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Portfolio review of 2020 
 
8 January 2021 

 
Last year taught me some important lessons  
 

In this first round up of 2021 I am going to look back at 2020 and give some thoughts on the year ahead. We’ll 

look at how my fantasy portfolios have done and the lessons learned from decisions I made managing them last 

year. I will get back to talking about companies and markets next week.  

 

Looking back on a rollercoaster year 
 
2020 was an extraordinary year. At the start of the year there were rumblings of a coronavirus developing in 

China, but few people were predicting a global pandemic of epic proportions. 

  

The lockdowns instigated by many governments around the world led to the deepest recessions in living 

memory. Governments and central banks literally threw the kitchen sink at the problem with huge amounts 

of money printing and spending. 

  

Without such assistance many businesses would have gone to the wall and millions of workers would have 

lost their jobs. There is still a risk that many will do so if some kind of normality does not return to daily lives 

by the spring or early summer. 

  

Many experienced investors would have expected this dire economic backdrop to inflict severe damage on 

company profits and the stock market in general. March saw stock markets plunge around the world as 

people braced for a grim outcome. But what has happened since has taken most people by surprise. 
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The US Federal Reserve has pumped huge amounts of money into the financial markets to stop interest rates 

rising sharply and the debt-based consumer economy from collapsing. This has reinforced the view that has 

existed since the mid-1990s, when Alan Greenspan was the governor, that the Federal Reserve will 

essentially try its best to prop up the stock market. Yet this rocket fuel has not treated all shares equally. 

Technology shares and the shares of businesses associated with the stay at home economy – media 

streaming, video conferencing and food delivery are the most obvious examples – saw their prices soar.  

  

Those businesses that require physical interaction with a customer such as travel firms, restaurants, bars and 

leisure activities saw their share prices collapse and profits tank. Many increased their borrowings and asked 

shareholders for fresh money in order to survive. Time will tell as to whether they have raised enough or have 

the profits to cope with higher debts. 

  

Later in the year, hopes of a vaccine and a return to normality saw a big recovery in the share prices of these 

companies. Hindsight is a wonderful thing and I have commented throughout the year that some of the most 

badly affected companies had arguably become undervalued or even cheap. It was the lack of visibility on the 

timing of their profit recovery that was holding them back.  There is still little visibility right now, but share 

prices in many cases are much higher and price-in a strong recovery, which makes predicting the future 

direction of many share prices much harder to call, in my view. 

  
To say that all these goings on have been unsettling for investors is a big understatement. It’s all very well 

saying that doing nothing is often the best strategy, but you can’t blame people for getting spooked when 

they see a huge chunk of their life savings disappearing in front of their eyes.  For those that held their nerve 

with the right investments, 2020 was a very kind year,, but there is a strong divergence in fortunes depending 

on where you had your money invested. 
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2020 Asset Class Returns 

Source: SharePad 

 
I don’t pretend to understand Bitcoin, but I do understand why people question the value of paper-based 

(fiat) currency in today’s world. Whether Bitcoin is a good and reliable form of money is open to debate, but 

there can be no doubting the appetite for it in recent weeks. Had you held it at the start of 2020 and been 

able to stomach the volatility that came with it, you will currently be very happy. Gold, which is seen as a more 

traditional fiat substitute, increased by nearly 20 per cent in pound sterling terms. 

  

Technology shares had a great year as evidenced by the 43 per cent gain in the ishare Nasdaq 100 ETF. Tech 

also drove a very good year for UK investors in the S&P 500. Exchange traded funds that track World and 

Japanese share indices also delivered more than acceptable returns. 

  

Investors in UK shares generally had a pretty tough time given the high exposure to economically sensitive 

shares and a lack of big tech. The FTSE All-Share Index fell by 9.8 per cent in total return terms driven by a 

poor performance of the FTSE 100. The FTSE 250 benefited from a strong recovery in domestic-focused 

shares in the latter half of the year. 

  

The exception to the dire performance of UK-listed shares was the Alternative Investment Market (Aim), 

where the Aim 100 index increased by 19.6 per cent. I totally get why a lot of UK private investors invest on 

Asset class  2020 return (%) 

Bitcoin Composite  308 

iShares NASDAQ 100 UCITS ETF  43.2 

iShares Physical Gold ETC  19.9 

FTSE Aim 100  19.6 

Vanguard S&P 500 ETF  13.9 

iShares MSCI Japan  12.3 

iShares MSCI World Acc  12.2 

Vanguard FTSE Emerging Markets ETF  11.4 

Ishares Ii PLC ISHRS £ INDEX-LINKED GILTS ETF  11.1 

Vanguard FTSE Developed Europe ex UK UCITS ETF  6.17 

GBP/USD - US Dollar per British Pound  3.09 

GBP/EUR - Euros per British Pound  -5.03 

Vanguard FTSE 250 ETF  -5.4 

WisdomTree Broad Commodities  -6.25 

FTSE All-Share - Total Return  -9.82 

Vanguard FTSE 100 ETF  -11.9 

Brent Oil Composite $  -21.7 
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Aim. The favourable tax treatment of capital gains and no stamp duty on purchases is a plus, but it is also the 

home of exciting, innovative businesses which can grow rapidly. 

  

This comes with higher risks. Aim is no stranger to frauds and blow-ups and also has many illiquid shares. This 

can lead to stellar gains when a share is very popular, but painful losses when things go wrong and investors 

find it hard to sell out.  That’s not to say that there are not some very good businesses on Aim. There are and 

many of these performed very well in 2020. 

  

Now let’s look at how my two Fantasy portfolios got on in 2020. 

  

UK Quality shares 

  

At the start of January 2020, I invested a fantasy sum of £100,000 equally across 25 different UK shares. I 

thought these companies had attractive financial returns that were capable of growing and would have the 

necessary resilience to cope with any downturn in the economy. 

  

This last point is worth expanding on as it is one of the key parts of my personal investing approach. I am by 

nature quite a cautious individual and have definitely been too cautious over my investing career. It’s a habit 

that I think I have gone a long way to shedding, but there is still work to do. 

  

However, I do place a lot of emphasis on risk and not losing money. One of the first things I do when I look at 

most businesses – if they have been around long enough – is to see how they performed in the last recession. 

If profits fell sharply and the business essentially has the same characteristics as it did, then I would usually be 

reluctant to invest in its shares. 

  

The logic for this approach is that blow-ups in your portfolio are hard to recover from and can do a lot of 

damage to your long-term returns. The simple maths which tells you that a share that halves in price needs to 

then double in price to get you back to where you were is very powerful, and so avoiding those situations are 

uppermost in my mind. 

  

2020 saw me come up short in this respect. While there is a strong case for arguing that the recessions 

caused by economic lockdowns are unprecedented and hopefully a rare event, some businesses that I 

thought were resilient proved not to be. 
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UK Quality shares: Initial portfolio, January 2020  

Source: SharePad 

 
Of the 25 shares I started 2020 with, 11 of them left the portfolio. Three of the sales were mistakes in the 

form of Games Workshop (GAW), Halma (HLMA) and AJ Bell (AJB). All were sold on valuation grounds, 

despite them remaining very good businesses. Halma’s resilience has been patchy, but Games Workshop and 

AJ Bell have shown to be very resilient. I still have some concerns that investment platforms are overcharging 

their customers in terms of the platform fees on open-ended managed funds and so have not bought the 

shares back. 

  

Company  2020 total return (%)  Still in portfolio 

Games Workshop  86.5  ✓ 

Avon Rubber  52.5  X 

Ashtead Group  44.1  ✓ 

Bioventix  36.7  ✓ 

Croda International  30.6  ✓ 

Spirax-Sarco Engineering  28.3  ✓ 

London Stock Exchange  17.2  ✓ 

Halma  16.5  X 

Experian  10.3  ✓ 

Diploma  9.8  ✓ 

Rightmove  2.7  ✓ 

JD Sports Fashion  2.7  X 

Howden Joinery  2.5  X 

AJ Bell  2.2  X 

Auto Trader  0.6  ✓ 

Intertek  -1.7  ✓ 

RELX  -3.5  ✓ 

James Halstead  -7.5  ✓ 

Diageo  -7.9  ✓ 

InterContinental Hotels  -10.0  X 

Smith & Nephew  -16.0  X 

Greggs  -22.1  X 

Hollywood Bowl  -25.0  X 

Forterra  -29.6  X 

WH Smith  -40.3  X 
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I underestimated how good a business Games Workshop is. I spent a lot of time studying it this year and was 

more and more impressed with its business potential. I sold the shares in February at £70.70, shortly after 

some heavy selling by the directors. I bought them back at £104.70 at the beginning of November. The 

damage that this did to the total returns of the portfolio are not lost on me and a valuable lesson has been 

learnt: Do not sell a business that is doing well just because its shares may look expensive. 

  

When I first started investing, I was obsessed with valuation and buying cheap shares. It took me a long time 

to realise that paying up for growth with high returns was the way to go and was a much stronger 

determinant of investment returns. I messed up here, but have yet to subscribe to the view that valuation is 

totally irrelevant. However, I think some professional fund managers may have, partly because they have no 

choice but to ignore it or risk underperforming. 

  

When I started looking at the performance of the portfolio, I calculated what the annual performance of the 

fund would have been had I done nothing all year. The answer is that it would have delivered a total return of 

7.2 per cent. 

  

The actual investment return was minus 0.6 per cent. Games Workshop alone can explain a large chunk of the 

difference, but I also lost out because many of the shares that were sold rallied strongly in the second half of 

the year. This was better than the performance of the UK market as a whole, but is of little comfort. 

  

Having said this, at the end of March the portfolio was down by more than a quarter, and so to get back to 

something approaching breakeven is a relief to say the least. 

  

Mistakes were made with the replacement investments. National Express (NEX) and MoneySupermarket 

(MONY) were value traps and sold. RWS (RWS) has not yet worked, but Frontier Developments (FDEV), 
Oxford Instruments (OXIG),YouGov (YOU), Unilever (ULVR) and Nichols (NICL) performed well. 

  

Apart from the few shares mentioned above, I have no regrets on the other shares sold as I feel I have 

replaced them with a better balance of growth and resilience.  

  

Avon Rubber (AVON) was the star performer for the year, which I sold for 81 per cent return in early 

December. I did so due to my concerns on weak organic growth, while a very rosy outcome from existing 

contracts seemed to be priced into analysts’ forecasts. I did not foresee a contract delay announced shortly 

afterwards and still see it as a very good business which may be a candidate for the portfolio at a future date. 

  

The weighted average financial ratios and valuation measures of the portfolio as of 6 January 2021 are 

shown in the table below: 
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Source: SharePad 

 

The profit and cash flow quality measures are very good, in my view, while the portfolio is not cheaply valued 

and skewed by some very expensive shares. 

  

The portfolio weightings and metrics for the current portfolio are shown in the table. 

  

 

UK Quality shares portfolio: Weightings and key indicators as of 6 January 2021  
 

Holdings  24 

Operating margin  21.0% 

ROCE  21.0% 

FCF margin  17.2% 

PE roll 1(F)  23.3x 

Dividend yield (F)  1.7% 

Company Weighting 

Market 

Cap. (m) 

ROCE (ex 

goodwill) ROCE EBIT margin FCF margin PE roll 1 fc Yield 

Games Workshop  5.5% 3,815 65.9 65.2 33.4 29.7 32.6 1.7 

Ashtead  5.2% 15,892 14 13.7 22.9 41.2 21.5 1.1 

Croda International  5.1% 9,256 24.3 19.2 23.3 14.4 32.8 1.4 

Frontier Developments  5.0% 1,238 16 16 21.8 14.5 50.6   

Oxford Instruments  4.5% 1,155 17.9 14.5 11.1 18.5 30.2 0.7 

YouGov  4.4% 1,156 23.4 12 10.3 11 51.8 0.5 

ASOS  4.3% 5,120 17.6 17.6 4.6 8.6 41   

London Stock Exchange  4.3% 31,769 18.7 11 38.3 26.1 40.5 0.8 

Associated British Foods  4.1% 17,433 9.1 7.2 7.3 7.7 18.4 1.7 

Auto Trader  4.0% 5,803 222.7 59.2 70 50.9 30.3 0.7 

Experian  4.0% 26,143 62.7 16.5 26.8 15 34.7 1.2 

Rightmove  4.0% 5,590 664.6 513.3 74 63.5 32.8 0.5 

Diploma  4.0% 2,735 20.8 14.2 12.9 14.1 29.4 1.5 

Bioventix  4.0% 224 68.1 68.1 77.4 71.6     

RELX  3.9% 35,108 67.6 21.6 26.8 22 20.2 2.4 

Intertek  3.9% 9,364 38.9 22.6 16.4 14.4 30.2 1.7 

Spirax-Sarco Engineering  3.9% 8,469 24.6 17.3 20.4 13.3 42.2 1 

Bunzl  3.9% 8,499 21 13.2 6 6.2 18.2 2.3 



 

8 

Source:SharePad  
 

I have added ASOS (ASOS) to the portfolio with a 4 per cent weighting. I have been impressed with how this 

business is being run and the investments it has been making to become a major player in internet fashion 

retailing. It is now earning very respectable returns on capital and I expect continued strong sales growth to 

leverage its assets and grow profits and returns. The purchase was funded by top-slicing Frontier 

Developments, YouGov, Spirax-Sarco (SPX) and Oxford Instruments, which have performed well. 

  

2020 has seen me make mistakes, but I have learnt so much not only about businesses and markets but also 

about myself. Future investment returns are unknown, but I hope that the lessons learnt last year will make 

my investment process much better and more disciplined going forward. 

  

 Fantasy Sipp  
  

After a very strong year in 2019 when the portfolio delivered total returns of 31 per cent, the Fantasy  

Sipp produced a 12 per cent return in 2020. This is not as good as some leading  UK-listed global funds or 

investment trusts, but was only slightly less than the iShares World MSCI ETF, which returned 12.2 per cent.  

  

I am reasonably happy with this result, particularly as the portfolio was down by 14.4 per cent at the end of 

March. The portfolio is not heavily weighted in technology or healthcare shares nor is it dominated by US 

shares (55.1 per cent current weighting) as many of the best performing global funds of 2020 have been. 

  

For a portfolio that has been set up to grow steadily and beat inflation, it is doing what I think most long-term 

investment portfolios set out to do. 

  

The portfolio has seen lots of activity as Covid-19 exposed some of the previous holdings as not being robust 

enough. I have also made a conscious decision to invest in higher growth business, which is why companies 

such as Microsoft (US:MSFT), Games Workshop, YouGov, Intuit (US:INTU) and Frontier Development 

entered the portfolio.  

  

I have also added what I see as defensive ballast to the portfolio by adding a number of consumer staples 

stocks, which should be able to quietly grow in the years ahead. This line of thinking saw Costco (US:COST), 
Procter & Gamble (US:PG.), Domino’s Pizza Inc (US:DOM), Unilever and Reckitt Benckiser (RB.) enter the 

portfolio. 

  

Unilever  3.8% 116,082 31.7 19.6 17.4 11.9 19.4 3.3 

Diageo  3.7% 68,909 16.2 9.9 35 13.8 24.2 2.4 

James Halstead  3.6% 1,090 28.3 27.8 18.7 11 27 3 

Nichols  3.6% 492 38.1 26.9 22.7 15.3 23.9 2.6 

Reckitt Benckiser  3.5% 47,810 -7.8 -6 -12.4 16.3 21.2 2.6 

RWS Holdings  3.2% 2,075 19 11.8 14.4 19.2 22.4 1.9 
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James Halstead (JHD), Smith & Nephew (SN.), Sage (SGE), Avon Rubber (AVON), Intercontinental Hotels 
(IHG), WH Smith (SMWH) and Halma left. The number of portfolio holdings increased from 21 to 24. 

  

The biggest contributors to portfolio performance during the year were Amazon (US:AMZN) and Avon 

Rubber. Sage and WH Smith provided the biggest drag. 

  

My overtrading did not do as much damage as it did with the UK portfolio. Had I done nothing at all,, the total 

return of the portfolio would have been 12.5 per cent. 

  

The weighted average characteristics of the portfolio show that the quality remains high, but that its 

valuation is very expensive. 

  

 
Fantasy Sipp: Weighted average portfolio characteristics  
 

Source: SharePad 

 
The individual portfolio weightings and characteristics are shown in the table below. 

  

Fantasy Sipp: Weightings and key indicators as of 6 January 2021  
 

Fantasy Sipp   

Holdings  24 

Op margin  26.5% 

ROCE  21.0% 

FCF margin  21.9% 

PE roll 1(F)  36.8x 

Div Yield (F)  1.3% 

Company  Weighting 
Market 
Cap. (m) 

ROCE (ex 
goodwill) 

Report
ed 
ROCE 

EBIT 
margin 

FCF 
margin  PE roll 1  fc Yield 

Walt Disney Co (The)  5.4%  323,336  4.7  -0.1  7  6.7  67.8  0.4 

Costco Wholesale Corp  5.0%  166,436  20.2  20.2  3.3  3.6  36.2  0.8 

Games Workshop 
Group   4.8%  3,815  65.9  65.2  33.4  29.7  32.6  1.7 

Croda International   4.8%  9,256  24.3  19.2  23.3  14.4  32.8  1.4 

Mastercard Inc  4.7%  346,314  80.4  64  57.6  44.2  42.2  0.4 

Amazon.com Inc  4.7%  1,614,891  15.4  13.4  5.6  7.7  71.9    

Microsoft Corp  4.7%  1,647,432  28.6  24.4  37  31.6  30.6  1 
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Source:SharePad  
 

Fantasy Portfolios versus leading funds and benchmarks 

 

When running their own investment portfolio, private investors have  to measure themselves against three 

key benchmarks, in my opinion: 

  

●      Whether they make money at a greater rate than the cost of living. This means that the buying 

power of their money will grow. 

●      To beat the returns by investing in a low cost index tracker fund or ETF. 

●      To beat the returns of professional fund managers with a similar investment approach. In other 

words, you are asking the question as to whether you would have been better trusting your 

investments to somebody else. 

  

The success or otherwise of your approach should not be judged on a single year. For long-term investors, I 

think a five-year rolling period is long enough and fair enough to judge how well you are doing. The UK 

Quality shares portfolio has not been up and running long enough to be judged. The Fantasy Sipp was set up 

in its current form in October 2017, so let’s see how it has measured up over the past three years. 

  

YouGov   4.4%  1,156  23.4  12  10.3  11  51.8  0.5 

Frontier Developments   4.3%  1,238  16  16  21.8  14.5  50.6    

Pepsico Inc  4.3%  199,969  23  17.3  15.6  8.1  23.9  2.8 

Paychex Inc  4.1%  32,464  67.3  37.1  36.5  32.5  29.4  2.7 

Spirax-Sarco 
Engineering   4.0%  8,469  24.6  17.3  20.4  13.3  42.2  1 

Reckitt Benckiser 
Group   4.0%  47,810  -7.8  -6  -12.4  16.3  21.2  2.6 

Visa Inc  4.0%  472,825  29.1  22.3  64.5  44.4  37  0.6 

RELX   3.9%  35,108  67.6  21.6  26.8  22  20.2  2.4 

London Stock Exchange  

Group   3.9%  31,769  18.7  11  38.3  26.1  40.5  0.8 

McDonalds Corp  3.8%  157,628  26.1  24.6  43  27.2  25.4  2.4 

Moody's Corp  3.8%  53,423  48.3  24.9  44.1  33.3  27.8  0.8 

Unilever   3.7%  116,082  31.7  19.6  17.4  11.9  19.4  3.3 

Diageo   3.7%  68,909  16.2  9.9  35  13.8  24.2  2.4 

Intuit Inc  3.7%  101,087  44.9  33.6  28.8  29.7  41.1  0.6 

Procter & Gamble Co  3.6%  344,170  28.7  16.8  23  20.2  24  2.3 

Intertek Group  3.3%  9,364  38.9  22.6  16.4  14.4  30.2  1.7 

Domino's Pizza Inc  3.3%  15,024  82.3  80.8  17.5  11.4  29.5  0.8 
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Portfolio returns vs benchmarks and top funds  

Source: SharePad 

 
2020 was not a great year. Over three years, the Fantasy Sipp has comfortably outperformed a global equity 

ETF. It has not been too far away from the performance of highly regarded funds such as FundSmith and 

Lindsell Train, but has lagged funds that have made big bets on technology such as Scottish Mortgage and 

Blue Whale. A Nasdaq 100 ETF has also been a terrific investment. 

  

So I would say that the Fantasy Sipp is just about holding its own and justifying the effort that goes into it.  

  

When it comes to comparing investment returns, one of the things that is not often discussed is the risks that 

are taken on to achieve those returns. You can calculate things such as sharpe ratios or information ratios 

which try to give you a measure of risk-adjusted returns. They do this by comparing the returns of the 

portfolio versus a risk-free asset such as government bonds (sharpe) or a benchmark index (information) and 

take into account the volatility of the portfolio as measured by its volatility (standard deviation). 

  

I’m not a fan of these ratios for the simple reason that volatility is not the same as risk. 

  

Portfolio %returns  2019  2 years  3 years 

Scottish Mortgage Investment Trust PLC  110  166  173 

iShares NASDAQ 100 UCITS ETF  43.2  89.1  100 

Smithson Investment Trust PLC  31.7  70.5   

LF Blue Whale Growth Fund  26.9  59.8  77.1 

Martin Currie Global Portfolio Trust  23.7  62.4  56.2 

Mid Wynd International Inv Trust  20  54.9  50 

Fundsmith Equity T Acc  19  47.5  53.4 

Vanguard S&P 500 ETF  13.9  42.4  45 

Lindsell Train Global Funds  12.9  33.4  50.6 

Baillie Gifford UK Growth Fund  12.3  42  34.6 

iShares MSCI World Acc  12.2  37  33.8 

Phil Oakley Fantasy Sipp  12  46.7  47.7 

Castlefield CFP SDL UK Buffettology Fund  4.91  30.9  32.1 

Phil Oakley UK Quality Shares  -0.6     

Finsbury Growth & Income Trust  -0.933  20.3  19.9 

Vanguard FTSE 250 UCITS ETF  -5.42  21.4  5.79 

FTSE All-Share - Total Return  -9.82  7.28  -2.27 

Vanguard FTSE 100 ETF  -11.9  3.61  -4.61 
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The risk in an investment fund is largely determined by two things, in my view. The business risks behind the 

shares in it, which will drive long-term profitability and the valuation placed on them.  

  

2020 has seen big gains for highly-valued shares with little or no profits. It is my view that a portfolio with 

these kinds of shares is a lot more risky than one that contains cheaper, established businesses which are 

already very profitable. On that basis, I would sleep more soundly owning FundSmith Equity than Scottish 

Mortgage Trust, but I also admire the latter’s investment approach and the long-term returns it has delivered. 

  

Thoughts on the year ahead  
  

2020 has been a great example of how difficult it is to predict the future, and I will not try to do so. Instead I 

will give you a few thoughts on how I see the lay of the land in the investment world. 

  

The UK trade deal with the EU is a welcome if not perfect development and should allow businesses to get on 

reasonably well. I do not share the prophecies of doom offered by many commentators. The need of both 

sides to trade with each other was always likely to force some kind of an agreement, and while I expect some 

teething troubles over the next few months, I take the view that things can and will work out quite well. 

  

The reason I say this is because human beings and businesses have a remarkable ability to adapt to changing 

circumstances and find a way to survive and even prosper. This key characteristic is often ignored when 

predicting the outcome of changing circumstances. 

  

I fully expect businesses to adjust to the form filling procedures needed to cross borders just as they do to 

trade with other countries. Changes in sourcing of supplies may circumvent rules of origin rules, but may take 

some time. Reshoring of supply chains would help with this and provide a welcome boost to jobs in this 

country. UK exports into the EU have also benefited from a 15 per cent devaluation in sterling against the 

euro since June 2016, and this boost to competitiveness has not been lost. 

  

There is no doubt that the trading situation is not as good as it was before, but I think predictions of a 

catastrophic collapse in exports is unlikely to materialise.  

  

Uncertainty is always with us, but it feels as if we are facing unprecedented amounts of it right now. 

  

The bull case for shares is fairly straightforward: 

  

Equity markets have been strong in recent weeks on the hopes that vaccines will quickly bring a return to 

normality. Money remains cheap and inflation low. Earnings and free cash flow yields on many shares are still 

higher than those on government bonds and higher than inflation. Government stimulus packages will revive 

economies and company profits. Once lockdown ends, consumers will spend the money they have saved from 

not commuting or going on holiday in 2020. 
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The bear case is: 

  

Equities are overpriced and there are dangerous signs of speculative excess, particularly in the technology 

sector. Government finances are in a precarious state and they cannot keep borrowing money to save 

people’s jobs. Sooner or later something has to give and it might come in the form of a big rise in 

unemployment. The coronavirus looks like it will get worse before it gets better. 

  

What does the investor do? 
 You can always hide in the relative safety of cash. The trouble with this approach is that once you develop a 

mindset of fear you may never have the courage to get back in the market at the right time. As always, your 

strategy depends on your own circumstances and investment time horizon. With many investors using Sipps 

and Isas to fund their retirement, their time horizon is increasing for the rest of their lives, which may make it 

much longer than the long-held view of cashing everything in at 60 or 65 years of age. This strengthens the 

case for owning shares and hanging on to them through the ups and downs that will always be part and parcel 

of the experience. 

  

I certainly think there’s a lot to worry about, but there usually is. I tend to agree that quality and growth 

shares are very expensive and that is clearly shown by the make-up of my two Fantasy portfolios. I think it’s 

possible for value shares to do well and the strong start to the year by the FTSE 100 will encourage some. 

  

 That said, I do not want to base an equity portfolio stuffed full of banks, oil companies, insurance companies 

and domestically-focused businesses because I think the long-term prospects for many of them are very poor. 

There is a possibility that their valuations re-rate upwards with favourable economic conditions and some 

businesses will be taken over.. Without meaningful profits growth, where is the sustainable growth in equity 

value going to come from? 

  

Let’s take the case of banks which have been the source of some excitement amongst value investors 

recently. Their shares look cheap, but that does not mean you will make money from them. 

  

First of all, I defy anyone to tell me that they are confident they understand what a bank owns and what it 

owes. Bank balance sheets are notoriously opaque and are difficult for outsiders and even sometimes bank 

insiders to understand. When bad times come, we are often treated to a classic example of the tide going out 

and revealing who has been swimming naked. 

  

Then there is the case of the upwards sloping yield curve which is seen as being good for bank profitability. 

The simple explanation for this is that banks use short-term borrowings to make long-term loans and that a 

rising curve of market interest rates over time will boost their net interest margins and profitability. 

  

In theory, this is true. In practice, banks need to increase their loan books at the same time and reprice 

existing ones. Apart from property, the appetite for borrowing in the UK has been weak since the 2008 

recession and it’s difficult to see that changing any time soon. Many mortgage holders and businesses need 

higher interest rates like a hole in the head, while UK property prices have been artificially inflated by 
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government subsidies and the current stamp duty holiday and they look very overpriced relative to wages 

and rents. 

  

The value of domestic property remains a key risk to banks. Granted, loan-to-value ratios look quite 

comfortable on many outstanding mortgages at current prices. If those prices were to fall significantly, then 

my guess is that your view of how much excess capital banks really have would need to change. If Covid-19 

leads to more home-working, then asset values of commercial property such as offices arguably need to be 

revised downwards. 

  

However, as far as the UK equity market is concerned, I’m not desperately downbeat. It remains a 

stockpicker’s market given the poor quality on offer from index tracking. I think there are still opportunities 

out there for bargain hunters and growth investors alike. 

  

The valuation of the UK equity market does not look too bad if analyst profit forecasts are met. An earnings 

yield of 6.5 per cent  is fairly decent in a world of zero interest rates. A strong earnings recovery is expected 

over the next couple of years. 

  

UK Equity Market Valuation 

 

Source:FactSet 
 

I still remain a big fan of the US equity market for the main reason of the quality of growth business on offer 

to the investor and the quality of businesses in general is better than any other stock market.  

  

That quality comes with a higher price tag attached, but that is warranted in my view, given the quality of the 

menu on offer. 

 

 
 
 

 
 
 
 

 

FTSE All Share  2020  2021  2022 

Index Value  3682  3682  3682 

EPS  153  239.1  285.1 

EPS growth    56.3%  19.2% 

DPS  109.2  130.2  141.8 

PE  24.1  15.4  12.9 

Earnings Yield  4.2%  6.5%  7.7% 
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S&P 500 Valuation 
 

Source:FactSet 
 

A 2021 forecast PE of 22.7 times is high by historical standards, but if low interest rates and low inflation stay 

in place, then I do not accept that the market is grossly overvalued. Some pockets of it may be, but not the 

market in general. 

  

Apart from prolonged economic weakness, the main risk I see for US shares is the reversal of the Trump tax 

cuts by the incoming Biden administration. This would take a big chunk off profits and I doubt that share 

prices would react well. 

  

The other risk for UK investors in US shares is a big rise in the value of the pound against the US dollar, which 

would reduce the value of US shares when priced in pounds. The trade deal with the European Union has 

taken some of the pressure off sterling, but I still remain bearish. The pound  has not rallied much and remains 

at a very similar level against the US dollar as it was the morning after the EU referendum in 2016. 

  

The thing to remember with exchange rates is that everything is relative. The US dollar may be the weakest it 

has been for two and half years and faces its own issues, but I still take the view that the US economy is a 

better long-term bet than the UK and can cope with higher interest rates – if and when they materialise – 

better as well. This is what leads me to believe that the pound will struggle to make much long-term headway 

against the dollar and that a long-term exposure to the US equity market continues to make sense for UK 

investors. 

 

 

 

 
 

 

 

 

 
 

 

 

 

S&P 500  2020  2021  2022 

Index Value  3748  3748  3748 

EPS  135  165  193 

EPS growth    22.2%  17.0% 

DPS  56.6  58.3  62.5 

PE  27.8  22.7  19.4 

Earnings Yield  3.6%  4.4%  5.1% 

Dividend Yield  1.5%  1.6%  1.7% 
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