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Introduction:
The stock market in 2023 is simply a different animal than it was in 2022. All the major indexes are up, 
risk-on is back, and growth stocks are leading the way. Happy days are here again, right? Not so fast. The 
market has had a strong January, but stocks also rose sharply in October and November 2022 - before 
face-planting in December. Recession risks are clearly present and may be rising, as evidenced by the GDP 
& corporate earnings figures. Stocks in January appear to have risen on a valuation bounce and on hopes, 
if not expectations, that central banks will begin to reverse course sometime in 2023. While year-to-date 
stock gains may prove to be a house of cards, for now investors are happy to see green on the screen.
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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 stock market is off to a solid 
start, with risk assets slightly outperforming risk-off amid a broad advance. The earnings season is young, 
but has been slightly better than expected. Economic data is softening, but generally staying at solid levels.

Still, the disquiet on both Wall Street and Main Street is palpable. Whereas 2022 opened with clear 
challenges, the outlook for 2023 is less preordained. The worst of inflation and restrictive central bank 
monetary policy may be behind us - but recession may lie ahead. Layoffs are hitting a range of sectors, 
including Technology and mortgage-sensitive Financial Services, in anticipation of weaker demand ahead. 
Forecasts for a recession in 2023 are widespread. 

But some investors are also wondering: does it have to be this way? Peak inflation appears to have passed, 
though high prices stubbornly remain. Yet central banks appear resolute in their rate hike campaigns, even 
if that resolve now seems likely to steer their economies into recession. Investors who think they are 
being too inflexible argue that some level of inflation was inevitable after multiple years and even decades 
in which globalisation (i.e. cheap goods from China) “imported” deflation into the economy. Meanwhile, 
the once-raging pandemic is now regarded as something akin to seasonal flu - sometimes fatal for the sick 
and very old, but not as threatening for everyone else. Even China has backed off its zero-tolerance policy 
after seeing its economy stall.
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Market Outlook (cont):
Yet neither the public nor investors have the time nor the inclination to celebrate the end of the pandemic 
- not when the price of everything has soared, global demand appears to be softening, and recession risks 
are high and rising.

It is because of this heightened uncertainty that we expect to see continuing variation in returns across 
asset classes and styles in the year ahead. While the long-term trend continues to favour growth stocks, 
the pivot to value, min vol, and high yield is likely to persist well into 2023. An advancing market is usually 
led by growth sectors, but investors have gotten used to buying defensive stocks. If the market does move 
higher in 2023, any advance from a sector perspective could be broad-based. 
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Recommended Investment:
The Royal Masonic Benevolent Institution Care Company 6.25% 07/03/29
With roots dating back to 1842, this charity provides residential care, nursing care and residential dementia 
support to older people, particularly to older Freemasons and their families. The Charity delivers these 
services across 16 locations in England and Wales, and also operates one home which provides services for 
people with learning disabilities. Together, these 17 homes provide a total of 1,025 registered placements. In 
addition, the Charity runs 64 sheltered units for those persons who are looking to retain their independence 
outside of a care home setting. 

All of the Charity’s homes are owned on a freehold basis and as of June 2022 its portfolio of care homes 
was valued at £88.2m. The charity has no debt, over £115m of reserves and £32m of cash and investments. 
68% of the Charity’s beneficiaries are Freemasons or their dependants but the Charity has a commitment 
to ensure an inclusive approach and believes it achieves this by offering an increasing number of placements 
to the wider community.

The quality of care provided to residents is of paramount importance to the Charity. This has been 
recognised through awards for a number of homes and above industry average performance in ratings 
awarded by the regulatory body, the CQC. In 2022, the Charity was recognised by Carehome.co.uk as a 
‘Top 20 Mid-size Care Home Group’ for the sixth year running.

The Charity has commenced a programme of replacing six of its oldest and least profitable care homes 
with new-builds, often on the same sites. To this end, the charity is looking to raise £20m to build these new 
higher value state-of-the-art facilities whilst ensuring a high level of liquidity is maintained in the business. 
This will enhance the financial performance and increase the value of the estate. The income will more than 
cover the cost of the debt.

The principal source of income of the Charity is the fees paid by its customers. The Charity charges a range 
of fees based on the assessed needs of the residents, ranging from £1,400 per week in cases requiring a 
high level of private dementia care to lower fees of around £650 per week for traditional residential care. 
These bands are in line with market norms.  

In our view, the charity is a safe credit. The issue is unsecured, but the bond does contain financial covenants 
whereby the Charity must ensure that as at each testing date, its net asset value is at least 130% of the total 
unsecured debt of the group. 

The bonds will trade on the London Stock Exchange in multiples of just £100 and pay its 6.25% coupon in 
two semi-annual instalments in arrears on 7th March and 7th September every year up to their maturity 
in 2029. The offer period is expected to close at noon on 28th February but may close earlier in the event 
of high demand.
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Tweet of the Month:
“The 22nd of January marked the beginning of the Year of the Rabbit. More specifically, the year of the Water 
Rabbit. The Water Rabbit is said to represent longevity and luck. In addition, the rabbit is associated with vigilance, 
cautiousness, agility and self-protection”

All these traits might come in handy for investors as we enter a new year with the threat of inflation and 
recession still very real. The good news is that the rabbit is also symbolic of peace and prosperity, which 
gives us hope for 2023.

What Could the Markets Look Like in the Year of the Rabbit?
The first sign of good luck, is that analysts believe that the global economy is unlikely to be at any imminent 
risk of falling into recession, given that a decline in inflation usually promotes growth. In fact, analysts are 
hopeful that any signs of recession in the US are likely to end before the end of 2024. According to analysts 
at JPMorgan, the S&P 500 is likely to retest its 2022 lows in the first half of the Year of the Rabbit, and any 
pivot by the Fed in its policy stance could drive market recovery later in the year.

Charles Schwab believes that the good news for risky asset classes in 2023 could come from central banks 
being forced to alter their stance regarding interest rate cuts, which could drive a sustained recovery in 
asset prices and the global economy by the end of 2023. But most of the year could see volatility as the 
markets navigate between inflation concerns and economic growth, as central banks ease rate hikes and 
China reopens. China’s reopening is cause for hope, given that it is likely to unleash the pent-up demand 
of the world’s second-largest economy.

Meanwhile, Goldman Sachs commented that many of its clients have rebalanced their portfolios with 
defensive value-oriented stocks to protect themselves against any late-cycle macroeconomic headwinds. 
Analysts recommend focusing on stocks of high-quality companies that are a fit with Goldman Sachs’ in-
vesting themes for 2023 of US pre-eminence, healthy balance sheets and US dollar strength.

But an environment characterised by lower inflation, slow growth and new monetary policies could drive 
upside for bonds and the emerging markets. Therefore, investors will need to be cautious, alert and tactical, 
just like the rabbit, paying close attention to regulatory and legislative policy, the economy, corporate valu-
ations and earnings, according to Morgan Stanley’s Chief Investment Officer Mike Wilson. He recommends 
focusing on stocks that have outperformed through the volatile markets of 2022 and contributed to the 
outperformance of the global stock markets in 2021.

In the forex market, Deutsche Bank expects the dollar dominance to wane going into 2023, given that the 
aggressive Fed rate hikes are already priced in. The euro, on the other hand, might stabilise due to persist-
ing inflation in the Eurozone, compared to the US.

Be the Rabbit in 2023
So, the lesson for 2023, given the predictions of continued market volatility, albeit with some hope of a re-
covery in most asset classes, is to find the right balance between speedy decision-making and caution. The 
Water Rabbit is also known for its reasoning skills and attention to detail; characteristics that will stand 
market participants in good stead during uncertain times.
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Economics:
The UK is set to enter recession this year but it will be shorter and less severe than previously thought, 
according to the Bank of England. The slump is now expected to last just over a year rather than almost 
two as energy bills fall and price rises slow. As a result, fewer people are likely to lose their jobs, but the 
economy remains fragile. Inflation remains close to its highest level for 40 years - more than five times 
what it should be. Bank governor Andrew Bailey said inflation now appears to be falling, but warned there 
are still “big risks out there” which could continue to have an impact on the economy. The Bank suggested 
interest rates may be nearing a peak, indicating it will only raise rates further if it sees signs that inflation 
will remain high. However, the country is not forecast to bounce back to pre-Covid levels until 2026, which 
Mr Bailey said was “extraordinary”. “Covid has had bigger long-run effects than we thought it would, particularly 
in terms of things like the labour supply and people choosing to come out of participating in the labour force.” The 
Bank’s predictions come after a separate forecast from the International Monetary Fund (IMF) suggested 
the UK would be the only major economy to shrink in 2023, performing worse than even Russia

Eurozone growth surprised many analysts in the final quarter of 2022 by avoiding recession. The outlook 
has brightened in recent weeks, thanks to benign winter weather, which had reduced heating demand 
coupled with the end of China’s zero-Covid policy. Eurozone growth could expect to receive a further 
boost in the coming months, with gas prices having fallen by about 80%. Whilst recession in Europe is still 
on the cards at some point in 2023, it’s likely to be much shallower than originally feared. Interest rates 
will continue to rise, something else which could potentially negatively impact the level of consumption in 
the economy.

The US economy added an astonishing 517,000 jobs in January, showing that the labour market isn’t ready 
to cool down just yet. The unemployment rate fell to 3.4% from 3.5%, hitting a level not seen since May 
1969 - two months before Neil Armstrong stepped on the moon. The shockingly strong monthly jobs gain 
- a number that several economists cautioned was influenced by seasonal factors and is subject to future 
revisions - bucks a trend of five consecutive months of moderating job growth during the latter half of 
2022. Nonetheless the juggernaut of a report may cause complications for the Federal Reserve, which has 
been trying to tame high inflation with higher interest rates. It is difficult to see the Fed stop raising rates 
and entertain ideas of rate cuts when there is such explosive economic news coming in.

Quote of the Month:
“The intelligent investor is a realist who sells to optimists and buys from pessimists” - Benjamin Graham

Benjamin Graham was an influential investor whose famous book, The Intelligent Investor, is recognised as 
the foundational work in value investing. This is one of The Intelligent Investor quotes that offers advice on 
how to be a good investor. Investing well over the long term does not require incredible intelligence or 
deep insight. Instead, it requires two things:

1) A rational framework for making decisions
2) Preventing your emotions, and other people’s emotions, from overriding your framework

With these two elements, and without extensive investment experience, you can do better than more 
financially-educated people who lack patience, discipline, and emotional control.
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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.

February 
Since 1984 the average month return of the FTSE 100 Index in February has been 0.6%, making it the 5th 
strongest month of the year. In an average February shares tend to rise strongly on the first trading day, 
then trade flat for a couple of weeks, before gaining strongly in the middle of the month and finally drifting 
off slightly to month end.

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 Rabbit 
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. The rabbit is said to represent longevity, peace, prosperity and luck. Thus, we could see 
calm and stability return to the markets after a tumultuous 2022 with a stabilisation of interest rates and a return 
of geopolitical calm.
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Technical Analysis: 
Last month we again advised investors to not chase the rally yet the FTSE 100 rose a further 201 points. 
We still feel the market is looking overstretched and prone to a pull back. Sitting at an all-time high, it is 
massively overbought lying 535 points or 7% above its 200-day moving average.  Markets do not remain 
overbought forever and tend to revert to their short-term moving averages. We target a pullback towards 
the 20-day moving average lying at 7,788 followed by the 50-day moving average lying at 7,610.   
         
“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:
2nd February  ECB Meeting
   BoE Meeting
5th February  Full Moon (markets tend to reach a low point around this time) 
17th February  Options Expiry Day
20th February  New Moon (markets tend to reach a high point around this time)
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