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FTSE 100 5,500

VIX 33
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VIX 31%

S&P 500 4,538

Gold $1,782

GBP/EUR 1.1729

GBP/USD 1.3237

Introduction:
The coronavirus is nothing if not persistent. With Delta and overall cases seeming to have peaked, along 
came the Omicron variant to spoil our Christmas plans. The markets reacted predictably with government 
bond yields falling dramatically. Fortunately, the very preliminary news is that the symptoms of Omicron 
infection are no more severe than those produced by “regular” COVID-19. But many countries are already 
restricting international flights, and the fear is that Omicron will proliferate as people gather indoors in 
the cold winter months. The new variant could prove to be nothing out of the ordinary, or the trigger for 
another global economic shutdown. The reality is likely somewhere in the middle, as it often is.

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 remains at overweight. Elevated earnings forecasts are creating 
a more attractive valuation scenario heading into the final month of the year and on into 2022. Easy 
earnings comparisons have been driving a significant part of the year-to-date stock market gains. But gains 
of 40%-plus, 80%-plus, and 30%-plus were well ahead of consensus in the first three quarters. It’s not the 
level of earnings, but the fact that analysts so badly misjudged companies’ earnings power, that suggests that 
something much more than “easy comps” is in play here. We believe the new factor is higher-than average 
margins.

When companies shut down operations in spring 2020, they faced an unprecedented situation with no 
real playbook as to when things would return to “normal.” Many companies faced an extended period 
of losses and began to plan for a leaner cost structure. As companies adopted a wide range of remote 
solutions, some costs - business travel, trade shows, and even heating and light bills - went sharply lower 
or went away altogether. Meanwhile, the onset of “digital transformation” (the process of automating and 
streamlining processes) prior to the pandemic turned into “digital acceleration”, as companies around the 
world implemented a decade of digital transformation in an 18-month period.  At the same time, every cost 
from the old days is being scrutinised before it goes back in the budget. Some costs have gone up, most 
notably personnel costs in an economy characterised by labour scarcity. Many costs, however, are gone or 
reduced, due to the rethinking of processes and implementation of digital solutions. The outcome of all 
these factors is that large corporations are generating higher margins on a given level of revenue
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Market Outlook (cont):
compared to their experience in pre-pandemic days.

Whilst the Omicron shock sent many stocks down through near-term support (20-day moving averages), 
their medium and long-term support levels remain intact. It remains to be seen if the arrival of the new 
variant impacts the market into year-end and beyond, or becomes just another vaguely remembered selloff 
that proved to be a buy-the-dip opportunity. The fact that December is historically a good month for 
stocks with its customary Santa Claus rally leads us to favour the latter.  And in a rising year, the last bearish 
investment managers normally capitulate or risk presenting clients with worsening underperformance, thus 
giving the markets a further lift.

Next year brings a set of challenges both familiar and new, including supply chain bottlenecks and rising 
energy costs. Our outlook for the market remains however positive, even if we anticipate an “interesting” 
2022 for stocks.
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Recommended Investment:
European Assets Trust plc
European Assets Trust plc (“EAT”) is an investment trust, listed on the London Stock Exchange, that aims 
to achieve long-term capital growth through investments in small and medium-sized European companies. 
Such companies are often under-researched. This can lead to market inefficiencies, which the trust seeks 
to exploit and deliver superior long-term investment performance. 

European equity markets are currently attractively priced relative to the world market, despite their 
economies being forecast to rebound strongly. Indeed, European stock market P/E multiples have been 
trading at a substantial discount to the world market for most of the past five years. This longstanding 
‘European discount’ may provide the opportunity for investors to access high-quality, market-leading stocks 
at attractive valuations below those of their global peers.

The investment managers follow a systematic, bottom-up, fundamental analysis approach, which results in 
a relatively concentrated yet diversified portfolio typically of 40–50 holdings with the ten largest holdings 
currently accounting for 29% of assets. The largest sector allocations are Industrials (24%), Technology (19%), 
Consumer Discretionary (18%) and Financials (16%). Supported by BMO Global Asset Management’s well-
resourced small-cap and global equities teams, they produce detailed analysis of each potential investment, 
including valuation targets and sell triggers. More specifically, they seek high-quality smaller companies, 
which have the following characteristics:

i-proven business models
ii-entrepreneurial management teams
iii-high growth rates, margins and returns on capital
iv-superior cash flow generation and strong balance sheets
v-investments fit for the future, with attractive ESG credentials.

An assessment of the strength of a company’s competitive advantages or ‘moats’ is also essential to the 
team’s selection process, as these are what will allow a business to defend or improve its market position 
and deliver growing profits to its shareholders. The managers’ focus is on quality; however, they only 
buy companies that trade at a substantial discount to their intrinsic value. Companies that meet EAT’s 
investment criteria but are not trading at acceptable valuations are placed on a watch list of stocks, awaiting 
a better price entry point. This allows the team to execute quickly when opportunities present themselves.

EAT’s board is committed to a high dividend distribution policy, paying an annual dividend of 6% of NAV as 
at the end of the preceding financial year. This can be funded from both income and distributable reserves 
and the dividend is paid quarterly.

The trust has performed strongly, rising 72% over the last 5 years and 234% over the last 10 years. The 
TER is a reasonable 0.95% with no performance fee. Furthermore, the trust is currently trading at a 4.5% 
discount to NAV, which we feel could narrow as European equities potentially rerate. Add in the fund’s 
enhanced dividend, which currently offers a prospective yield of 5.5%,  and we rate the fund a strong buy.
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Tweet of the Month:
“The collapse of Squid coin - a cryptocurrency named after the popular Netflix show Squid Game - poses the ques-
tion: how can people be so gullible?

The question, of course, applies to much more than this particular scam. Recent years have seen the rise 
and fall of initial coin offerings; the emergence of non-fungible tokens; and increased financial fraud gener-
ally. It’s easy to think that only the stupid fall for scams. Yet Isaac Newton and Jonathan Swift were two of 
the most brilliant men the British Isles have produced, but both lost fortunes in the South Sea bubble of 
1720. Intelligence doesn’t stop you doing stupid things.

Instead, there are other reasons why we fall for scams. One is disillusionment with derisory returns on 
cash. While there is a strong macroeconomic justification for near-zero interest rates, they do have the 
drawback of encouraging fraud. People are vulnerable to cons because they are desperate for returns in 
the same way that ill people, desperate for a cure, turn to quack remedies.

And this is not the only parallel between financial frauds and snake oil sellers. In a brilliant paper, the late 
Werner Troesken described the tricks these used in the 19th and early 20th centuries. One was product 
differentiation. Quacks always claimed their remedies were unlike the others. People who could resist one 
offer thus fell for others. And when that remedy failed they switched to another, causing the market to 
keep going. There are now over 13,000 different cryptocurrencies trading on over 400 different exchanges. 
Food for thought!

Indeed, snake oil sellers knew something else long before modern advertisers - that glamour sells. They 
touted their wares on travelling medicine shows featuring top musicians and celebrities, all of which 
seemed tremendously exciting to isolated rural folk. One of the most popular remedies, Hadacol, enlisted 
the likes of Hank Williams, Judy Garland, Bob Hope and Jack Dempsey among many others.

One thing that helps inflate bubbles is assets’ association with exciting new technologies, be it railways in 
the 1840s, radio in the 1920s, the internet in the 1990s or cryptocurrencies today. It’s in this context that 
the fear of missing out becomes so powerful. It’s not just financial returns that we don’t want to miss. It’s 
the buzz, the sense of being one of the cool kids who is on trend. And once a scam has started another 
force kicks in - a desire to harmonise with others. Conmen know this. Bernie Madoff sucked people into 
his Ponzi scheme because once he had signed up a few country-club members, their friends joined in as 
well. That’s how affinity frauds work; church congregations are big targets for fraudsters. 

But here’s the thing. Copying those around us is often sensible. All of us have very limited knowledge and 
there is often wisdom in crowds: if you’re looking for dinner in an unfamiliar town, which restaurant would 
you choose - the empty one or the one that’s buzzing? Following others can be reasonable. Which is also 
true of the other forces pushing us into scams. There’s nothing unusual with wanting some glamour and ex-
citement in our lives; people in well-paid but dull jobs are especially keen on getting some. And it’s reason-
able to take a chance if you’re desperate: the “hail Mary” pass is a longstanding tactic in American football.

The things that make us buy into frauds aren’t, therefore, merely individual errors that are easily corrected. 
Instead, they are only slightly distorted manifestations of reasonable motives. Fraud is not, therefore, a de-
viation from a well-functioning market but rather a normal part of market forces. It is ordinary economic 
behaviour. Those snake oil sellers, remember, thrived for decades. As ever, our recommendation to inves-
tors is to seek advice from only regulated entities in all their financial matters.
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Economics:
The Organisation for Economic Co-operation and Development (OECD) has predicted the UK economy 
will grow by 6.9% in 2021 and by 4.7% in 2022. That is higher than the 5.2% in 2021 and 4.3% in 2022 
which has been forecast for the Eurozone. The numbers also mean the UK is expected to enjoy the fastest 
growth of any of the world’s seven most advanced economies. However, the OECD has warned that Britain 
could suffer a setback if supply and worker shortages do not ease. A worsening trade relationship with the 
European Union could also weigh on the economic outlook in the medium term.

Despite 5.2% GDP growth forecast for 2021, supply chain bottlenecks and rising energy costs threaten 
to constrain the EU’s recovery from the pandemic despite a recent pick-up in growth, the European 
Commission has warned. Brussels is also worried that an acceleration in COVID-19 cases could mar the 
EU’s economic prospects, especially in countries where vaccination rates are low. The balance of risks to 
growth had “tilted to the downside”, the commission warned.

Goldman Sachs economists cut their forecasts for the US economy this year and next after deciding the 
spread of the Omicron strain of the coronavirus would exert a “modest downside” drag on growth. In a 
weekend report to clients, economist Joseph Briggs said they now expect US gross domestic product to 
expand 3.8% this year, down from 4.2%. It also reduced its 2022 estimate to 2.9% from 3.3%. “While many 
questions remain unanswered, we now think a modest downside scenario where the virus spreads more quickly but 
immunity against severe disease is only slightly weakened is most likely,” said Briggs.

Quote of the Month:
“Success is the sum of small efforts, repeated day in and day out” - Robert Collier

Success requires constant, small improvements and effort, repeated over time. This is why great business 
people will tell you to “love the process”.  Indeed, Warren Buffett says that he “loves the process more than 
the proceeds”, in other words he’s not doing it for the money.  The irony of this is that the money often 
comes anyway when you enjoy something so much that you are willing to work on it for 14 hours a day.
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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.

December 
December is the FTSE 100’s best performing month since 1984, rising 2% on average, 78% of the time. In 
an average month, the market tends to increase slightly in the first two weeks, but then rises strongly in the 
final two weeks. Indeed, this is the strongest two-week period in the whole year, with the three strongest 
days of the year all occurring in this period.

Fourth Quarter 
The FTSE 100 has risen 27 of the 37 years between 1984 and 2020, posting an average gain of 3.3%.

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.

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 wrote “the market has obviously more downside than upside and we target the 20-day moving 
average lying at 7,230 with support seen around the lower bollinger band lying at 7,130.” In the event, the market 
fell 2.5% closing at 7,122. We now feel that the market is starting to look attractive again. The RSI, at 34, has 
almost reached oversold territory and the 200-day moving average is just 84 point away, providing a major 
level of support. We target the 20-day moving average lying at 7,240 and who knows, with the traditional 
Santa Claus rally just ahead, we may see the market go on and retest the recent high lying at 7,385.
   
“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:
4th December   New Moon (markets tend to reach a high point around this time)
14th December  FOMC Meeting
16th December  ECB Meeting, MPC Meeting
17th December  Options Expiry Day
19th December  Full Moon (markets tend to reach a low point around this time)
24th December  Christmas Eve. LSE closes at 1.30pm CET
27th December  LSE closed
28th December  LSE closed
31st December  New Years Eve. LSE closes at 1.30pm CET
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