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Introduction:
Most investors will be happy to see the back of 2022. It has been a year where everything went against both 
the stock and bond markets. Much of the pain was self-inflicted - as too much liquidity led to out-of-control 
inflation and then central banks were far behind the curve (and have been playing catch up ever since). Too 
much liquidity led to bubbles in the mega-caps in 2021 and mega bubbles in tech stocks, most of which had 
scorching revenue growth but were not profitable. Some of these names went up 200%, 300%, and 400% - 
performance reminiscent of the late 1990s tech bubble. The biggest bubble was in crypto, as a generation 
of “20 somethings” took the financial world by storm, sending Bitcoin to $69,000 in late 2021 from $4,000 
in early 2020 and then back to ~$17,000 today. All bubbles eventually pop - and then things get very ugly, as 
they have this year. We project that 2023 will not be nearly as dramatic, as so much bad news has already 
been reflected in stock and bond prices.
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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. As 2022 winds down, some of the 
big issues appear to be lessening. Inflation is raging - but investors are starting to believe the worst is past. 
The global supply chain has improved notably, with companies reporting spotty rather than widespread 
shortages. COVID-19 appears to be in retreat in most countries besides China; that’s a notable exception, 
of course, given that China is still the world’s factory. The war in Ukraine grinds on, with a winter of 
privation awaiting Ukrainians.

Yet the challenges and opportunities facing the market and investors appear hazy. The supply-chain crisis 
has eased partially due to slackening demand and inflation, though moderating, will leave high prices in its 
wake. Elevated interest rates won’t reverse anytime soon and talk of recession is rising.

All this makes predicting the overall market in 2023 challenging. Taking these factors into account, we 
believe the stock market is likely to generate normal returns in 2023, in the 7%-10% range. The first half 
could be more challenging than the second half, however, with negative headlines continuing to plague the 
market. Closing with a dose of optimism, we note that for all years since 1980 following a down year, the 
S&P 500 has averaged a 15% gain.
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Recommended Investment:
Hipgnosis Songs Fund
Launched in 2018, Hipgnosis Songs Fund (“SONG”) in an investment trust, listed on the London Stock 
Exchange. It offers a pure-play exposure to song royalties, useful for investors looking to diversify their 
income and portfolio returns given their low correlation to equities.

Over the past four years, SONG has established a strong portfolio of over 65,000 songs with a value 
of $2.7bn. The portfolio contains some of the most successful and culturally important songs of all time 
with 156 Grammy Awards, 3,854 number-one records, 14,381 top-ten records and 52 of Rolling Stone’s 
‘500 Greatest Songs of All Time’. Over 80% of the portfolio consists of songs from the rock, pop and R&B 
genres and back catalogues include those from such legendary artists as Rhianna, Shakira, Neil Young, Red 
Hot Chili Peppers, Kaiser Chiefs and Christine McVie. The trust’s revenues predominantly derive from:

i-streaming royalties - when a song is streamed via a platform like Spotify;
ii-performance royalties - when a song is played on the radio, TV, or live in concert;
iii-synchronisation royalties - when a song is used in film,  TV, a computer game or social media platform; 
iv-mechanical royalties - revenue from physical sales of records, CDs, and digital downloads.

The majority of the revenues (42%) derive from streaming where the fund now has an interest in 74 out 
of the 304 songs that have achieved a billion streams on Spotify. The last four years have seen subscriber 
numbers for music streaming services grow from 35 million to over 500 million, and there are forecasts 
for this to reach 2 billion by the end of the decade. These revenue streams generate income for investors, 
with the trust offering a 6.25% dividend yield.

The capital growth element comes from music catalogues increasing in value over time. At 31st March 
2022, SONG reported that its average acquisition multiple for the portfolio was 15.9x. This compares 
to the independent valuer’s assessment of the portfolio, which gives a multiple of 20.1x. In our view, this 
provides clear evidence that SONG has not overpaid for its portfolio. SONG’s manager aims to provide 
total returns over the medium to long term of greater than 10%. From IPO to the most recent NAV, 
SONG reported a 59.1% NAV per share total return, equivalent to just over 12% per annum.

The trust is managed by Hipgnosis Song Management Limited (HSM). HSM was founded by Merck 
Mercuriadis, former manager of globally successful recording artists such as Elton John, Guns N’ Roses and 
Beyoncé. HSM has an advisory board of music industry experts, including  Nile Rodgers of Chic and David 
Stewart of Eurythmics, that helps with acquiring song catalogues. The company has offices in London, Los 
Angeles, New York and Nashville and a management team comprising of 89 individuals. SONG’s TER is 
2.82% but we would argue that the KID methodology was not really designed with funds such as SONG 
in mind, and so we believe this figure is not comparable with those of other funds, given a large part of this 
‘cost’ is the in-house management team.

In the US, SONG’s biggest market, royalty rates are set on a five-yearly basis by the Copyright Royalty 
Board. The settlement determined in 2017 and referred to as ‘CRB III’ allows for an incremental increase in 
the statutory minimum paid to songwriters by streaming services, which has risen from 10.5% of revenues 
in 2018 to 15.1% in 2022. This should feed through to a higher NAV and of course higher stabilised 
revenues for SONG and will likely increase further still in the future. 
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Recommended Investment (cont):
The trust is currently trading at a 41% discount to NAV. One of the market’s concerns has been the rising 
expense of the floating rate debt of the trust, but SONG has recently completed a refinancing package 
that hedges most of its interest rate exposure. It has also initiated a share buyback programme designed 
to address the discount. Longer term, we believe that SONG has assembled a portfolio with strategic 
importance that could be of interest to other players in the private equity and music industries. We 
therefore think it unlikely that the disparity between its share price and net asset value will permanently 
persist.

In our view, the fund’s low correlation with equities, large discount to NAV and 6.25% dividend yield make 
the fund a strong buy.
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Tweet of the Month:
“It’s a familiar cliché that equities provide a hedge against inflation. Like all clichés, there is truth in it, but only so 
much and its extent is likely to be tested to the limit in the coming weeks and months”

This particular truth is relative. So, yes, equities provide a wonderful hedge against inflation if you compare 
their characteristics with, say, fixed-interest bonds, which provide no hedge at all. Whereas conventional 
bonds do what they say on the tin - they provide a fixed rate of payment, which provides zero protection 
against inflation’s eroding effects - equities offer variable returns via their cash flows. Sure, these can vary 
to nothing, but they are more likely to vary upwards even when inflation is doing its worst.

That flexibility stems from the ability of a company’s management to influence their firm’s revenues and 
costs. So the best companies - to use another cliché - have pricing power; the ability to raise prices with-
out damaging sales volumes. Indeed, there is often a double virtue at work. The market presence of really 
powerful companies also means they offer assured revenues to their suppliers, a fact they use to squeeze 
better terms and enhance their own profitability, or to preserve it during times like now.

But let’s not get carried away. It may be significant that shares in blue chips such as Unilever and Diageo 
have held up well during the recent fear and panic. They are two of the few UK-based groups with the glo-
bal reach and the pricing power to fend off some of inflation’s effects. Yet savage changes in the expected 
inflation rate must be bad news for investors in equities, just as it is even for those holding bonds. Inflation 
at anything higher than a benign and predictable rate will, sooner or later, slow down economic activity. In 
turn, that will undermine the profitability of companies.

However, even before that occurs, equity values will take a hit. That’s a function of the discounting mecha-
nism operating in all financial markets. Market operators, peering through a glass darkly, see the pale image 
of what they fear float before them and respond accordingly. If the image is rising inflation, they sell. Or, in 
academic terms, they demand a higher risk premium to hold the affected assets. In the case of the UK - 
and in the wonderful phrase of Nobel Prize-winning economist Paul Krugman - they also now demand a 
“moron risk premium” to counter the effects of government policy.

Inflation in the 1970s had a devastating effect on company profitability. In the years 1974-77, inflation 
surged to its highest rate by a margin and, simultaneously, profitability dropped to its lowest level, recover-
ing only when the inflation rate faded. If London-listed companies are in for even a diluted version of what 
happened in the 1970s, it would be good to be prepared. 

That means investors would do well to sidestep shares in companies that show the most vulnerable char-
acteristics; in particular, thin profit margins and too much debt, especially of the short-term variety.
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Economics:
JP Morgan is forecasting a 0.6% fall in UK GDP next year. In their view, tighter monetary and fiscal policy 
amid scarring from both the pandemic and Brexit will continue to impair supply and demand. The investment 
bank sees BoE’s base rate rising to 4.25% by the first quarter of next year, noting that fiscal policy is set 
to tighten with a lag, and monetary tightening “will take longer to bite than in the past”. Meanwhile, Prime 
Minister Rishi Sunak pushed back last week against calls from companies to improve trade ties with the 
European Union and liberalise immigration to help boost growth, saying Brexit had already benefited the 
country. Yet almost two years after Britain left the EU, economists have reached a consensus: Brexit has 
significantly worsened the country’s economic performance. The Office for Budget Responsibility, the fiscal 
watchdog, expects the UK economy to end up 4% smaller than it would otherwise have been - a £100bn 
a year hit to prosperity - leaving the public finances less sustainable in part due to “a significant adverse 
impact on UK trade”.

Inflation in Europe fell for the first time since mid 2021, from 10.6% to 10%. The drop was larger than 
analysts expected, raising expectations that the ECB could slow its aggressive interest rate hike cycle. 
Analysts reckon the eurozone economy will suffer a tough recession over the next year, driven by rising 
energy prices cooling business activity. Europe, particularly Germany and Italy, has for years relied on 
cheap Kremlin gas to power its economy and the war in Ukraine has forced countries to find alternative 
providers and sending prices on an upward spiral. Thankfully, Europe has filled nearly all its gas storage, 
easing fears of energy rationing this winter. Falling energy price inflation is sparking hopes that headline 
inflation may now be past its peak.

The US jobs market stayed strong last month: Employers added 263,000 jobs, while the unemployment 
rate held at 3.7%, near the lowest level in a half-century. The figures are the latest signal of a roaring labour 
market that continues to defy fears of a recession. Indeed, Moody’s Analytics chief economist Mark Zandi 
is increasingly confident that the American economy will - narrowly - escape a recession. Inflation is cooling 
and importantly, consumers are still spending. Zandi, whose forecasts are often cited by the White House, 
pointed to recent economic and market indicators that suggest the economy is not falling off a cliff despite 
widespread fears of a recession. “The data over the last couple of months have been better than I would have 
thought. None of the financial market indicators suggest we have a recession dead ahead,” Zandi said.

Quote of the Month:
“The idea that a bell rings to signal when to get into or out of the stock market is simply not credible. After nearly 
fifty years in this business, I don’t know anybody who has done it successfully and consistently. I don’t even know 
anybody who knows anybody who has” - Jack Bogle

It’s no surprise to note that John Bogle, founder of Vanguard and inventor of the index fund as we know 
it, is among the most influential investors of the past half-century and his savvy wisdom is often distilled 
in quotable things he’s said and written. The biggest psychological problem with timing is that it makes 
investors’ returns look very different from the market, which is too stressful for many people. The biggest 
practical problem with timing is it is likely to stop working if too many investors move in and out of the 
market at the same time - the very popularity of such a system would be its downfall. In real life, that’s not 
a problem because market timing is so emotionally tough that relatively few people actually stick with it. 
As Jack Bogle says “In the long run, investing is not about markets at all. Investing is about enjoying the returns 
earned by businesses.”
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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, 2022 is likely to be a 
positive year for the stock markets.

December 
December is the FTSE 100’s best performing month since 1984, rising 2.4% on average, 82% of the time. In 
an average month, the market tends to increase slightly in the first two weeks, but then rises strongly in the 
final two weeks. Indeed, this is the strongest two-week period in the whole year, with the three strongest 
days of the year all occurring in this period.

Fourth Quarter 
The FTSE 100 has risen 28 of the 38 years between 1984 and 2021, posting an average gain of 3.4%.

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 Tiger 
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.  Unfortunately, the year of the tiger has historically been a poor year for the stock markets. 
In fact, it has been the third worst performing year of the 12-year cycle. Since 1897, the Dow has barely produced 
a gain (up 1.63% on average) during the years of the tiger. 
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Technical Analysis: 
Last month, we could not have been more wrong advising traders to go short with a view to reversing as 
we approached Year End. The FTSE rose 226 points (3.1%). This was an excited flush higher really on no new 
news. JPMorgan reiterated “Previous lows in equity markets are likely to be re-tested as there may be a significant 
decline in corporate earnings… we are inclined to think that this market decline could happen between now and 
the end of the first quarter of 2023”. Combined with the technical outlook, we advise not chasing this rally. 
The RSI is still overbought at 78% and the market is sitting at multiple recent highs from where it has always 
retreated. We target a pullback to the 200-day moving average lying at 7,320 with strong resistance lying at 
7,600.           
“The illusion of randomness gradually disappears as the skill in chart reading 

improves” – John Murphy

Research Disclaimer
Gibraltar Asset Management is a trading name of Gibraltar Asset Management Limited, which is authorised and regulated by the Financial Services 
Commission. Research: Neither the information nor the expressed opinions in this document constitute or intend to be an offer, or a solicitation 
of an offer, to buy or sell relevant securities ( i.e. securities mentioned herein and options, warrants, or rights to or interests in any such securities). 
The information and opinions contained in this document have been compiled from, and based upon generally available information and independent 
research undertaken by ourselves which has been qualified and reviewed by our portfolio managers for suitability or appropriateness. However, the 
accuracy or completeness of the analysis cannot be guaranteed. Confidentiality: The information in this document and any attachments may contain 
proprietary information some or all of which may be legally privileged. It must not be disclosed to or used by persons other than the intended 
recipient. If received in error, please notify us immediately and then delete this document. Content: Please note that the content of this document may 
be e-mailed and may be intercepted, monitored or recorded for compliance purposes. Copyright: Copyright in this document and any attachments 
created by Gibraltar Asset Management Limited belongs to Gibraltar Asset Management Limited unless otherwise stated. Care: Gibraltar Asset 
Management Limited shall not be liable to the recipient or any third party for any loss or damage howsoever arising from this document and / or its 
content, including if e-mailed, loss or damage caused by virus. It is the responsibility of the recipient to ensure that the opening or use of this document 
and any attachments shall not adversely affect systems or data. Contact: Telephone +350 200 75181 Mail: gam@gam.gi  Website:www.gam.gi

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:
8th December  Full Moon (markets tend to reach a low point around this time)
13th December FOMC Meeting
15th December MPC Meeting,  ECB Meeting
16th December Options Expiry Day
23rd December New Moon (markets tend to reach a high point around this time)
   LSE closes at 1.30pm CET
26th December Christmas Day. LSE closed
27th December Boxing Day. LSE closed
30th December LSE closes at 1.30pm CET
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