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FTSE 100 5,500

VIX 33

FTSE 100 6,918
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VIX 18.2%

S&P 500 2,596

Gold $1,293

GBP/EUR 1.1184

GBP/USD 1.2836

Introduction:
We wish all our clients and readers a very Happy New Year and all the best for 2019. Last year was one in 
which all stock market maxims went out of the window. A strong January is supposed to foretell a good year. 
Stock levels at the nine-month mark were indicative of a better-than-average fourth quarter, only to plunge 
at a rate not seen since 1931 when we were in the throes of the Great Depression. Not to mention “Sell 
in May and go away”, which turned into “Buy the summer, because autumn will be a bummer”.  Contributors 
to the sudden collapse in market direction include tariff wars, rising interest rates, a US government 
shutdown, weaker energy demand and Brexit. Despite these challenges, we are quietly optimistic and shall 
continue to make the bullish case as we see it.
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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 overweight. The equity market remains volatile as 
investors rethink economic and corporate profit expectations for 2019. This has raised the risk profile of 
equities and led to unprecedented volatility. The S&P 500 had a startling 65 trading days in 2018 with a 1% 
or greater move, compared to only 10 such days in 2017.

On balance, while we agree that the current environment carries above-average risks, most of these risks 
are not new. And we believe the global economy, though potentially slowing, will remain on an upward 
trajectory. Equally vital to the stock market’s health, we think that corporate earnings growth is largely 
intact, driven by a consumer benefitting from low interest rates and record low levels of unemployment. If 
those two things are true, and stocks are >10% off their peak, then it follows that valuations must be more 
attractive than they have been in some time. Indeed, we believe valuations are more compelling than they 
have been in years.

Investors speak of the 10-year bull market, but it has been anything but a straight line. Multiple events 
have challenged the market and, thereby in our view, given it renewed vitality. In many ways, the current 
environment is similar to 2011 and 2015, years in which fierce and concentrated selling was followed by 
above-average recovery years. We do not believe we are in the throes of a classic bear market. The three 
indicators of a bear market - negative GDP growth, declining earnings and inflated valuations - are not 
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Recommended Investment:
The North American Income Trust plc
The USA is the engine that drives the world’s GDP and its stock market is the largest in the world, 
accounting for over 40% of the world’s stock market capitalisation. Obtaining exposure can, however, be 
difficult for overseas shareholders, with investors having to complete complex US tax forms and often pay 
very high rates of withholding tax.

North American Income Trust (NAIT.L) is an investment trust that trades on the London Stock Exchange 
in sterling. As such it is very simple to purchase through a stockbroker and can be bought and sold 
throughout the trading day. Its objective is to provide investors with above average dividend income and 
long term capital growth through active management of a portfolio consisting predominantly of US equities. 

The trust has delivered strong performance under the management of Fran Radano and Ralph Bassett 
of Aberdeen Standard Investments, having risen >90% over the last five years. The managers construct 
the portfolio with an emphasis on quality and value, targeting cash generative companies that are able to 
reinvest in their businesses as well as paying dividends. It is the quarterly dividends that we find particularly 
attractive. The trust currently yields 3.1%, more than 1.5x that of the index. The dividend is also growing 
at 8% a year, supported by growing revenue reserves (equivalent to >60% of the latest full year dividend).

The portfolio consists of over 40 equities, containing such blue-chip names as Chevron, Cisco, Proctor & 
Gamble, Pfizer and DowDuPont. In addition, the trust is able to write covered calls and put options as a 
means of both supplementing income (~20% of income) and managing the portfolio in terms of exiting or 
adding positions at target prices.

One feature of investment trusts is that they can trade at a discount or premium to NAV. Currently, the 
trust is trading at a 3% discount vs its 12-month average discount of 6%. In our opinion, downside discount

Market Outlook (cont):
present. Investors, having cleared their tax losses into year-end, now get to start with a fresh sheet of paper 
- and they will see plenty of formerly expensive stocks selling at deep discounts, with their fundamentals 
intact.

Additionally, through all the panic selling and institutional programme trading that took the stock markets 
lower, business insiders (corporate executives & directors) have remained positive, snapping up shares in a 
voracious manner to send strong signals that this correction is indeed an opportunity.

Whilst mindful of the shape of the yield curve (an inverted yield curve typically precedes recessions), we do 
not see a recession on the horizon. Even if the yield curve did invert, it often takes a year or longer for the 
economy to turn (and the inversion also occasionally sends false alarms). We also note the change in tone 
from the Fed (recently suggesting a pause in interest rate hikes due to the flattening yield curve), indicating 
they too are keenly aware of its implications. 

Finally, progress is being made between the US and China to reach an amicable agreement following threats 
of trade wars that are wreaking unforeseen havoc. In a world in which global trade has been woven into 
the collective fabric, nations are having to relearn the wisdom of Benjamin Franklin when he said that we 
must hang together, “or surely we will hang alone”.
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Recommended Investment (cont):
risk is limited to an extent by the Board’s commitment to consider share buybacks when the discount 
exceeds 5% for a significant period.

The fund is unhedged so in addition to USD investors, sterling investors looking to protect themselves 
from a further devaluation in the pound may wish to purchase a small allocation.

In summary, we believe this to be a well-managed fund with a good dividend yield providing exposure to 
the world’s largest stock market. Buy.
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Tweet of the Month:
“Many investors hold gold in their portfolio as an insurance against recession. This is wise. In the recessions of 2000-
03 and 2006-09, gold rose appreciably”

Some investors may find this surprising. Surely, demand for most goods rises in good times and so their 
prices should rise. Why is the opposite true for gold?

It’s because falling interest rates are good for the metal and rising rates are bad. When you hold gold, you 
are foregoing the income you could obtain on cash or bonds. When interest rates are high, so too is the 
opportunity cost of holding gold. As interest rates fall, however, so does the cost of holding gold with the 
result that its price rises. And, of course, it is in recessions when interest rates fall. This means that reces-
sions are good for gold and economic expansions are bad.

This in turn means that gold is a good form of insurance. Share prices tend to fall badly in recessions, so 
any asset such as gold that holds up in recessions will insure investors against those losses. If we look at 
three-yearly changes since 1987 the correlation between gold (in sterling terms) and the FTSE All-Share 
index is -0.3. This means there’s a better than evens chance that gold will rise when shares fall.

Not, though, a 100% chance. If shares fall because interest rates rise, gold might well actually compound 
those losses, to the extent that it suffers as rates rise. Gold only protects us against a particular type of 
loss on equities. We have, however, a good way to tell when to hold gold and when not to.

We know that the US yield curve is a good predictor of recessions: when it is inverted (with 10-year yields 
below the Fed funds rate) a recession tends to follow and when it is upward-sloping an economic expan-
sion is likely to ensue. It follows from this that the yield curve will help predict gold’s returns. In the three 
years after the curve has inverted, the gold price has risen by an average of 46% in sterling terms since 
1987. But in the three years after upward-sloping curves developed it has risen by an average of 17%. And 
there’s a simple reason for it. An inverted yield curve predicts falling interest rates which are good for gold. 
And an upward-sloping curve predicts rising interest rates which are bad for it. The only surprise here is 
that the gold price does not fully discount immediately the strong and important message sent by the yield 
curve (or at least it hasn’t in the past).

All this suggests a simple strategy. We should increase our holdings of gold when the yield curve inverts 
and reduce them when it is upward sloping.

There are, though, two caveats. One is that the next US recession will probably come when interest rates 
are low. That means they will have less room to fall which means there’s less upside for gold than past re-
cessions would imply. Future returns on gold, even in good times for the metal, are likely to be lower than 
they have been in the last 30 years. The other is that the yield curve is still upward-sloping. That predicts 
continued economic growth, rising interest rates and poorer returns on gold.

This doesn’t mean that investors need ditch their gold holdings entirely. It has useful diversification proper-
ties and can protect against stock market shocks. It does, though, mean that gold’s time in the sun is not 
yet. But it will come.
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Economics:
The UK economy grew by just 0.3% in the three months to November, expanding at its weakest pace in six 
months. The Office for National Statistics said manufacturers suffered their longest period of monthly falls 
in output since the financial crisis, being hit by weaker overseas demand. The concern that Brexit uncertainty 
may be weighing on sentiment and spending has become all too familiar. But these GDP numbers suggest 
there’s more to the cooling down of growth toward the end of last year. Worries about the global economy, 
stoked by an ongoing trade spat between the US and China, are evidently having knock-on effects for other 
economies. It’s a timely reminder that, whatever arrangements are in place come the end of March, the UK 
may not be able to rely on its economic allies overseas to keep factories and workshops thriving.

The EU economy is faltering. The European Commission’s economic sentiment indicator fell in every single 
month of 2018 and in December declined in all of the Eurozone’s big four economies - Germany, France, 
Italy and Spain. Indeed, Europe’s largest economy Germany, is at risk of entering a technical recession 
- defined as two consecutive quarters of falling growth. To make matters worse for the world’s largest 
exporter, the global economy is also slowing, making it harder for companies to pick up new export orders. 
Protectionism is not helping either. Donald Trump sees China as his No1 trade target, but Germany - with 
its colossal current account surplus - comes a close second.

Though the US economy remains healthy in most respects, there are rising concerns that growth could 
slow or even stall in the coming months. The trade war with China, which has helped depress global growth, 
is likely slowing business investment. The stimulus from the Trump administration’s tax cuts is expected to 
fade and borrowing costs have risen since the Federal Reserve raised short-term interest rates four times 
in 2018. Despite this, the US Chamber of Commerce predicts America’s economy will continue to grow 
this year, expanding by 2.6%.

Quote of the Month:
“Stock market goes up or down, and you can’t adjust your portfolio based on the whims of the market, so you have 
to have a strategy in a position and stay true to that strategy and not pay attention to noise that could surround 
any particular investment.” - John Paulson

Market downturns are not a destination, but rather a natural part of the economic cycle. And it is worth 
remembering that equities are one of the best means to create wealth. However, wealth creation is a 
work of patience. The stock market serves as a medium to transfer wealth from the impatient to the 
patient. Whilst volatility creates anxiety in the markets, at the same time, it also presents a plethora of 
opportunities. Any sharp decline should be seen as a buying opportunity. And don’t try and time the 
markets - those who stay invested see their wealth grow exponentially.



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, 2019 is likely to be a 
positive year for the stock markets.

January 
The variation in performance that exists between the 12 months of the year is statistically significant. For 
example, December is the FTSE 100’s best performing month since 1984, rising 2.3% on average, 80% of 
the time. January is the 8th in the ranking of monthly performance, rising 54% of all the years in January, with an 
average return of 0.4%

First Quarter 
The FTSE 100 has risen 23 of the 35 years between 1984 and 2018, posting an average gain of 1.8%.

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 U.S. 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 Dog 
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. 

This is the year of the dog and in dog years the S&P 500 has had an average return of 16.8% - the best average 
return of all the years of the Chinese zodiac.
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Technical Analysis: 
The outlook has improved since last month from a technical perspective. A bounce of 327 points from 
the market’s recent low has seen all three major moving averages point upwards. The RSI at 60 is in decid-
edly bullish territory and the reading of 27 for the ADX is indicative of the market being in a strong trend. 
Whether we can safely say that trend is positive remains to be seen but with the market still 424 points be-
low the 200-day moving average, it appears there is more potential for upside than downside at these levels.

“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 January  New Year’s Day (LSE closed)
6th January  New Moon (markets tend to reach a high point around this time)
18th January  Options Expiry Day
21st January  Martin Luther King Day (NYSE closed)
   Full Moon (markets tend to reach a low point around this time)
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