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Introduction:
Bullish sentiment in the stock market can occur during both a bear market and a bull market. When we are 
in a bear market, sentiment gets bullish during counter-trend rallies, only to see new lows ahead. However, 
during the initial stages of a bull market, sentiment will also get bullish. To those who don’t analyse history, 
this is assumed to be a bad thing that is likely to doom the rally. One could argue though that we are at 
that point in the cycle right now. There are plenty of technical indications that stocks have transitioned into 
a bull market, whether it’s price action, the chart structures of certain major indices, or market breadth. 
At the initiation stage of a bull market, we need investors to turn more positive and start getting back into 
stocks. We have had some of that lately, yet we think part of the rally was short-covering as there was a lot 
of pessimism at the end of 2022. Now that the shorts have covered, that fuel is gone. If the market can hold 
on and grind higher, it would be a great sign that the stock market has indeed turned the corner.
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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. Equity investors usually keep an eye 
on economic data as the reports come out. Whilst in earnings season, the trend in earnings shapes the 
market mood. Arguably, what is really driving the market now is not earnings or the economy, but the 
perception that the BoE is ready to wind down its rate hike campaign. What is clear is that earnings growth 
has melted away, perhaps not to return until mid-2023, yet stocks are rallying anyway.

The fourth-quarter earnings season is winding down and has been more or less as anticipated, which 
is to say “not great”. The economy continues to send mixed signals, though with a surprising bias to the 
upside. Even as headline layoff announcements gnaw at confidence, the labour market has held up so far. 
We believe investors will continue to prioritise inflation and employment indicators in the coming months 
as winter gives way to spring.

Over the past year, every rally in stocks has been accompanied by falling gilt yields; and each stock market 
stumble has occurred amid rising rates. The BoE wants inflation to come down; but it also wants to see 
some slack in labour market and softening in economic data to confirm that inflation will stay down. The 
economy is not cooperating, which is raising fears that the central bank will push rates “higher for longer.”
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Market Outlook (cont):
If the economy still refuses to cooperate, bond investors may begin to anticipate additional hikes. That will 
not sit well with the stock market, unless investors truly have learned to live with higher rates.
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Recommended Investment:
The Alnwick Garden Trust 5% 27/03/30
The Alnwick Garden Trust is a charity incorporated in 2002 that leases and manages gardens (on a 
“peppercorn rent” from the Northumberland Estates) situated at Alnwick Castle, the home of the Duke 
and Duchess of Northumberland for over 700 years.

In 1996, the Duchess of Northumberland initiated work to develop the old gardens into The Alnwick 
Garden, a 67-acre visitor attraction in the North East of England. It features a range of unique spaces and 
themed play areas such as the Poison Garden, the largest treehouse in the world, the Ornamental Garden, 
the Rose Garden the Serpent Garden and the Grand Cascade. In addition, these spaces are complemented 
by a number of food and beverage facilities (the Treehouse Restaurant, the Potting Shed, the Pavilion 
Kitchen) and a Plant Centre and Golf Course. It has received the “Visit England Gold Accolade” award for 
the last two years running.

In addition to its commercial objectives (becoming a premier food, retail and tourist destination), the trust 
is above all a Charity and organises a number of schemes to further its charitable objectives. These include 
tackling youth unemployment, drugs education, promoting healthy lifestyles, child education and providing 
social networks for older people.

Beyond the impact of these community programmes, the Charity contributes significantly from an economic 
and social perspective to the wider region. The Charity estimates that it has contributed £282 million to 
the local economy over the last 18 years, 40% of which has been spent with local suppliers. The Charity 
currently has 123 full-time equivalent employees, whilst its economic activity has supported 2,800 jobs 
regionally since opening.

The funds raised from this bond issue are being used to fund the development of the Lilidorei Play Village, 
a small settlement set within a forest clearing, with an unearthly, quirky, and magical atmosphere. Due for 
completion in Easter 2023, it will consist of 30 small, wooden houses and a 19-metre high aerial play structure 
based around three towers, as well as tunnel slides, play areas for younger children, and more challenging 
climbing structures for older children. There will also be a medieval-style long hall with a capacity of 600, 
food and beverage facilities, play and storytelling activities, and shops. As an all-weather attraction, it is 
expected to extend The Alnwick Garden’s visiting season and diversify the variety of attractions already on 
offer. Lilidorei is expected to draw 272,000 additional visitors to The Alnwick Garden, generating additional 
revenue of £5.5 million and an operating margin of £2.1 million per annum for the Charity. This will more 
than cover the interest costs and redemption of this bond issue. Interestingly, MGM studios have been 
filming the build of the structure for a documentary that is set to air on Channel 4, and possibly other 
streaming platforms such as Amazon.

In our view, the charity is a safe credit. The issue is unsecured, but the bond does contain financial covenants 
and the charity is supported by the Northumberland Estates, both explicitly by way of financial support 
and implicitly due to the location of the garden inside the Estate. The bonds trade on the London Stock 
Exchange in multiples of just £100 and pay its 5% coupon in two semi-annual instalments on 27th March 
and 27th September every year up to their maturity in 2030. Having traded as high as 110% in early 2022, 
the bond is back trading at par returning a very respectable GRY of 5%.
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Tweet of the Month:
“Sterling used to be a ‘consummate rates play’ but bigger and more enduring factors have taken hold. The value of 
the pound is now more responsive to medium-term structural factors”

Intuitively, the prospect of higher interest rates should bolster the domestic currency. But there are other 
factors at play - and where rates will go next is no longer clear cut, either. On the one hand, falling energy 
prices and slowing inflation could mean that peak interest rates are already in sight. In last month’s mon-
etary policy committee (MPC) meeting, the Bank of England (BoE) acknowledged that further rate hikes 
would “depend on evidence of more persistent” inflationary pressures. But since then economic growth has 
proved more resilient than expected - will this encourage the MPC to keep rates higher for longer? 

It’s not only UK interest rates that matter: exchange rates are, after all, the price of one currency in terms 
of another. Sterling has been under pressure against the dollar during the past few weeks, not because of 
expectations of lower UK rates, but due to a shift higher in US rates. Strong US economic data over the 
past month has led investors to factor in a higher peak Federal Reserve funds rate.

In the wake of the European Central Bank’s (ECB) recent hawkish comments, Consensus Economics fore-
casts suggest that eurozone interest rates will rise to 3.75% by June - a record high for the bloc. If the ECB 
stays hawkish for longer than the BoE, the pound could slip further against the euro this year. 

Yet interest rates are not the only driver of FX movements. Progress on the Northern Ireland protocol 
could, in theory, be good news for sterling. Yet Conservative party eurosceptics could thwart progress, and 
prime minister Rishi Sunak will be reluctant to rely on Labour votes to win progress through parliament. 
And over the longer term, Brexit-related policy changes could influence the performance of the pound. 
Looking towards the next general election, it is possible that a new government could form with more 
sympathetic leanings towards the EU. That could be material for the hopes of a sustained sterling recovery.

Thus, while sterling used to be the consummate rates play, interest rate moves are no longer the major 
driver of sentiment. The value of the pound is now more responsive to medium-term structural factors. 
Personal consumption, for example, is heavily correlated to the performance of the pound. The drag on 
household income could set the tone for the currency in the coming year and current trends do not look 
promising. 

A darkening UK economic outlook could also sour risk sentiment, boosting the dollar through a flight-to-
safety process. According to Capital Economics forecasts, we will see a real gross domestic product (GDP) 
contraction of -1.3% in the UK this year, compared with 0.4% growth in the US. This could see the pound 
fall to around $1.12 against the dollar by the middle of the year. 

A fall in the exchange rate might be good news for UK investors - in the short term at least. A weak pound 
increases the value of foreign earnings when converted back into sterling, a significant boost when you 
consider that only 21% of FTSE 100 revenues come from the UK. Did this effect help to propel the index 
to record highs last month perhaps?

The last calendar year in which the FTSE 100 outperformed the S&P 500 was in 2016, when the pound 
plummeted following the EU referendum. But, of course, it is not all positive. While a weak pound may be 
a shot in the arm for the UK stock market, it is also a vote of no confidence in the UK economy.



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

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

Economics:
BoE Governor Andrew Bailey has signalled financial markets are wrong to assume the Bank of England 
will raise interest rates further, in an attempt to convince investors that Britain’s economic outlook differs 
from the US and eurozone. Markets anticipate UK rates will hit 4.75% by the end of the year, up from an 
expectation of a peak of 4.25% at the start of February. Bailey said he had not seen any data to justify such 
a change of outlook, adding that, as of its meeting last month, the BoE had shifted from its previous stance 
“that further increases in bank rate would be required”. He added: “At this stage, I would caution against suggesting 
either that we are done with increasing bank rate, or that we will inevitably need to do more.”

The European Union’s economy is set to “narrowly” avoid a much-dreaded recession this year, as inflation 
eases and gas prices continue their steep drop, paving the way for better-than-expected economic 
performance, the European Commission has said in its latest forecast. The report offers a glimmer of good 
news amid a still extremely uncertain and challenging landscape that remains intrinsically dependent on 
what step Russia takes next in its brutal invasion of Ukraine.  The eurozone is expected to expand by 0.9% 
in 2023 - up from the 0.3% estimate from the previous forecast in the autumn. The European economy still 
faces a difficult period ahead, with growth still expected to be slow and inflation set to relinquish its grip 
on purchasing power only gradually.

The US economy expanded at a 2.7% annual rate in Q4, a solid showing despite rising interest rates and 
elevated inflation, a downgrade from the initial estimate of 2.9%. More recent data, though, shows that the 
economy has since rebounded. Consumers boosted retail sales in January by the most in nearly two years, 
and employers added a surprisingly large number of jobs in December and January. The unemployment rate 
reached 3.4%, the lowest level since 1969. The Federal Reserve is expected to keep raising its benchmark 
interest rate over the next few months and to keep it at a peak through Year End to try to defeat still-high 
inflation. The danger is that those higher rates could discourage consumers and businesses from spending, 
hiring and investing and could eventually push the economy into a recession.

Quote of the Month:
“Waiting helps you as an investor and a lot of people just can’t stand to wait. If you didn’t get the deferred-
gratification gene, you’ve got to work very hard to overcome that” - Charlie Munger

Successful investing requires patience, discipline and the ability to control one’s emotions in both bull 
and bear markets. Believe it or not, there is little disagreement among the most well-known successful 
investors about what works in investing. Yet human nature, society, culture and even our subconscious 
have a harmful tendency to distract us. Being patient with your investments means that, once you have 
selected an asset to invest in, you should ignore short-term price volatility in the value of the investment 
and remain invested for the long-term.
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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, 2023 is likely to be a 
positive year for the stock markets.

March 
March is 9th in the ranking of monthly performance, rising 56% of all the years in March, with an average 
return of 0.3%. The general trend for the market in March is to rise for the first three weeks and then fall 
back in the final week - the last week of March has historically been one of the weakest weeks for the 
market in the whole year.

First Quarter 
The FTSE 100 has risen 26 of the 39 years between 1984 and 2022, posting an average gain of 1.3%.

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.

Third-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 Rabbit 
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. The rabbit is said to represent longevity, peace, prosperity and luck. Thus, we could see 
calm and stability return to the markets after a tumultuous 2022 with a stabilisation of interest rates and a return 
of geopolitical calm.
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Technical Analysis: 
We still feel the market is looking overstretched and prone to a pull back. Sitting within touching distance 
of an all-time high, it is massively overbought lying 512 points or 7% above its 200-day moving average.  
Markets do not remain overbought forever, the RSI has unwound its bullish levels and with the ADX at 18, 
the market has lost its conviction. We target a pullback towards the lower Bollinger band, currently lying 
at 7,825.
           
“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:
7th March  Full Moon (markets tend to reach a low point around this time) 
16th March  ECB Meeting
17th March  Options Expiry Day
21st March  New Moon (markets tend to reach a high point around this time)
   FOMC Meeting
23rd March  MPC Meeting
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