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The 3 golden rules of investing
Investing is for the long term, but in the short term, markets can fluctuate. 

At times like this, it’s crucial that you focus on the 3 golden rules of investing:

Make sure you’re properly diversified

If you’re investing in only one or two types of investments, you’re exposing

yourself to quite a degree of risk. But if you diversify across different

investments such as equities, property and bonds, it can help you achieve a

much better balance between risk and return. Periods of market volatility are a

valuable reminder of the importance of diversifying – of spreading your money

across different types of investments, geographical locations and industries. 

Take a long-term view 

Because when you do, you’re much more likely to meet your all-important

financial goals. It’s easy to get caught up in the drama of short-term market

falls – and the accompanying headlines. But try to remember that these

fluctuations are a normal part of markets, keep your composure and remind

yourself why you invested in the first place. 

Avoid locking in short-term losses

Over the longer term, stock markets often provide investors with higher

returns than leaving money on deposit. And even when markets suffer 

short-term setbacks, history shows us that they recover in the long term.

When markets fall you may be tempted to sell some of your investments, 

but if you do, you run the  risk of locking in your losses and missing out on any

future market recovery. But there are no guarantees – the value of investments

can go up or down and may be worth less than you paid in. Past performance

is not a reliable indicator of future performance.

This commentary should not be regarded as financial advice. The information here is based on our

understanding in January 2017.
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Currency to play a key role

An improving economy, higher interest rates and

tax changes could encourage US companies to

repatriate cash held overseas. It would seem all

the conditions are falling into place for a rise in

the US dollar against most currencies. How

sterling and the euro perform against the dollar

will probably reflect political rather than economic

factors, as central banks outside the US are not

going to change monetary policy quickly.

This commentary should not be regarded as financial advice. The information here is based on our understanding in January 2017.

Article 50 and the stock markets

An announcement in March 2017 that the UK government is triggering Article 50 won’t come

as a surprise. However, negotiations are likely to be highly complex, both on transitional rules

and regulations, and even more so on the final nature of the UK's relationship with its EU

neighbours. We expect little will be decided in 2017, at least until the all important

German election is out of the way, with more substantive talks in 2018.

Outlook for global bond markets

Bond markets are reacting to a change in outlook for

economic growth and inflation. We expect tax cuts

for businesses, to boost the US economy, and

interest rate hikes by the US Federal Reserve (the

Fed) over the coming two years. While much of this

has been priced into expectations for bonds already,

we think there’s still room for investors to sell

bonds and buy riskier assets such as equities or

selected commercial real estate.

What’s happening where?
An outlook on worldwide markets

Political strains to continue

As France, Germany and the Netherlands prepare to go to

the polls and Mr Trump enters the White House, we fully

expect that political strains and stresses will continue to

affect a wide range of European countries and other parts

of the world.

There are a number of deep-seated causes for the changing

political sentiment including high levels of unemployment,

weak growth in people’s incomes in real terms, difficulties in

buying housing and, importantly, the feeling that the

establishment doesn’t understand or want to deal with the

problems facing ordinary men and women. How politicians

respond to these problems will raise or lower levels of political

risk priced into markets.

What’s next for stock markets?

Although equities are frequently seen as expensive, and

indeed valuations are high when considered in isolation,

when we compare them to bond markets, the relative

yields suggest shares are still cheap. We’re looking for

selected growth opportunities, as the profits outlook

appears better in 2017. The US looks the most

dependable but also commands the highest valuation.

How will 2017 evolve?

As we move into 2017, we expect a period of time when investors look favourably on the improvement in the US economy and

therefore prefer US shares. However, as already highlighted, there are key political risks over the next year, not just related to

elections, but also the relationships between the US, Russia, China and key countries in the Middle East. The tension between

the US Fed starting to increase interest rates while other central banks maintain lower rates could lead to volatility in

bond and currency markets. At Standard Life Investments, our portfolios have taken on more risk as we prepare for the

year ahead but understandably we remain far from having high levels of risk.


