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Market Outlook

O
ur allocation to the 
stock market returns 
to equalweight. With 
all that said, whilst it’s 

great to be a bull, those with a 
contrarian streak are becoming 
increasingly nervous. For those 
with fresh funds, we advocate 
waiting a pullback, at least in 
the short term, where we see 
the following clouds on the 
investment horizon:
i-It appears that no one wants 
to miss this express train 
with infl ows into equity ETFs 
exceptionally high. Such 
elevated levels have in the past 
led to a market pullback.
ii-Technical research provider 
Investors Intelligence is 
showing 64% bulls and only 17% 
bears in its poll of  newsletter 
writers. The spread of  47 
percentage points and the bull/
bear ratio of  3.8 is extremely 
high. Indeed, this is one of  the 
highest readings for bullish 
sentiment since the beginning 
of  the data in 1987.
iii-The NAAIM Exposure 
Index, which measures active 
investment managers exposure 
to US equity
markets, hit 107% a few weeks 
ago, one of  the highest readings 
since the survey began in 2006.
iv-The fi ve-day Chicago Board 
Options Exchange equity-only 
put/call ratio recently fell to 
another record low of  0.38, its 
lowest level since 2003.
v-Small-trader call buying 
(those buying 10 or fewer 
contracts) as a percentage 
of  total US options volume 
recently hit 21.6%, a record high 
according to sentimentrader.
com.
vi-The S&P 500 is 17% above its 
200-day average. Any reversion to 
the mean will lead to a sharp fall.
In summary, when equities are 
such an overcrowded trade, it 
can pay to step back and sit 
on the sidelines until another 
buying opportunity appears.

Recommended 
Investment
In a certain-to-be-unpredictable 
investing environment, we 

Theme 4: Minimum Volatility
The onset of  the coronavirus 
in 2020 turned the longest bull 
market in history into a bear 
market, practically overnight. 
Volatility, which was low in 
early 2020 after a robust year for 
equities in 2019, spiked higher 
and has remained elevated. 
Is it time to cash in the chips? 
Investors exit the stock market 
at their own peril, as long-
term returns from equities 
consistently have outpaced long-
term returns from other asset 
classes such as fi xed income 
and cash. So, what’s a potential 
equity strategy for investors 
amid all the uncertainty? We 
believe that ‘Min Vol’ is an all-
weather strategy that is timely in 
any investing climate. Academic 
literature and, more to the point 
historic returns, indicate that 
‘Min Vol’ can deliver market-
matching returns on an absolute 
basis and superior returns on a 
risk-adjusted basis over various 
time periods.
The iShares Edge MSCI World 
Minimum Volatility ETF 
(MINV.L, TER=0.30%) provides 
exposure to global companies 
that exhibit lower volatility 
characteristics that the wider 
market.

Theme 5: Innovation
This is likely to be an 
investment theme for a very 
long time, at least as long as US 
companies continue to address 
increasingly complex demands 
- not only from their domestic 
consumers, but from global 
markets as well.
The Ark Innovation ETF 
(ARKK, TER=0.75%) is an 
actively-managed US-listed 
ETF that provides exposure 
to companies that develop 
new products or services in 
DNA Technology, Industrial 
Innovation, Next Generation 
Internet and Fintech.
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We wish all our clients and readers a very Happy New Year. 2020 
was a remarkable year, by any stretch of the imagination, and one I 
am sure we would all like to put behind us. Looking forward to the 
next 12 months, we are, by our very nature, optimistic. Widespread 
vaccination programmes are expected to be in place worldwide by 
June. Unemployment should drift downwards as many, though not 
all, workers are called back to work and interest rates are forecast 
to remain low. Ironically, it is China that will continue to lead global 
growth. There are risks - global growth could disappoint, and 
valuations are high, almost predicting perfection. But with a calmer 
political environment, both in the US following Biden’s victory and 
the UK following their free trade deal with the EU, we see stock 
markets returning close to their long-term averages of 8-10% for the 
year.

present 5 key themes that we 
believe will be important over 
the next 12 months.

Theme 1: Dividend Growth
At this stage of  the economic 
and market cycles, investors 
should pay close attention to 
dividend growth. We believe 
that consistent - and accelerated 
- dividend growth at a company 
gives three important signals 
to investors in the shares: 1) 
the company’s balance sheet 
is strong enough to pay a 
dividend; 2) management is 
mindful of  shareholder returns, 
which include dividends; 
and 3) a signifi cant dividend 
increase can be a message from 
management to the market that 
the near-term outlook for the 
company is promising.
The SPDR UK Dividend 
Aristocrats ETF (UKDV.L, 
TER=0.30%) tracks the UK 
shares that not only produce 
the best yields, but also those 
with the best track record that 
have consistently raised their 
dividends over the past decade.

Theme 2: Socially Responsible 
Investing
Every year this theme just 
gets bigger. According to 
management consultancy 
fi rm Opimas, global assets 
under management in this 
sector had grown to $40.5 
trillion in 2020, doubling in 
four years and tripling in eight 
years. These days, instead of  
merely identifying industries 
to avoid (arms, tobacco, oil 
& gas etc), the discipline 
promotes “sustainable” 
business practices across all 
industries that can have an 
“impact” on global issues such 
as the climate, hunger, poverty, 
disease, shelter and workers’ 
rights. With capital pouring 
in, such companies are clearly 
swimming with the tide.
The iShares MSCI World SRI 
ETF (SGWS.L, TER=0.23%) 
provides GBP-hedged access to 
companies with outstanding 
environmental, social and 
governance ratings in addition 
to screening out those operating 
in controversial industries.

Theme 3: Value stocks
Growth stocks outperformed 
value yet again in 2020. Indeed, 
in eight of  the past ten years, 

growth stocks have topped value 
stocks. But that hasn’t always 
been the case. In the previous 
decade, including the Great 
Recession, value stocks were 
better performers than growth 
stocks, advancing 8% versus a 
decline of  15%. With markets 
at such elevated levels, perhaps 
now is a good time to look once 
again at value.
The iShares Edge MSCI World 
Value Factor ETF (IWFV.L, 
TER=0.30%) provides exposure 
to global equities which are 
undervalued relative to their 
fundamentals.

2020 - A year to forget

NOTE: The Chronicle is providing children's activities to keep them entertained while the 
schools are closed due to the Covid-19 lockdown. Once the schools reopen this section will be 
discontinued.


