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FTSE 100 5,500

VIX 33
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VIX 20%

S&P 500 4,677

Gold $1,797

GBP/EUR 1.1989

GBP/USD 1.3596

Introduction:
We wish all our clients and readers a very Happy New Year. The year 2021 was a good one for stocks, 
fuelled by reopening optimism, strong corporate earnings growth, and medical breakthroughs. Much of 
the market’s momentum was recorded in the first half, before multiple challenges set in. These included 
inflation shocks beginning in late spring, a supply-chain crisis that impacted every industry by mid-summer, 
and rising interest rates as the year wound down. The year 2022 opens with many of these challenges still 
in place, and the stock market certainly faces a more-difficult path than was the case in 2021.
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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. With 2021 having headed into the 
books as a successful year, thoughts are now turning to the investing year ahead. There are several positive 
factors supporting a continuation of the new bull market that began in March 2020, after the coronavirus 
ended the previous bull market, which had been the longest on record.

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, 2022 is likely to be a 
positive year for the stock market.

It is interesting to see that stock buying by company directors has been strong on every recent pullback. In 
early December, for example, the market pulled back sharply as investors worried about the spread of the 
Omicron variant - bringing the VIX volatility index to its highest level since January 2021. Insiders reacted 
aggressively, buying “low-hanging-fruit” as deflated stock multiples offered apparent opportunities. When 
insiders speak, it can be wise to listen.

And although central banks are accelerating the pace of QE tapering, in what investors see as a sign that 
concerns about inflation have intensified, the intensified taper and the Bank of England’s first rate hike send 
out another message: that the economic recovery is on track, and that another pandemic is not on the
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Market Outlook (cont):
cards.

Meanwhile, corporate earnings are poised to grow at a double-digit rate, even though employee wages 
are going up and the cost of everything is increasing. Companies are using digital technology implemented 
during the lockdown period to drive efficiencies and hold down costs.

There are of course some challenging factors present as well: stocks are trading above their fair value, 
so the stock market will be more dependent on earnings than on higher valuation multiples for returns; 
coronavirus cases will continue to rise as new variants emerge; and stocks tend to struggle during the 
second year of the presidential cycle. But we believe the bull market is at its most comfortable when it 
is climbing a wall of worry. Persistent concerns about negatives prevent investors from over-loading the 
bandwagon and causing the market to get too top-heavy. Bull markets that grind rather than soar tend to 
be more sustainable.

All in all though, historically-low interest rates and solid corporate earnings point to another positive year 
for stocks and we are targeting a 7% return for the year, taking the FTSE 100 up to 8,000.
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Recommended Investment:
Edinburgh Worldwide Investment Trust plc
Historically, smaller companies have outperformed larger stocks. Edinburgh Worldwide Investment Trust 
plc (EWI), an investment trust listed on the London Stock Exchange, aims for capital growth from a global 
portfolio of initially immature entrepreneurial companies, typically with a market capitalisation of less than 
$5bn at time of initial investment.

The fund is managed by Douglas Brodie of Baillie Gifford, an experienced fund manger supported by broad 
in-house resources. Mr Brodie’s team seeks to identify immature, ambitious, and entrepreneurial companies 
that are looking to scale up their operations on a global level. These firms typically offer solutions that 
larger companies are failing to address, and if successful, can offer investors asymmetric returns as they take 
market share and disrupt incumbent operators. They have long found that the most interesting companies 
are invariably those that position themselves on the frontiers of socio-economic change, addressing the 
most pressing questions and building solutions that seek to drive the world forward. For such companies, 
sustainability is not just the how they go about operating, it’s also the why: why they exist, why society 
should care and why, ultimately, they might be an outstanding investment opportunity.

The focus on disruption and innovation means that technology and healthcare names form a substantial 
element of the portfolio, while energy and basic-materials stocks feature sparingly. In addition, given where 
they are in their evolutionary development, around one third of the portfolio is in companies that are not 
yet making a profit. As a result, the fund does not produce a yield and is therefore only suitable for investors 
seeking capital growth.

The portfolio is well diversified and typically comprises 75 to 125 holdings, with the ten largest holdings 
currently accounting for 33% of assets. The trust is required to have exposure to a minimum of six countries 
and 15 industries. 66% of the fund is invested in the US with large exposures to the UK (17%), Europe (5%) 
& Asia (8%). The largest sector allocations are Software, Biotechnology, Healthcare Equipment & Services, 
Aerospace & Defence and Automobiles. The fund can invest up to 15% of the Company’s total assets, at the 
time of initial investment, in unlisted investments and the current weighting is 11%. 

EWI’s strong track record is impressive both on an absolute basis and compared to its peers. The fund has 
risen 164% over the last 5 years and carries a five-star rating from Morningstar. Small-caps is one of the few 
areas where active fund managers are proven to be able to provide added value over low-cost ETFs. This 
fund provides exposure to global small caps at a very reasonable TER of 0.66%. Buy.
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Tweet of the Month:
“Tips for avoiding the top ten common investment mistakes. When learning how to invest, it is important to learn 
from the best, but it also pays to learn from the worst”

1-Expecting too much or using someone else’s expectations
Investing for the long term involves creating a well-diversified portfolio designed to provide you with the 
appropriate levels of risk and return under a variety of market scenarios. But even after designing the right 
portfolio, no one can predict or control what returns the market will actually provide. It is important not 
to expect too much and to be careful when figuring out what to expect. 

2-Failing to diversify enough
The only way to create a portfolio that has the potential to provide appropriate levels of risk and return 
in various market scenarios is adequate diversification. Often investors think they can maximise returns 
by taking a large investment exposure in one security or sector. But when the market moves against such 
a concentrated position, it can be disastrous. Too much diversification and too many exposures can also 
affect performance. The best course of action is to find a balance. 

3-Buying high and selling low
The fundamental principle of investing is to buy low and sell high, so why do so many investors do the op-
posite? Instead of rational decision making, many investment decisions are motivated by fear or greed. In 
many cases, investors buy high in an attempt to maximise short-term returns instead of trying to achieve 
long-term investment goals. A focus on near-term returns leads to investing in the latest investment craze 
or fad or investing in the assets or investment strategies that were effective in the near past. Either way, 
once an investment has become popular and gained the public’s attention, the easy gains have already been 
made.

4-Trading too often 
When investing, patience is a virtue. Often it takes time to gain the ultimate benefits of an investment 
and asset allocation strategy. Continued modification of investment tactics and portfolio composition can 
not only reduce returns through greater transaction fees and stamp duty costs, it can also result in taking 
unanticipated risks. Use the impulse to reconfigure your investment portfolio as a prompt to learn more 
about the assets you hold instead of as a push to trade.

5-Not reviewing investments regularly
If you are invested in a diversified portfolio, there is an excellent chance that some things will go up while 
others go down. At the end of a quarter or a year, the portfolio you built with careful planning will start 
to look quite different. It is essential to review your portfolio regularly (at a minimum once a year) to 
make sure that your investments still make sense for your situation and that your portfolio doesn’t need 
rebalancing.

6-Chasing yield
A high-yielding asset is a very seductive thing. Why wouldn’t you try to maximise the income it produces? 
Simple. Past returns are no indication of future performance and the highest yields carry the highest risks. 
Focus on the whole picture; don’t get distracted while disregarding risk management.
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Tweet of the Month (cont):
7-Trying to be a market timing genius
Market timing is very, very hard.  Trying to make a well-timed call can be many an investor’s undoing. An 
investor that was out of the market during the top 10 trading days for the S&P 500 Index from 2003 to 
2018, for example, would have achieved a 2.7% annualised return instead of 7.7% by staying invested. This 
difference suggests that investors are better off contributing consistently to their investment portfolio 
rather than trying to trade in and out in an attempt to time the market.

8-Neglecting to start or continue
Individuals often fail to begin an investment programme simply because they lack basic knowledge of 
where or how to start. Likewise, periods of inactivity are frequently the result of lethargy or discourage-
ment over previous investment losses. Investment management is a discipline that is not overly complex, 
but requires continual effort and analysis in order to be successful.

9-Not controlling what you can
People like to say that they can’t tell the future, but they neglect to mention that you can take action to 
shape it. You can’t control what the market will bear, but you can save more money! Continually investing 
capital over time can have as much influence on wealth accumulation as the return on investment. It is the 
surest way to increase the probability of reaching your financial goals.

10-Working with the wrong financial adviser
An investment adviser should be your partner in achieving your investment goals. The ideal financial pro-
fessional and financial service provider not only has the ability to solve your problems but shares a similar 
philosophy about investing and even life in general. The benefits of taking extra time to find the right ad-
viser far outweigh the comfort of making a quick decision.
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Economics:
The imposition of ‘Plan B’ in a bid to flush out a wave of Omicron cases hit the British economy last month 
as people were encouraged to work from home and limit socialising, igniting a mass exodus from city 
centres and high streets and dealing a heavy blow to the UK services economy. Meanwhile, economists at 
Capital Economics hiked their forecasts for inflation to peak at 7% this April, more than triple the Bank of 
England’s target. Worryingly, inflation will not even come close to the Bank’s 2% target in 2022, staying at 
4% next Christmas, and could even remain above target next year. In response, they believe the Bank will 
hoist interest rates four times this year, lifting them to 1.25%, the highest level since February 2009.

Eurozone’s inflation rate hit a record high in December as the economy came under renewed stress amid 
surging Omicron infections and tighter restrictions. Annual inflation rose to 5%, from 4.9% the previous 
month, with energy prices the main driver with an uplift of 26%. With infections breaking records almost 
daily as the Omicron variant sweeps across the continent, eurozone growth is expected to take a hit at 
the start of this year even though governments have largely avoided the restrictive measures that brought 
their economies to a standstill a year ago. However, assuming that the health situation does not lead to 
hard lockdowns, the economy should recover the lost ground by mid-year, with the impact over this year 
as a whole being very mild.

The US economy ended 2021 on a sour note with a worse-than-expected employment report. The world’s 
largest economy gained only 199,000 jobs in December, defying expectations for a far greater increase 
fuelled by the recovery from Covid-19. Though a drop in the unemployment rate to 3.9% was welcome 
news, analysts warn the labour market may be in for some rough months to come as cases caused by the 
new variant surge and again complicate daily life. Indeed, these figures are before Omicron, which is making 
lots of people sick and disrupting lots of businesses. The Omicron variant certainly has the potential to drag 
on US economic growth in 2022, as the Delta variant did in 2021.

Quote of the Month:
“The stock market is a device for transferring money from the impatient to the patient” - Warren Buffett

One clear and simple investment edge that anyone can choose to take advantage of is patience. It doesn’t 
require a lofty intellect or a vast bank of computers crunching algorithms. Surprisingly, this is an edge 
that the major stock market players are unable to take advantage of. Institutional investors are constantly 
being judged on their most recent quarterly returns, which can easily lead to fund managers jumping from 
one investment to another in the pursuit of short-term gains, to the detriment of investment returns. 
Fortunately, retail investors are not subject to such pressures. It is proven that the patient approach 
produces superior investment performance.
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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.

January 
January is the 7th in the ranking of monthly performance, rising 53% of all the years in January, with an 
average return of 0.4%. In an average January shares usually start trading strongly in the first few days most 
likely a momentum effect from the surge in prices traditionally seen in the last two weeks of the year. 
However, that ebullience soon wears off and prices then slide for the rest of the month until recovering 
somewhat in the last few days.

First Quarter 
The FTSE 100 has risen 25 of the 38 years between 1984 and 2021, posting an average gain of 1.3%.

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.

Second-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.

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 “We now feel that the market is starting to look attractive again...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.” In the event, the market rose 363 points (5%) to 7,485. 
Now the market looks to us set for a pullback. With the ADX lying at 12, the market is not trending. There-
fore, we look to the lower and upper bollinger bands for levels of support and resistance. Considering the 
FTSE 100 is just 70 points below the upper bollinger band and a whopping 345 points above the lower 
bollinger band, the likely direction is obvious, and we target an initial pullback to the 20-day moving average 
lying at 7,340. 
   
“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:
2nd January  New Moon (markets tend to reach a high point around this time)
3rd January  New Year’s Day (LSE closed)
17th January  Full Moon (markets tend to reach a low point around this time)
21st January  Options Expiry Day
25th January  FOMC Meeting
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