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Introduction:
Who’s afraid of the big, bad bear? Not insiders so it seems. For all the headline noise from trade, tweets, oil
prices, geopolitical fears, Brexit, interest rates and the ageing bull, insiders continue to show no fear. When
equity markets move higher, as they have been doing of late, we typically see purchases from corporate
executives and directors start to slow. That is very different from seeing this group start to sell, which is a
big warning that stocks may have come too far too fast.Yet in this current uptrend, insiders have continued
to acquire shares in a manner that tells us they are perfectly comfortable with the enthusiasm that is being
displayed by “normal” investors. This shows there seems to be few worries from those who arguably are in
the best position to judge the future prospects for publicly traded companies.

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 market enjoyed a terrific rally in
June, recovering from the heavy losses witnessed in May. Risk-on sector leadership evident at the mid-year
stage is a positive for stocks heading into the sluggish summer months. And history has shown that strong
mid-year markets pile up more gains into the end of the year.
Despite that impressive calendar history, the crash into year-end 2018 demonstrated the fragility of stockmarket gains built on policy hopes - in this case for amicable trade resolution. And with the summer
months ahead, stocks could enter their seasonal doldrums phase as they have in the past. Directionless
doldrums would be preferable to the kind of scary drop suffered by stocks during May. Indeed, the summer
slowdown, should it materialise as we expect, could be investor’s best friend this year - a rewind of the
valuation spring to set up a strong final quarter.
Indeed, the key for further appreciation, in our view, will be the fourth quarter. As the weather cools and
the leaves change colour, bearish investment managers will need to capitulate to bullishness, in order to
limit the wrath of their investment clients. Assuming that Washington can sustain an uneasy truce on trade
into the New Year, we see room for further advances in the half-year ahead.
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Market Outlook (cont):
However, while our long-term stance on equities remains bullish, we are neutral for the intermediate-term.
Summer is not a great time to be invested in stocks and following recent strong gains, it could be argued
that the stock market has reached fair value.The market appears overbought from a technical level and we
urge investors to exercise caution in the third quarter.

Recommended Investment:
Princess Private Equity Holding Ltd
High-yielding investments have been historically difficult to find for Euro investors, particularly in this low
interest rate environment. Princess Private Equity Holding Limited (“Princess”) is an investment trust
trading on the London Stock Exchange (PEY.L) in Euros that yields 5.7% per annum.
Princess aims to provide shareholders with long-term capital growth and an attractive dividend yield
primarily through investment in a global portfolio of leading private companies. These typically include
situations such as buyouts, venture capital and special situations (distressed, real estate, infrastructure &
PIPES).The target portfolio of 50-80 companies offers diversification and reduced volatility of cash flows. In
addition, the trust holds a small diversified portfolio of private debt instruments (predominantly mezzanine
debt due to its structural similarities and connection to private equity).
The trust is managed by SIX-listed Partners Group AG, a leading Swiss private markets investment manager
that has >€70bn under management. It employs more than 1,200 employees across 20 offices globally.
Princess benefits from the flexibility of its global mandate to deploy capital in Europe (51%), North America
(34%), Asia (7%) but the portfolio is largely hedged back to Euros to avoid currency risk. The portfolio is
well diversified by sector with low exposure to cyclical industries (Consumer Discretionary 32%, IT 15%,
Healthcare 13%, Consumer staples 9%, Financials 8%) and investment (the top 10 holdings account for 44.5%
of the portfolio). Partners Group AG looks for assets that are resilient with high growth prospects and
strong corporate governance. Special attention is given to those companies that profit from transformative
trends such as outsourcing and digitalisation.
The investment trust is very liquid given its market value of €660m and is currently trading at a 14%
discount to NAV. The trust has an excellent track record rising 98% over the last 5 years and 658% over
the last 10 years. With a beta of just 0.24, there is negligible correlation between the trust and the wider
equity market. Combined with a yield of 5.7%, we rate the shares a strong buy.
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Tweet of the Month:
“Is a recession imminent and, if so, could we spot it coming? According to research from the Brookings Institution,
perhaps the world’s most influential think-tank, the answer is yes, you can - and quite easily”
The key is to focus on changes in a country’s unemployment rate because, say Brookings’ economists,
“rapid increases in it, regardless of its level, help us quickly observe economic downturns”. Specifically, if the unemployment rate - based on the latest three-month average – is at least half a percentage point higher than
its lowest level in the previous 12 months, then the economy is in recession.
Take the UK, where the lowest rate in the past 12 months is 3.9%. So, for the economy to drop into recession, the latest rate would have to rise to at least 4.4%. As it is, the latest rate is also the lowest, so the UK
seems far from recession.
However, such appearances can be deceptive. Because a recession is judged by the absence of further
growth, an economy can be most vulnerable when growth has been strong. And this measure demonstrates how easily an economy can slip into recession. For example, prior to the onset of the great recession of 2008-09, the UK’s unemployment rate had been falling for two years and was 5.2% in April 2008. By
September, the rate was still not high but had risen to 5.9%, enough to put the UK - on this definition - into
recession. Indeed, official confirmation would come later in the year when data for the UK’s output in the
third quarter of 2008 showed that the economy had shrunk for two quarters running, the conventional
definition of a recession.
The main point of the Brookings research is that the unemployment rate reveals a recession sooner than
falling output and it’s almost as accurate; at least, for the US this indicator “has virtually never called a recession incorrectly since 1970”.
Its track record with UK data is not quite so good. The method missed a mini-recession in 1973-74, predicted a recession that did not quite materialise in 2006 and, lastly, gave another false positive in 2011-12.
The other takeaway point is that the likelihood of a recession increases as the unemployment rate rises
whatever its level. Thus, according to Brookings, regardless of the rate, there is always a one-in-three
chance of a recession within the next 24 months. Meanwhile, once the rate starts to rise, the closer it gets
to that crucial threshold of half a point higher than the 12-month low, the greater the chance of a recession
and – perhaps more important - the sooner it is likely to materialise. In short, here’s an indicator that’s
hardly infallible, but it’s easy to track and worth doing so.
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Quote of the Month:
“Politicians like to tell people what they want to hear - and what they want to hear is what won’t happen” - Paul
Samuelson
Paul Anthony Samuelson was an American economist and the first American to win the Nobel Memorial
Prize in Economic Sciences.The Swedish Royal Academies stated, when awarding the prize in 1970, that he
“has done more than any other contemporary economist to raise the level of scientific analysis in economic theory”.
His take on politicians is interesting and topical too, given the recent declarations of candidates vying to
become the UK’s next Prime Minister.

Economics:
The composite purchasing managers’ index of private sector manufacturing, construction and services
showed falling business activity in June for the first time since July 2016, just after the Brexit referendum.
The alarming survey comes during a global economic downturn, which has been sparked by the trade war
between major powers China and the USA. However, experts say the issue is being compounded by the
uncertainty over Brexit. Tory leadership challengers Boris Johnson and Jeremy Hunt have both said they
are prepared to walk away from the EU without a deal on 31st October. If the UK crashes out, it reverts
to WTO rules on trade - which mean much higher tariffs for companies. Economists have warned this will
lead to a deep recession and mass job cuts from firms who have said they are prepared to move to the
continent to continue frictionless trade.
A steep drop-off in foreign demand is hitting factories across the eurozone. Manufacturing orders in Germany
dropped 2.2% month-on-month in May, and were down 8.6% from the same month in 2018. The wider
economy has held up well in the face of the manufacturing slowdown; unemployment in Europe’s largest
economy is close to post-reunification lows. But there are signs the German labour market is weakening.
Any increase in unemployment is likely to weigh on consumer spending. Departing ECB president Mario
Draghi is widely expected to launch fresh policy stimulus, including interest rate cuts and further bond
purchases, during his final months in office. The bank’s governing council next meets on 25th July.
The US economy added 224,000 jobs in June, a strong comeback for the labour market after a disappointing
May. The number substantially beat the expectations of analysts, who had forecast a drag on jobs because
of business uncertainty around high trade tensions as well as a lackluster housing market. Adding to the
positive story, 335,000 people entered the labour force in June - substantially more than usual - which may
have been what pushed the unemployment rate up slightly. It’s a remarkable feat for an economy that has
been soaking up workers for 106 straight months, and an indication that people are still finding reasons to
go back to work.
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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, 2019 is likely to be a
positive year for the stock markets.
July
July is the 5th best performing month, rising 61% of all the years in July, with an average return of 1.1%. So,
after a usually disappointing May and June, shares tend to perform a bit better this month. In an average
July, the start of the month tends to be strong - the first week of the month is among the top ten strongest
weeks in the year. After that, the market has a propensity to drift lower for a couple of weeks until finishing
strongly in the final week.
Third Quarter
The FTSE 100 has risen 22 of the 35 years between 1984 and 2018, posting an average gain of 0.8%.
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 0.7% between May Day and Halloween (it is known as the Halloween effect in the US)
compared with 7.8% 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.
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 Pig
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 Pig is a good one for stocks. Since 1928, the S&P
500 has averaged a return of 18.1% during the Year of the Pig.

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

G i b r a l ta r A s s e t M a n a g e m e n t
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
Investment Calendar:
July is a busy month for companies announcing their interim results: 28 FTSE 100 companies will be doing
so and 47 FTSE 250 companies.
2nd July		
4th July			
16th July		
19th July		
25th July		

New Moon (markets tend to reach a high point around this time)
Independence Day (Wall Street closed)
Full Moon (markets tend to reach a low point around this time)
Options Expiry Day
ECB Meeting

Technical Analysis:
Last month we said the market could witness a short-term bounce and it duly did with a 392 point surge.
However, the market appears to have gone from one extreme to another and now looks overbought.With
the ADX at 16 (signalling a trendless market), the market looks decidedly toppy lying close to the upper
Bollinger band of 7,590.With the market 393 points above its 200-day moving average and the RSI showing
an overbought reading of 72%, we advise traders to be short of the market at these levels.
“The illusion of randomness gradually disappears as the skill in chart reading
improves” – John Murphy

Chart Legend:
20 day moving average (signifies the short-term direction of the security. prices tend to gyrate around their 20 day m/a)
50 day moving average (signifies the medium-term direction of the security)
200 day moving average (signifies the long-term direction of the security - whether it is in a bull or bear market)
(an indicator that measures 2 standard deviations away from the 20 day m/a)

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).
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