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If there is one trend that 
will dominate investing 
in 2017, it is this

Remember the RBS 
economist who this time last 
year warned investors to 
“be afraid” and “sell mostly 

everything”?
In a note dated January 8, he 

and his team predicted that 2016 
would be a rerun of 2008 (the year 
of the banking crisis) and added the 
chilling and much-repeated phrase: 
“In a crowded room, exit doors 
are small.”

In fact the year 2016 was one to 
celebrate, at least from many British 
investors’ point of view.

If you owned any fund or portfolio 
of shares that approximately 
resembled the UK’s leading FTSE 
100 index of blue chips, you would 
have made capital gains of around 
14pc, or more with dividends 
thrown in.

That’s approaching double the 
annual average total return earned 
by the British stock market since 
reliable record-keeping began 
in 1899.

But a trend emerged during 2016 
which is likely to gather momentum 
and become even more pronounced 
during 2017. This is the highly 

focused nature of the gains within the 
wider market.

As the graph on Page 3 makes 
dramatically clear, a handful of stocks 
in just two parts of the market – oils 
and miners – were responsible for 
almost all of the FTSE’s 2016 gains. 
The rising oil price was one reason: 
the astonishing surge in the shares of 
BP (up by around 50pc) and Shell (up 
by 67pc) accounted for about 40pc of 
the FTSE’s gain.

The post-Brexit fall in sterling was 
the other factor. Giant firms with 
dollar earnings have become far 
more highly valued in sterling terms. 
Excluding this factor, share price 
growth among FTSE constituents 
was flattish.

There have been other periods in 
which the FTSE index was skewed 
by dramatic share prices movements 
in isolated sectors. The technology 
bubble that burst in 2000 was one 
example: at one stage during that 
period Vodafone accounted for 
14pc of the FTSE. Today the biggest 
company, HSBC, accounts for 
about 8pc. The banking crisis was 
another example.

In such cases the entire index 
is dragged up or down by the 
dramatic outperformance or 
underperformance of a minority of 
stocks.

In 2016 this played in investors’ 
favour. In 2017 it may not.

Firstly, the headwinds investors 
face now are not confined to 
specific sectors.

Families are racking up non-
mortgage debts at the fastest rate 
for more than a decade, according to 
Bank of England figures published 
on Wednesday. Couple this with 
inflation and, perhaps, jitters caused 
by a faltering housing market, and 
consumers will slow their spending. 
This is bad for many sectors.

There is also the question of 
dividends and company investment.

As we’ve warned in these pages 
for much of the past year, many 
FTSE firms’ dividends appear 
increasingly precarious. Institutional 
shareholders, desperate for income 
after years of famine, have pressed 
boards to pay out more cash than was 
advisable or affordable. 

In some cases those dividends were 
paid at the expense of investment 
in future earnings. The years of 
ultra-low interest rates – and other 
consequences of central bank policies 
– have shielded overstretched 
businesses and allowed others not to 
prioritise the repayment of debt or 
investment.

So my tip for 2017 is to get away from 
the index. It’s as likely to punish you 
this year as it (somewhat miraculously) 
rewarded you in the last.

I’m not negative about the outlook 
for all companies. But the market as a 
whole is not likely to move in concert.

“Index trackers” – funds that 
passively mimic the make-up of an 
index – undoubtedly have a place, 
not least because they are cheap. But 
less so today. 

Investors who don’t want to pick 
their own stocks should buy into 
funds where managers, unafraid to 
depart from the index, do the job for 
them. You can find ideas for such 
holdings at telegraph.co.uk/investing. 
Or read these pages in the coming 
weeks for a series of tips.

Oil stocks BP and 
Shell accounted 
for around 40pc 
of the FTSE 100’s 
gain in the year 
2016
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Savers looking for the best 
interest rates will not find 
them at high street banks 

but from providers that most 
have not heard of. 

Since a new breed of smaller, 
online-only providers emerged in 
summer 2015 with top rates, high 
street providers have fallen down 
the best-buy tables.

For example, in the fixed-
rate bond market, mobile-only 
provider Atom Bank pays the 
highest rates of 1.4pc and 1.6pc 

for one and two-year bonds.
This compares with the 

highest rate on the high street 
from Nationwide, which pays 
0.65pc on its one-year bond. 

New digital bank Masthaven 
offers top rates of 1.67pc, 1.84pc 
and 2.01pc on its three, four and 
five-year bonds.  

Vanquis Bank Savings, part of 
the Provident Group, a FTSE 100 
company, also offers competitive 
fixed-rate bonds, as do Paragon 
Bank and Zenith Bank UK, a 

subsidiary of a Nigerian provider.
The highest-paying easy-

access accounts are offered by 
slightly more familiar names.

The Post Office pays 1.01pc. 
Tesco Bank, National Savings 
& Investments, Leeds Building 
Society and RCI Bank all pay 1pc. 

In comparison, RBS’s instant 
saver offers just 0.01pc on 
balances up to £49,999.

Tom Adams, from advice site 
Savings Champion, said the 
smaller providers needed to 

compete for customers’ cash to 
balance their books by lending 
out savers’ deposits to borrowers. 

He said high street banks, 
on the other hand, were able to 
rely on their name and branch 
locations to get the customers 
and deposits they needed.

Traditional providers are also 
able to borrow cheaply using the 
Bank of England’s Funding for 
Lending Scheme, which was later 
replaced by the Term Funding 
Scheme. This allows banks to 

borrow straight from the Bank at 
a 0.25pc interest rate.

“High street banks simply 
haven’t had to work as hard for 
savers’ cash,” said Mr Adams. 

He said there was no need 
to shy away from unfamiliar 
banks as long as they were 
covered by the Financial 
Services Compensation Scheme, 
which protects up to £75,000 
of savings, or £85,000 from 
January 30.
Amelia Murray

Why the best savings rates come from banks you haven’t heard of
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Dividends payable next week
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