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In a change from the volatility of recent years, markets are in wait and see mode as the holiday period 

gets underway. After a couple of months of volatility in May and June, it 

 
For the past three weeks or so, both UK and US indices have moved sideways in a very narrow band. For 

the US benchmark, that   been between 1,675 and 1,695, barely a 1% band; for the Footsie, the range has 

been between 6,550 and 6,650, again little more than 1.5%. 

 
It s not as if there is nothing going on. In fact with the European second quarter results season picking up 

the baton from the US there has been a steady stream of company announcements in recent weeks. And on 

top of that there has been a pick-up in other corporate activity with the giant advertising merger between 

Publicis and Omnicom and Barclays -moving events. 

 
One  reason  for  the  lack of movement,  I suspect, is the  lack of clear direction  from  those  company 

announcements. The results season has been a real mixed bag this quarter with as many companies falling 

short of expectations as have beaten forecasts. Even within sectors the messages have been mixed. 

 
A great example of this has been the technology sector. A couple of weeks back Microsoft, Google and Intel 

all disappointed the market and saw their shares fall quite sharply. Then last week Apple pleased investors 

with better than  expected iphone  sales and Facebook shares took off after posting better than  forecast 

advertising revenues. It 

 
A similar story from the house builders, one of the best performing sectors of the year so far on the back of 

high hopes for an improvement  in the outlook for the US housing market, but then two of the biggest 

builders saw their shares tumble as worries about new orders and rising interest rates took their toll.



After a long period in which companies have kept their profits on an upward path thanks to close attention 

to costs, investors are starting to look for guidance on whether the economic recovery is getting translated 

into real improvements in sales. With no clear picture emerging, and the market at an all-time high in the 

US and not far off it over here, investors are quite sensibly sitting on their hands. 

 
There 

 

go off on their holidays and avoid taking big positions. The relative volatility during the past few summers 

has been the exception rather than the rule. 

 
The final reason why markets are calm at the moment  is the continuing  influence of the major central 

banks in the US, Europe and Britain where changes in policy are widely expected but the nature of those 

changes remains uncertain. 

 
This month the Bank of England base rate announcement will be followed the by the usual August inflation 

report and there is an expectation that the new Governors  policies will become a lot clearer. In particular 

he is expected to start providing much more clarity about where rates might be heading and what will 

trigger a change in direction    what                                                                                                       vote for 

injecting another  tranche of money into the British economy to generate what 

from the recent growth slump. 
 

 
On the other side of the Atlantic attention is focused on exactly when and how quickly the Fed intends to 

wind down or government bonds and other assets. A confused message about this tapering of the latest 

quantitative easing programme was the main cause of all the volatility that preceded the current market 

doldrums. 

 
So enjoy it while it lasts. The announcements  over the next few days, together with the all-important non- 

farm payroll employment  data in the US, might wake investors from their summer  slumber. Investors 

worried about the lack of wind in their sails right now should be careful what they wish for.



 

 

 

 

 

 



Building Society Deposits 30.00% 

UK Government Index Linked Stocks 10.00% 

UK Equities 40.00% 

Overseas Equities 20.00% 
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During the six months ending 30th June 2013 capital changes in the main markets have been as 

follows: - 
 

 
 

 
United Kingdom 

FTSE 100 Index 

FTSE All Share Index 

FTSE Mid 250 Index 

% Change 

6 months 
 

 

+ 7.60% 

+ 8.50% 

+13.20% 

%Change 

12 months 
 

 

+15.80% 

+17.90% 

+29.80% 

(exc. Inv trusts)   

FTSE Small Cap. Index +11.60% +29.00% 

(exc. Inv trusts)   

FTA Brit. Gov. Securities Index   

All Stocks - 3.10% - 2.40% 

North America 

Standard & Poors Composite 
 

+21.80% 

 
+24.10% 

Japan 

Nikkei 225 
 

+22.70% 

 
+26.10% 

France   

CAC 40 Index +10.60% +27.20% 

Germany   

DAX Index +10.00% +30.80% 

Property 

Halifax Property Index 
 

+ 0.90% 

 
+ 1.60% 

Inflation 

UK Retail Prices Index 
 

+ 1.50% 

 
+ 3.60% 

 

*This column adjusts the capital changes to reflect the movement of Sterling against the relevant 

local currency. 
 

 

Composite Index                                                          +5.97%                       +10.81% 
 

 

This Index is calculated on the basis that a client’s Portfolio is invested as detailed below with net 

income re-invested at the payment date: -



 
Bulls & Bears 

 
 

Equities 
 

 

UK Equities 

The  market  can  make  headway, supported  by  valuations  and  the  benefits  of 

sterling eak real income growth and fiscal tightening.

 

 

US Equities 
 

 
 
 

European 

Equities 
 
 
 

Japanese 

Equities 
 
 
 

Developed 

Asian Equities 
 
 
 

Emerging 

Market Equities 

Supported by improving corporate cash flow into 2010 on the back of strict cost 

control  but  the  upside  is  limited  by  the  consumer  debt  and  housing  market 

overhangs restraining domestic demand. 

 
Profitability is restrained by less cost cutting than is taking place in the US and UK, 

plus the  impact  of euro  appreciation,  albeit some firms are supported  by their 

exposure to emerging market economies. 

 
Exposure to the Asian and US economies is offset by very weak domestic dynamics 

and  tighter  fiscal policy; government  action  has  been  unsuccessful  so  far  in 

stimulating consumer spending or ending deflation. 

 
Cautiously selective on Asian economies benefiting from strong Chinese growth but 

wary of inflation pressures building in some countries unless central banks take firm 

action to dampen liquidity. 

 
Some are  benefiting from  the  upturn  in  commodity  demand  and  upgrades  to 

sovereign debt  ratings. Others  still face external financing problems  awaiting a 

strong recovery in export growth.

 

Corporate 

Bonds 
 

 

Investment 

Grade 

 

 
 
 

Spreads  over  government  bonds  are  still  historically  wide,  although  not  as 

attractive as last year. Improving  corporate  cash flow supports  a peak in bond 

default rates.

 

 

High Yield Debt 

This benefits from an attractive carry, improving corporate cash flow and a peak in 

the default cycle as the global economy recovers. Investors still need to be aware of 

selective default risk.



Investing for Income 
 

 

The drive for good quality income solutions is perennial. But more than ever there is a growing 

need for dependable and consistent income against the backdrop of an extremely low interest rate 

environment, which seems likely to persist well beyond the next twelve months. At some point, 

most  individuals  will require  some                                                                                            of 

dependable and consistent income have become less reliable and ever more volatile of late. 

 
Recent years have seen investors favour safe havens, most notably western government bonds 

including the US, UK and Germany. Bond yields have been driven down to historically low levels 

and by implication negative real returns will result given inflation expectations. Corporate bonds 

and higher yielding debt have done quite well, but from here, should not be regarded as the 

panacea for an income solution and do carry risk linked to a back-up in government bonds at 

some point. Elsewhere, income from equities is volatile and capital risk inherently higher than 

other income options whilst the prospects for mainstream  commercial property assets remain 

relatively subdued. 

 
Having been 5.75% in August 2007, bank base rates have fallen to the current level of 0.5% and 

could  go even lower still. More  and  more  people  will likely be  dragged  into  taking  more 

investment risk in order to find decent income. This whole area will indeed likely be an ever 

increasing focus for fund management companies in years to come and may be a key driver in 

reshaping the priorities within the whole asset management industry, but that is a separate topic 

for another time. 
 

 

These are indeed tough times to be an income investor and yet countless graphs over time have 

shown the importance  of income to total return  statistics over pretty much every time period. 

Given increased volatility in asset classes in an ever uncertain world the income investor is no 

longer going to be able to rely on one or two asset classes to deliver regular income and will have 

to  do  something  quite  different  to  what  has  been the  convention  thus  far, to  deliver that 

consistent and dependable income return. 

 
So what  is  the  answer  to  this  inevitable  and  growing  income  conundrum?  The  search  is 

undoubtedly on and the good news is that there are potential solutions out there, but you need to 

know where to look and have the requisite skills and time to properly assess the longer term pros 

and cons of each. Anyone searching for income needs to consider the risk and return 

characteristics before making a decision to invest, but what is abundantly clear to us is that no one 

individual solution is sensible in isolation. Diversification is the key to delivering a sustainable 

income outcome in our opinion and there are funds that are structured to deliver a relatively high, 

robust and dependable income. There are over 2000 sources of income available in the market so 

selecting the right one can make a significant difference to both the capital performance and the 

level of income achieved.  We look at one particular source of sustainable income overleaf.



Fund in Focus 

F&C Navigator Distribution 
 

 
Formerly the Thames River Distribution  fund, this fund has been recommended  to our clients for both 

income generation and lower risk capital growth for sometime. 

 
The fund aims to deliver an attractive and reliable income with the potential for capital growth. As an 

actively managed fund of funds the portfolio seeks to harness income from a wide range of sources.  The 

fund targets a yield in excess of 4% after tax for investors by investing in a portfolio of the best 30-40 

sources of income available in the UK. These could be individual company shares, corporate bonds, gilts or 

other group    funds which may or may not be available to ordinary investors.  They have the ability to 

invest in funds which are only available to institutional investors or funds which may even be closed to new 

investment.  This type of portfolio ensures significant diversification and the fund can hold around 2,400 

different sources of income at any one time.  This would be impossible to manage as an individual investor 

and indeed they have access to information and funds not readily available due to their knowledge of the 

market and experience. 

 
Due to the diversification and the nature of the underlying holdings the fund is a more cautious investment 

and is also suitable for ISA investments. 

 
The chart below shows the capital performance is the income re-invested over the past 5 years compared to 

inflation, cash and the main UK index, the FTSE 100. 

 

 
 
 
 
 
 
 

 
This is not a recommendation for investment and is provided for information only. Past performance is 

not a guide to future performance the value of capital and income can go down as well as up.
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The value of investments and the income from them can go down 

as well as up and investors may not get their original investment 

back. Past performance is no guide to the future. 
 

 

The firm is authorised and regulated by the 

Financial Conduct Authority 
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