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Introduction:
April was a brutal month for the stock market, with blue-chips suffering their worst month since March 
2020, while the Nasdaq had its worst month since October 2008 when the ‘great recession’ was taking 
hold. Purely from an investment perspective, the drop has had the benefit of washing away significant 
portions of the over-valuation in stocks that existed at year-end. Indeed, the combination of continued 
earnings strength and a correcting market have helped ease concerns about stock-market valuations. 
At some point, bulls will wade back into the carnage in search of favourable entry points for stocks that 
investors loved when they were pricey and hate now that they are cheap.
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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 equalweight. There are many good reasons to be 
bearish at this time. The market has entered the historically weakest half of the year and “sell in May, go 
away” is now at the forefront of investor’s minds.

Indeed, the investing climate itself in 2022 is much more challenging than what we have seen in recent 
years. While the long-term trend continues to favour growth and low income, the pivot to value, ‘min vol’ 
and income is likely to prove persistent throughout the year.

The market has a range of problems, the worst being inflation - and central bank’s aggressive actions to 
fight climbing prices. Inflation is at the highest level in decades, driven upward by demand recovery, supply-
chain issues, higher labour costs, and the war in Ukraine. This brutal war is dragging on, meaning that global 
GDP growth estimates will likely keep coming down.

Market sentiment is bearish. The keenly-watched AAII Sentiment Survey registered a third straight week 
with bulls at less than 19%. Bears rose to 59.4% last week, while the spread between the two hit -43 
percentage points. Both figures are the most bearish since March 2009. The participants in this poll are 
deemed to represent the smart money. 

On the other hand, there are also reasons to be cheerful. Over the past two years, each earnings season
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Market Outlook (cont):
proved to be a stock-market accelerator, given the strong, double-digit EPS growth being recorded quarter 
after quarter. The current earnings season is likely to generate mid-to-high single digit growth which, along 
with moderately strong economic data, should help to stabilise the market.

Overlooked in the focus on Ukraine has been the continued global recovery from the COVID-19 pandemic, 
with US daily deaths running at one-quarter of the two-year average. We look for a still-strong economy 
and improving health to drive above-average economic growth in 2022.

We do not believe a recession is imminent. Many of the problems facing the market (such as the supply-
chain crisis and inflation) reflect too much demand, not too little. That is cold comfort to investors looking 
at negative returns four months into the year. But history has shown that a diversified portfolio of stocks 
has beaten every other asset class and the worst course of action is to panic sell.
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Recommended Investment:
Scottish Mortgage Investment Trust
Launched in 1909, Scottish Mortgage is considered to be Baillie Gifford’s flagship investment trust. These 
days the trust is global rather than Scottish and has nothing whatsoever to do with mortgages. It is an 
actively managed, low cost investment trust, investing in a high conviction, global portfolio of companies 
with the aim of maximising its total return to its shareholders over the long term. Scottish Mortgage has 
been the outstanding success story of the investment trust sector in recent years and is now the largest 
listed closed-ended fund on the LSE (SMT.L) with a market capitalisation of £12bn.

The Investment Managers look for strong, well run businesses which offer the best potential growth 
opportunities. They think in terms of owning companies rather than renting shares and are first and 
foremost stock pickers, selecting investments based on an individual company’s fundamental characteristics. 
A long-term approach is taken, as the Managers believe that it is only over periods of five years or longer 
that competitive advantages and managerial excellence within companies are truly reflected in shareholder 
returns. Companies are analysed using a range of metrics that aim to assess:

i-the strength of management
ii-a company’s competitive and financial position
iii-the customers’ perspective
iv-prospects for sales and margins
v-the potential valuation

The resulting portfolio bears little resemblance to the benchmark index which is only used for performance 
measurement, rather than portfolio construction. The portfolio consists of ~100 holdings, although the high 
conviction approach is reflected in the top 10 holdings representing 44% of total assets. Top 10 holdings 
include such names as Moderna, Tesla, Tencent, Nvidia, Alibaba & Amazon. The fund is also able to invest up 
to 30% of assets in unlisted companies and these currently represent ~25% of total assets, although they 
account for nearly half of the holdings by number.

The fund has performed very well over the long term, with a NAV total return over the last five years of 
+187%, significantly outperforming the 68% return of the FTSE All World benchmark. The performance 
over 10 years is even more impressive, rising 697% against 232% for the benchmark.

Scottish Mortgage has traded on a premium to NAV for much of the last five years but are currently 
trading at a 5% discount. We believe that this discount will be narrowed by the Board’s historical practice 
of buying back shares. During 2021, for example, the fund issued shares worth £525m at a premium and 
repurchased £465m of shares at a discount. The fund also benefits from one of the lowest fees in the 
investment trust sector, with a Total Expenses Ratio of just 0.34%. Combined with the trust’s strong track 
record, we rate the fund a strong buy.
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Tweet of the Month:
Emerging market investors are nursing some big losses, but there is hope for them, because markets might now be 
pricing in a lot of bad news

It’s easy to see why emerging market equities should be suffering. The Fed will continue to raise interest 
rates this year, and anyone with memories of 1994 knows that even anticipated rises in rates can be bad 
for the sector. The stronger US dollar is also a problem, as it raises the costs in local currency not only of 
importing raw materials but also of servicing dollar-denominated debt.

High oil prices are yet another danger. Ordinarily, this isn’t bad for emerging markets because it is a sign 
of a strong world economy, a circumstance in which emerging markets often do well. Today, though, it is a 
sign of restricted supply as a result of the Russia-Ukraine war, so equities are getting pain without gain. And 
on top of all this, emerging markets look weak from a technical standpoint. The MSCI’s emerging markets 
index is below its 200-day moving average, signalling the market is in a downtrend. The case against emerg-
ing markets is therefore strong.

But not overwhelmingly so. The ratio of MSCI’s emerging markets index to its developed world index is 
now one-third below its post-1990 average. Which is encouraging because there has been a tendency for 
emerging markets to do well after this ratio has been low. On the last occasion when the ratio was as low 
as it is now (in October 2002) they rose by 44% in the following 12 months. Which is now good news for 
investors. It suggests that one big danger for emerging markets is now in the price. A repeat of 1994 is 
thus not likely.

Of course, whether this leads to emerging markets rising depends a lot upon Vladimir Putin. An end to 
the war would benefit emerging markets in three ways. In decreasing uncertainty, it would increase inves-
tors’ appetite for risk. It would weaken the dollar as investors no longer feel the need to cling so much to 
familiar assets. That would cut the costs of raw materials and debt servicing. And in reducing the threat of 
supply restrictions it could cut the oil price.

By the same token, though, a continuation of the war would hurt emerging markets more than most. 
Which is of course just another way of stating the obvious – that emerging markets are risky.

What’s not so obvious, though, is that emerging markets are now so cheap, and have so much underper-
formed the usual predictors of their returns, that they are discounting lots of bad news. And, remember, 
investors in emerging markets are sometimes very well rewarded for taking on risk: we saw annual returns 
of over 50% in 1991, 1993, 1999, 2003-04, 2009 and 2020-21, for example. Sometimes, fortune does favour 
the brave.
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Economics:
The UK’s interest rate has reached a post-2008 global financial crisis high of 1%, as the base rate was 
lifted to counter the catastrophic impact of soaring inflation, which reached a 30-year high level of 7% in 
March. As the inflation and unemployment levels are on the rise, accompanied by sluggish GDP growth, the 
Bank of England forecasts that the UK economy may shrink over the next year by 0.25%, and this trend 
of contraction may continue over the next two years. The figures put an additional burden on Chancellor 
Rishi Sunak to take steps to stabilise the situation before the economy is pushed into a recession and 
support the households struggling with rising bills, falling real wages, and job losses.

The euro zone is facing concurrent economic shocks from the war in Ukraine and a surge in food and energy 
prices, along with a supply shock arising from China’s zero-Covid policy. That has prompted concerns about 
“stagflation” - an environment of low economic growth and high inflation - and eventual recession. Inflation 
in the euro zone hit a record high of 7.5% in March. So far, the European Central Bank has remained more 
dovish than its peers. However, the ECB now expects to conclude net asset purchases under its asset 
purchase programme in the third quarter, after which it will have room to begin monetary tightening. 
Berenberg Chief Economist Holger Schmieding believes that near-term risks to economic growth are tilted 
to the downside. “Worsening Chinese lockdowns and cautious consumer spending in reaction to high energy and 
food prices could easily cause a temporary contraction in Eurozone GDP in Q2,” Schmieding said. Yet Schmieding 
suggested that the euro zone is likely to enter recession only “if worse came to worst,” and that it isn’t a base 
expectation.

Employers in the world’s largest economy added 428,000 jobs last month, keeping the unemployment rate 
at 3.6%, just above where it was before the spread of Covid-19 caused mass layoffs two years ago. The 
data pointed to continued strong job growth and contained hints that some inflationary pressures may 
be easing - welcome news for an economy where consumer prices have climbed at a rate not seen since 
the 1980s. Yet it’s unclear how long the jobs boom will continue. The Federal Reserve recently raised its 
key rate by 0.5% - its most aggressive move since 2000 - and signalled further large rate hikes to come. 
As the Fed’s rate hikes take effect, they will make it increasingly expensive for consumers and businesses 
to borrow, spend and hire. In addition, the vast economic aid that the government had been supplying to 
households has expired. And Russia’s invasion of Ukraine has helped accelerate inflation and clouded the 
economic outlook. Some notable economists are now warning of a growing risk of recession.

Quote of the Month:
“I remember the $0.05 hamburger and a $0.40-per-hour minimum wage, so I’ve seen a tremendous amount of 
inflation in my lifetime. Did it ruin the investment climate? I think not” - Charlie Munger

Bailing out of stocks because of fear or uncertainty is one of the worst things you can do as a long-term 
investor. The reality of the stock market is that it can be very volatile over the short term. This makes 
timing the market impossible. But, if you hold stocks over the long term, you should get very good 
results. This is because the stock market has continued to increase over the very long term, alongside 
the economy which has increased in a similar fashion. In steadiness of real income, or purchasing power, a 
portfolio of diversified shares has always beaten every other asset class. Companies can simply raise their 
prices in response to inflation and therefore maintain their profits.
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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.

May 
May is the 3rd worst performing month, rising just 50% of all the years in May, with an average return of 
0%. In an average month, the market tends to trade fairly flat for the first two weeks, and then prices drift 
lower in the second half of the month.

Second Quarter 
The FTSE 100 has risen 24 of the 38 years between 1984 and 2021 posting an average gain of 1.5%.

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 0.6% between May Day and Halloween (it is known as the Halloween effect in the US) 
compared with 7.9% 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.

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 noted “We feel there is now more downside than upside with the market at its current level, just 
1.8% below its pre-war high. The RSI is at 80%, reflecting that the stock market is in extremely overbought territory... 
a pullback to the 20-day moving average lying at 7,340 would not be a surprise.” In the event, the market has 
fallen from 7,537 to 7,387. At this level, the market is more difficult to predict. The RSI has fully unwound 
and is even looking bearish having fallen through the 50% level to 37%. Thankfully the ADX, at 18%, is indi-
cating that the stock market is not trending. With the FTSE 100 at the lower Bollinger band, the market is 
therefore at a strong support level. If this fails, we target a fall to 7,200.       
       
“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:
3rd May  FOMC Meeting
6th May  MPC Meeting
16th May  Full Moon (markets tend to reach a low point around this time 
18th May  ECB Meeting
20th May  Options Expiry Day
30th May  New Moon (markets tend to reach a high point around this time) 
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