 
soaring prices as the cost of living rises at the fastest rate in 40 years. While it will not be the UK’s deepest 
downturn, it will be the longest since records began in the 1920s, the Bank said. The unemployment rate is 
currently at its lowest for 50 years, but it is expected to rise to nearly 6.5%. The Bank has done something 
it doesn’t normally do in the published minutes of its decisions - it has given guidance that seems to suggest 
a peak in interest rates of about 4.5% next autumn. For those with a glass half-full - this is lower than the 
6% assumed just a month ago in the post mini-budget market turmoil.

The eurozone PMI, regarded as a good guide to economic health, fell to a 23-month low of 47.3 in October 
from September’s 48.1. Inflation in the 19 countries using the euro currency surged more than expected 
last month, reaching 10.7%, more than five times the ECB’s target. Consequently, the ECB is likely to press 
ahead with more interest rate rises, which will add to the burden faced by indebted consumers. The ECB 
was the last among its peers to begin raising rates in this cycle, waiting until July. Since Russia’s invasion of 
Ukraine in February, energy costs have soared, and with winter nearing, several European governments 
have announced new measures to limit the increase in prices. The upshot is that Europe looks set for a 
painful winter of weak activity and strong inflation.

The US economy added 261,000 jobs in October, stronger than expected despite Federal Reserve interest 
rate increases aimed at slowing what is still a strong labour market. The new figures come as the Fed is on 
a campaign to bring down inflation running at an annual rate of 8.2%. Last week, the central bank approved 
its fourth consecutive 0.75% interest rate increase, taking benchmark borrowing rates to a range of 3.75%-
4%. Those hikes are aimed in part at cooling a labour market where there are still nearly two jobs for 
every available unemployed worker. Even with the reduced pace, job growth has been well ahead of its 
pre-pandemic level, in which monthly payroll growth averaged 164,000 in 2019.

Quote of the Month:
“I just want to retire before I go senile because if I don’t retire before I go senile, then I’ll do more damage than 
good at that point” - Elon Musk

The world’s richest man, Elon Musk, has completed his $44bn takeover of Twitter. Mr Musk tweeted “the 
bird is freed” and later said “let the good times roll”. All the directors, including the boss, Parag Agrawal, have 
been fired and as many as half of Twitter’s 8,000 jobs are on the chopping block. The platform struggles to 
make a profit and one way to fix the problem is by making a dent in the wage bill. Musk, a self-styled “free 
speech absolutist”, had been a vocal critical of Twitter’s management and its moderation policies. He said 
he will reverse bans on many suspended users, which could include former US President Donald Trump, 
political extremists and Covid-19 deniers. Musk changed his Twitter profile to read “Chief Twit” and has 
taken the reins at the firm himself, seeking to turn Twitter into “the app for everything”. Analysts believe that 
Musk overpaid for the company, given the fact that the company has rarely made a profit. The takeover has 
obviously brought employees much anxiety but as Musk once said, “Some people don’t like change, but you 
need to embrace change if the alternative is disaster”.



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

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.

November 
Since 1984, the FTSE 100 has risen in 55% of years in November, with an average return of 0.7%, making it 
the 4th best month of the year. In an average November, the market rises in the first three days, but those 
gains are then given up in the following few days. In the middle of the month prices increase and then fall 
back again, before finally rising strongly in the last seven days of the month.

Fourth Quarter 
The FTSE 100 has risen 28 of the 38 years between 1984 and 2021, posting an average gain of 3.4%.

November - April 
Delaying re-entering the market from St. Ledgers Day to Halloween has yielded statistically significant 
outperformance with the FTSE All-Share rising an average 13.4% from Halloween to May Day since 1965. 
There is a 1-in-2,000 chance of this arising by chance in random data. One explanation for this is that as 
the nights draw in during winter, we become anxious and depressed, which means share prices fall and 
expected returns rise. This then leads to a decent winter rise.

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 “With the FTSE a whopping 374 points below the 200-day moving average, we advise trad-
ers to go long of this market, particularly as we enter the strongest half of the year”. In the event, the FTSE 100 
rose 368 points or 5.3%. Following such a strong recovery, the market is now looking highly susceptible to 
a pullback. The RSI has rocketed to an extreme overbought level of 87%, a level that has been a precursor 
to stock market falls in the past. Perhaps even more negative is the fact that the FTSE is now sitting on its 
200-day moving average, a strong resistance level to further gains. We advise traders to go short with a view 
to reversing as we approach Year End.          
    
“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:
1st November  FOMC Meeting
3rd November MPC Meeting
8th November  Full Moon (markets tend to reach a low point around this time) 
9th November  ECB Meeting
18th November Options Expiry Day
23rd November New Moon (markets tend to reach a high point around this time)
30th November ECB Meeting
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