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Introduction:
We wish all our clients and readers a very Happy New Year. The FTSE 100 has seen heightened volatility 
as of late - falling 5% in September, before rising 3% in October and a further 7% in November. Those 
monthly moves up and down are substantially larger than typical monthly changes in the 1%-2% or lower 
range, and signal a developing battle between bulls and bears. Bulls want to believe that the rise in inflation 
is moderating, and that central banks will take their foot off the gas as pricing pressures ease. Bears believe 
past central bank actions as well as inflation’s dampening effect on consumer discretionary spending will 
push the economy into recession in 2023. Our view is that the stock market should continue to grind 
higher over the course of the year. However, it could be a bumpy ride and investors need to get used to 
such volatility.
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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. The S&P 500 fell 19% in 2022, its 
worst year since 2008 when the index plunged 38.5%. A bad year was certainly due, as the index was higher 
in 10 of the years since 2008, with 2011 and 2015 being basically flat and the only real yearly loss coming 
in 2018 (a minor 6.5% decline). For the most part, the period of strength can be credited to falling interest 
rates and a huge QE programme. Going back to 1928, negative years on the “500” are mostly followed by 
positive years (with an average gain of 15% since 1980). The last time we had losses in consecutive years 
was the three-year period from 2000 to 2002. Before that, it was in 1973 and 1974. 

There are risks to a stock market rebound, including, first and foremost, that the Fed has raised interest 
rates too quickly and will precipitate a recession. If that’s the case, corporate earnings could tumble, taking 
global stock prices along for the ride. Global risks include geopolitical developments in Russia/Ukraine 
and health challenges in China and other emerging markets. Energy prices are always a wild card, though 
current supply/demand trends point to a steady oil market in 2023.

We are calling for a more normal stock market return this year in the 8-10% range. However, we expect a 
slow start in the first half of the year, as interest rates remain high and the economy flirts with recession. 
But as the year progresses and inflation moderates, central banks will likely move to the sidelines with
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Market Outlook (cont):
respect to rate hikes and investors may even begin to price in rate cuts. Lower interest rates would help 
the all-important housing market. They would also benefit corporate profit margins and support higher 
stock market valuations. We believe that these factors could stoke a second-half rally for stocks, leading to 
a positive 2023 after a challenging 2022.
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Recommended Investment:
Invesco Bond Income Plus Limited 
Invesco Bond Income Plus Limited is a Jersey-incorporated investment trust listed on the London Stock 
Exchange (“BIPS.L”). It aims to achieve both high income and capital growth from investing in high-yielding 
fixed interest securities.

The fund is managed by Rhys Davies and Edward Craven of Invesco. They form part of Invesco’s well-
resourced fixed interest team of 11 fund managers and 9 analysts based in Henley, England. The team’s 
investment universe comprises all Euro and Sterling high-yield securities and each analyst has sector 
coverage responsibilities. The team therefore has top-down sector views as well as individual company 
credit views. The portfolio is invested across three broad areas of the high yield bond market.  

i-Non-financial corporate bonds. These bonds form the core of the fund, made up of bonds that pay a high 
level of income to compensate for their leveraged balance sheets.
ii-Banks and subordinated financials. Bonds in this area of the market continue to pay a premium over other 
areas of the market.
iii-Credit intensive bonds. Bonds that have come under price pressure, but are believed to have the right 
plans in place to turn around their business.  

The approach is relatively risk averse, compared with some of their peers; the fund has no exposure to 
structured products or leveraged loans and no significant allocation to unrated bonds.

The portfolio currently consists of ~175 bonds to ensure that the portfolio is diversified (with individual 
positions limited to 15% of the portfolio), having regard to the nature and type of securities (duration, credit 
rating and liquidity) and the geographic and industry sector composition of the portfolio. The majority of 
holdings are ‘high yield’ bonds (77%) with a smaller allocation to ‘investment grade’ bonds (19%). The 
current average GRY is 10.9% with an average maturity of just 4.9 years. The gearing has been increased to 
20% based on the managers’ view that both yields and capital returns are particularly attractive at present. 
The managers pay little regard to any benchmark weights and security selection is focussed on well-
seasoned issuers that Invesco believes provide a good balance of risk and return. Top 10 issuers include 
such names as Lloyds, Teva, Barclays, Virgin Media, Co-Op and Aviva.

BIPS has an excellent track record, returning 75% over the last ten years, comfortably outperforming its 
benchmark.

The fund’s fully covered dividend yield of 6.8%, paid in quarterly instalments, is very attractive. Indeed, 
the prevailing high level of yield averts the need for the fund to focus on distressed credits and special 
situations. At the start of 2022 the average yield on the ICE BofA Euro High Yield index was 3.4%, having 
since moved to 8.8%. This level has not been reached in the last decade and could mean capital growth 
opportunities ahead. While the fund’s shares continue to trade at a premium to net asset value, we take 
comfort from the fact that given investor’s constant demand for yield, we would expect the shares to be 
well supported.
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Tweet of the Month:
“Investors need to get more used to volatile markets. The markets will continue to be volatile and they should 
become comfortable with this volatility. This year may well deliver unexpected bright spots, but for markets 2023 
could still be a bumpy ride”

It’s hard not to approach 2023 with a growing sense of trepidation. High energy prices continue to weigh 
on the British and European economies, and inflation rates remain in double digits. The US economy faces 
a contraction in the second half of 2023 - and some economists speculate that the UK and Germany 
economies have already entered recession. 

Investors are leaning negative, too. Deutsche Bank collects an annual survey of financial market expecta-
tions for the year ahead, and found that almost 80% of respondents expected the S&P 500 to hit its cycle 
low sometime in 2023. While the average respondent expected the S&P 500 to return -2.2% in 2023, al-
most a third were extremely bearish, expecting a pullback of at least 10%. 

But there is scope for a few bright spots in the year ahead. Headline inflation is expected to fall rapidly in 
advanced economies, and we may even see the start of central bank rate cuts. A UK recession could prove 
relatively mild, and may even be deferred for some months yet. Further afield, positive developments in 
the conflict in Ukraine and a smooth reopening for the Chinese economy also have the potential to boost 
global markets.

This will leave investors facing an unpalatable decision: should they chase what turns out to be another 
short-lived bear market rally? Or will the next positive boost finally prove the real deal?

Matters are complicated by the fact that markets have been extremely skittish. Despite steep declines in 
the first half of 2022, the S&P 500 posted 22 days last year where it jumped by over 2% - the fourth most 
of any year since the Great Depression. Having been starved of good news in 2022, investors are keen to 
be involved in any upside: ‘FOMO’ (Fear of Missing Out) is still present.

This higher volatility is not only the product of the remarkable array of challenges that markets had to 
absorb last year (the pandemic, the war in Ukraine, rising rates and political turmoil in the UK to name just 
a few). Heightened volatility has become structural in modern markets, thanks to high-frequency trading 
and a more empowered retail investor.

This volatility impacts investors regardless of age, but younger investors find it harder than most. Inexperi-
ence is one reason - many Gen Z and millennial investors will not have invested in a bear market. Portfolio 
composition is another: younger investors are more likely to hold single stocks and cryptocurrencies.

The lack of “guardrails” in modern investing makes navigating volatility even more challenging. Online 
brokerage platforms often offer very low-cost access to markets, and a recent FCA warning called for a 
review of trading apps with game-like elements. Some of the features of concern included falling confetti 
to celebrate a trade and the use of trader leaderboards. 

Although some of these problems sound very 2023, there is a timeless corrective: diversification. Building 
a well-diversified portfolio helps to mitigate this heightened volatility.
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Economics:
The UK economy contracted 0.3% in Q3, putting it bottom among the Group of Seven major advanced 
nations ahead of what is shaping up to be a dismal 2023. The vast majority of economists polled by Reuters 
expect the economy will contract again in Q4, making the technical definition of a recession. “Looking 
ahead, the UK likely will continue to underperform. We expect Britain to suffer the deepest recession among major 
advanced economies in 2023, due to the severity of the headwinds from both monetary and fiscal policy,” said 
economist Gabriella Dickens from Pantheon Macroeconomics.

Prices across the Eurozone increased at an annual rate of 9.2% in December, down from 10.1% in November 
and 10.6% in October. The pullback in headline inflation is a positive development for households and 
businesses that have been battered by high costs. But prices in many sectors of the economy are still rising 
at an uncomfortable clip, underscoring the tough task ahead for policymakers. While energy inflation fell 
to 25.7% in December, compared to 34.9% in November, the cost of food, alcohol and tobacco climbed 
13.8%, versus 13.6% the previous month. Services inflation rose to 4.4% from 4.2%. “There can therefore be 
no talk of a sustained weakening of inflation,” Ralph Solveen, a senior economist at Germany’s Commerzbank, 
said in a research note. The data is likely to encourage the European Central Bank to stick with its policy of 
raising borrowing costs. The central bank, which aggressively hiked interest rates last year, has indicated it 
will continue with increases in 2023. “We have more ground to cover,” ECB President Christine Lagarde said 
last month, noting inflation “remains far too high and is projected to stay above the target for too long.”

The US economy added 223,000 jobs in December, capping a year of extraordinary job growth and marking 
the second-best year for the labour market in records that go back to 1939. The economy added about 
4.5 million jobs in 2022 after the 6.7 million jobs added in 2021 - a boomerang from 2020’s 9.3 million job 
losses. Those latest gains come following months of jumbo interest rate increases from the Federal Reserve 
in its attempt to cool off the economy after inflation last year hit its highest level since the 1980s. Those 
efforts have, so far, have remained mostly elusive. Analysts said the strength of the labour market makes the 
path ahead uncertain, since the Fed may need to continue with further large interest rate rises if it hopes 
to rein in inflation.

Quote of the Month:
“Market forecasters will fill your ear but will never fill your wallet” - Warren Buffett

It is that time of year when investment banks feel compelled to give their views on the stock market 
direction over the next 12 months. When it comes to long-term forecasts, there might be some value 
in them, but forecasts over such short time frames are extremely unreliable. That the financial services 
industry continues to label these unreliable numbers as forecasts is a triumph of breathtaking audacity. 
Instead, investors should embrace uncertainty. Accept that they need to invest without knowing what will 
happen to their money over the short term. But because the stock market tends to rise over long periods, 
and because bonds generate reasonable income. Making bets on the basis of forecasts is gambling, not 
investing. Indeed, a lack of specific knowledge about the future is a fact of life. So, diversify. Hedge your 
bets and be ready to ride out extended losses. This strategy has paid off over the long term. Now that 
prediction is reliable.
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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, 2023 is likely to be a 
positive year for the stock markets.

January 
January is the 7th in the ranking of monthly performance, rising 54% of all the years in January, with an 
average return of 0.4%. In an average January shares usually start trading strongly in the first few days most 
likely a momentum effect from the surge in prices traditionally seen in the last two weeks of the year. 
However, that ebullience soon wears off and prices then slide for the rest of the month until recovering 
somewhat in the last few days.

First Quarter 
The FTSE 100 has risen 26 of the 39 years between 1984 and 2022, posting an average gain of 1.3%.

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.

Third-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 advised investors to not chase the rally with the market sitting at multiple recent highs. 
In the event, the FTSE 100 fell 1.6% in December but has since rallied into the New Year. Whilst the FTSE 
looks positive trading above its upward-sloping 200-day moving average, it has regained the highs seen be-
fore the Russian invasion of Ukraine. This despite the war still raging and corporate profits set to fall as high 
interest rates and inflation begin to take their toll. The FTSE 100 is back to sitting at multi-year highs and is 
massively overbought lying 357 points above its 200-day moving average.  We target a pullback towards the 
20-day moving average lying at 7,490 at least in the near term.       
      
“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:
6th January  Full Moon (markets tend to reach a low point around this time) 
20th January  Options Expiry Day
21st January  New Moon (markets tend to reach a high point around this time)
   ECB Meeting
31st January  FOMC Meeting
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