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Introduction:
There’s nothing like a week-long of selling to get the bullish juices flowing once again. After the S&P 500 
set a new all-time high on 25th January, GameStop hysteria seized the market. A relatively small set of retail 
investors, embracing YOLO (“you only live once”), pushed the shares of the troubled retailer up ten-fold 
to unsustainable highs, an epic short squeeze that slammed multiple over-exposed hedge funds. Although 
the frenzy occurred amongst a small group of investors, fear grew that an equity asset bubble had been 
discovered, and broad selling took over. By the end of January, the S&P 500 had fallen 3.7%. Conveniently, 
the index closed right on its 50-day moving average. With investors concluding that GameStop was an 
isolated episode of madness, YOLO was pushed aside by FOMO (“fear of missing out”) and the market 
embarked on a strong recovery run.

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

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 returns to overweight. Whilst it is true that stocks are straying 
further into over-valuation territory, history has shown that markets can sustain moderate over-valuation 
for an extended period of time. 

This is particularly true when the foundation of market gains, estimated earnings, are on the rise. The S&P 
500 appears to have returned to earnings growth and positive year-over-year comparisons are one quarter 
ahead of schedule.

Another potential stock-market driver is the rotation out of bonds, which shows signs of accelerating. 
The rise in rates suggests that investors are exiting bonds in what might be a long-overdue rotation out 
of fixed income; if so, that is more fuel for a future stock rally. That and the big consumer-savings cushion 
could continue to lift stocks even at elevated valuations.

Sectors that are benefiting include Financial Services, where banks are poised to benefit from widening net 
interest margins. Interest rates remain suppressed at the short end of the curve while market forces are 
pushing rates higher at the long end. Another earnings driver for banks has been the reversal of loan-loss 
provisions taken earlier in the year that proved to have been unnecessary.
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Recommended Investment:
Murray Income Trust
Murray Income Trust is an investment trust listed on the London Stock Exchange (“MUT.L”). It invests in a 
diversified portfolio of mainly UK equities and aims to provide a high and growing income, combined with 
capital growth. It has achieved these objectives, having just delivered its 47th consecutive year of increasing 
annual dividends, while also outperforming its benchmark over both the short and longer term.

MUT was founded in Scotland in 1923 and has been part of the Aberdeen Standard Investments stable 
since 2000. The investment team at ASI seek undervalued companies with high profit margins, low levels 
of debt, and above-average earnings and dividend growth potential over the long term. The portfolio 
typically comprises 50-70 stocks, which are held for an average of five years, to give holdings time to 
realise their potential value. Portfolio turnover is therefore low, although the managers will exit a stock 
quickly if a company’s fundamentals deteriorate. Diversification is crucial to MUT’s approach. About 30% 
of the portfolio is invested in mid- and small-cap companies, while overseas stocks may represent up to 
20% of holdings. This provides diversification by size and geography beyond that of many other UK equity 
income funds. Additionally, the team seeks to diversify holdings by income and capital (with a limit on each 
of 5% per holding) and by sector. Interestingly, the team supplements portfolio income via the modest use 
of option writing, which is used to top-slice or top-up existing positions. This option premium income 
provides a modest, uncorrelated supplement to portfolio income.

The recent merger with Perpetual Income and Growth has doubled the trust’s assets under management 
to £1.1bn and is expected to deliver a substantial fee reduction to investors. The TER currently stands at 
0.64% with no performance fee.

The fund has a good performance record, with its NAV up 47% on a total return basis over the last five 
years, compared with a 32% increase for the FTSE All Share Index. The trust’s flexible mandate delivers 
what we view as an attractive dividend yield of 4.1%, paid quarterly. The shares are currently trading at a 
discount to NAV though we see that moving to a premium as a result of the long-term track record and 
dividend yield. Buy.

Market Outlook (cont):
Healthcare is of course a major focus area in the fight against COVID-19, but the reality is that huge 
swathes of patient-facing healthcare shut down in 2020. As herd immunity progresses with the first rounds 
of vaccinations, the rest of healthcare is returning to normal, and will do so for the next few quarters.

Finally, Technology earnings continue to benefit from the accelerated digitisation of the economy. Face-
to-face interactions have been replaced in the pandemic era by phone calls with relatives, social media 
interactions with friends, and collaborative conferencing with work colleagues. These interactions are 
facilitated by the slow-growth, high-income telcos on one end of the Communication Services barbell, and 
by high-growth, zero-earnings social media companies at the other end.

In summary, the improving outlook based on widening vaccine distribution, rising earnings, and a rotation 
into stocks are all creating a strong stock market foundation.
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Tweet of the Month:
“Should investors still follow Warren Buffett? Given that his favourite types of stock (defensive ones with monopoly 
power) are fully priced, it’s doubtful. But there’s one aspect of his thinking we should respect - his emphasis on hav-
ing a well-defined ‘circle of competence’”

His long-term partner Charlie Munger has said that one of their skills “is knowing the edge of your own com-
petency”. They distinguish clearly between what they know and what they don’t, and they avoid mistakes 
by avoiding what they don’t know. Which poses the question: what is it that we can be sure we know, and 
sure we don’t?

In fact, there’s a lot we don’t know. Not least of these is the future. Economists, for example, systemati-
cally fail to predict recessions. Economic forecasts, then, are not within our circle of competency. On the 
other hand, past indicators such as bond yield curves, foreign buying of US equities and dividend yields have 
done a decent job of predicting equity returns. But we have no assurance at all that past relationships will 
continue to hold in the future.

If we don’t know the future, then what do we know? One thing is that very few stock-picking strategies 
actually work. Researchers have unearthed dozens of “anomalies”, ways of predicting outperformance. But 
most of these are likely to be false and any true anomalies that do exist often get bid away as investors 
wake up to them. There are two exceptions to this, however. We do know that momentum and defensive 
stocks outperform. Not every one of them of course, nor do they do so month-in, month-out. But, over 
the longer term, on average they do. We know this because of evidence from around the world, from dif-
ferent time periods and even different asset classes.

We know something else - that there are some mistakes investors make that systematically lose them 
money. For example:

i-We hold onto losing stocks in the hope they’ll turn around, exposing ourselves to negative momentum
ii-We’re overconfident (because we don’t know the edge of our competency) and so trade too much
iii-We buy types of stock that systematically underperform on average, such as small-caps or IPOs
iv-We are overly influenced by peer pressure and word of mouth, which can lead us to buy overpriced 
stocks.

Therefore, we don’t know much about how to make money. But we do know how not to lose it egre-
giously.

All this suggests a strategy for staying within our ‘circle of competence’. We should diversify across asset 
classes, and without any firm expectation of great success; we should prefer tracker funds but use momen-
tum or defensives if we really must pick stocks; and we must avoid well-known errors.

Perhaps, though, the distinction between what we know and what we don’t is not always useful. As inves-
tors we have to prepare for the future even though we don’t know what it holds. But at least we should 
know that we don’t know.
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Economics:
With COVID restrictions set to remain until the summer, delaying the start of the recovery, the Office 
for Budget Responsibility said the UK economy would surge head in 2022 by 7.3% - the fastest pace since 
1948. But the OBR warned said that borrowing of £355bn in this financial year would push the annual 
spending deficit to 16.9% of GDP, its highest level since 1945. A further £243bn of borrowing next year will 
take the total to almost £600bn over two years. Outlining the full impact of the pandemic on the public 
finances, the OBR said the increase in borrowing would also send the UK’s total debt-to-GDP ratio to 
more than 100%, it’s highest level since 1958.

The eurozone economy is almost certainly in a double-dip recession as COVID-19 lockdowns continue 
to hammer the services industry. Delays to the EU’s vaccine roll-out, stalled economic activity and rising 
unemployment are also hampering economic growth. Spain’s unemployment rate has reached a five-year 
high with more than four million people now out of work. ECB vice-president Luis de Guindos believes the 
setbacks are temporary, saying “Growth in the first quarter of this year, and perhaps the second, will be relatively 
weaker than expected. But by the second half of the year, if the vaccination programme goes as well as we hope, 
we could see a noticeable rebound in activity.”

The US created 379,000 new jobs in February - the biggest gain in four months - as the vaccination 
programme ramps up and the economy gradually reopens. The increase in hiring was concentrated in 
businesses such as restaurants, retailers, hotels and entertainment venues as states eased restrictions on 
customer limits and public gatherings. However, most other industries also added workers. The rebound 
in job creation in February is likely the start of a major new cycle of hiring. Warmer weather, falling 
coronavirus cases and another massive increase in federal stimulus are likely to act as jet fuel for the 
economy in the spring and summer.

Quote of the Month:
“The goal isn’t more money. The goal is living life on your terms” - Chris Brogan

Chasing every dollar is never going to bring a person happiness. No matter how much money is made, it 
will simply never be enough. This is because you can always put another zero on whatever sum you make. 
If your goal is £1m and you achieve it, you will then want £10m. And so on and so on. The goal is never 
reached. It is better to make enough money to enable you to do what you want to do in this life. And then 
get off the treadmill. Unless, of course, your work itself is a source of happiness.
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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, 2021 is likely to be a 
positive year for the stock markets.

March 
March is 7th in the ranking of monthly performance, rising 55% of all the years in March, with an average 
return of 0.5%. 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 20 of the 37 years between 1984 and 2020 posting an average gain of 2.0%.

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.

First-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. Since 1948, the UK market has risen 14 times out of 17 (82%) in US election years, with a rather 
extraordinary average annual return in those years of 33%. Generally, the UK market tends to rise in the 
few weeks leading up to the election.

Chinese New Year - Year of the Ox 
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 Ox has seen an average return of 12.3% in previous 
years. As the Year of the Ox is related to water and metal, from a feng shui perspective, industries linked to these 
two natural elements, such as shipping and mining, are forecast to do well.
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Technical Analysis: 
Last month we noted that the overbought market had been unwound, making it a far more attractive entry 
point. The market subsequently rose 2%. The market, however, looks set to trade sideways from here. The 
ADX is at a low of 12, suggesting the market is not in any discernible trend. This means that the upper and 
lower Bollinger bands - at 6,765 and 6,475 respectively, will provide the natural resistance and support 
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:
11th March  ECB Meeting
13th March  New Moon (markets tend to reach a high point around this time)
16th March  FOMC Meeting
18th March  MPC Meeting
19th March  Options Expiry Day
24th March  ECB Meeting
28th March  Full Moon (markets tend to reach a high point around this time)
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