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Market
Volati l i ty

Markets are currently undergoing a
high degree of volatility, so we seek to
offer some reassurance through these
turbulent times. The volatility we are
currently seeing is a result of a
projected interest rate rise and a 7%
inflation rate in the US. This has
negatively impacted global equities
and caused temporary uncertainty in
the markets. Rising interest rates are
needed to reduce inflation. However,
this also has an adverse effect of
reducing the valuation of high growth
companies, particularly technology
companies.

Markets have also reacted to the
possibility of a war between Russia
and Ukraine, which is priced into the
current level of volatility. If Russia does
escalate actions against Ukraine, NATO
and the US will be forced to step in
and react accordingly. There is an
extensive list of possibilities, but it is
likely that potential sanctions on
Russia could be the main result.
Previous sanctions have been avoided
due to the risk for the global economy,
however the likelihood of these
sanctions being imposed has now
increased.



In the Reeves portfolios, we do not hold any funds
that actively look to invest in Russian equity or
bonds. But regional wars and geo-political
tensions such as this can cause systematic risk
and this will be something we continue to
monitor; however, we do not see this as the
biggest risk the markets face in the near future. 

The transition away from tech equities has
supported a shift from ‘growth’ style investing to
‘value’. Growth stocks are those that offer strong
earnings growth, while value stocks appear to be
undervalued in the market. The recent expected
rise in interest rates internationally has negatively
impacted growth fund performance - while
positively impacting value stocks. Another reason
for the shift is a lowered risk appetite among
investors. In a downtrend, investors are likely to
ditch their riskier growth stocks for the safety of
value stocks. 

Since March 2020 and the significant market
downturn following the initial emergence of
Covid-19, the FTSE has been struggling compared
to a lot of markets around the world. As a result,
we have actively reduced our correlation to the
FTSE. This is what has given us the ability to
maintain growth in the last 18 to 24 months
through exposure to international bonds and
equities. 

There has been a move in the right direction for
the FTSE in the last two weeks. This is due to the
FTSE being heavily weighted to traditional value
companies, such as banks, and these value
companies have been in favour since the start of
the year. The Nasdaq, to which we are more
closely related in a directional sense, has
struggled recently due to having significant
allocation to growth companies. 



The Bank of England faces a dilemma. It is under pressure to raise interest rates
further to discourage spending and keep inflation under control. However, it does
not want to put unnecessary pressure on household budgets, which could
undermine the recovery.

The risk in the UK of more increases to interest rates is significant because the UK
housing market is currently overvalued by any rational measure. Interest rates
rising to 2% will have a significant impact, households already being impacted by
higher energy prices.

On the other hand, the potential impact on companies’ revenue streams as
consumer spending is discouraged could in turn encourage companies to focus
on strengthening their financial position, innovating and adopting new processes
to promote efficiency and stimulate profitability.

UK Inflation Is At Its Highest Rate in
30 Years 

Joe Biden Backs the Fed's Shift to
Monetary Tightening to Curb Inflation

The US president is poised to reign in the higher prices that are hurting economic
recovery as the highest levels of inflation in years is having a significant impact on
the US economy. Inflation has eroded purchasing power, with households being
hit the hardest.

This creates an opportunity as rising interest rates to dampen inflation has
prompted a significant selloff in the markets providing an attractive entry point
for investors. Value stocks may see an influx of investors who see their business
models and market positioning as more profitable than growth stocks.
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Disclaimer

Pensions are a long term commitment, you may not be able to
access your pension funds until the age of 55 (currently),
investments can go down as well as up and you might not get
back your initial capital. Pension and tax legislation does and
can change in the future which could impact your pension.

The value of your investment and any income from it could fall or
rise, and you may not get ack the full amount you invest.

Past performance is not a reliable indicator of future results. We
always recommend you talk to a qualified financial adviser
before making any investment decisions.

The information in this newsletter is the opinion of Reeves
Independent Limited only and should not be seen as advice or a
recommendation to act. Please seek independent financial
advice before taking any action in respect of your pensions or
investments.
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US plans sanctions against Putin's inner circle in case of attack on Ukraine;
https://www.ft.com/content/baa50a17-5f6b-47f3-8b79-5667ec6d78ac

Investors turn to Europe in search of stock market bargains;
https://www.ft.com/content/38b56e27-a3d2-4dfb-a3fb-6f3c6aed36a5

Wild day for stock market as investors warily await the Fed's moves;
https://www.nytimes.com/2022/01/24/business/economy/us-stock-market-correction-
territory.html

Sources: UK Inflation

UK inflation jumps to highest level in 30 years;
https://www.ft.com/content/9188e191-4c1c-4968-a3af-9a43f086de6b

Sources: Joe Biden Backs the Fed

Biden's picks would change the face of the Fed;
https://www.ft.com/content/d388cdb9-8b07-4c01-9b01-fe9becb8001a

https://www.ft.com/content/bce7b1c5-0272-480f-8630-85c477e7d69c
https://www.ft.com/content/bce7b1c5-0272-480f-8630-85c477e7d69c
https://www.ft.com/content/bce7b1c5-0272-480f-8630-85c477e7d69c
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Book Now

If you have any questions about our Portfolio
Management Service or questions about your
investments, please book a call with our
Investment Service Team who will be happy to
answer all your questions.

Do you have a question for our
Investment Team?  

Reeves Independent Limited: 30 High Street, Gosforth, Newcastle Upon Tyne, NE3 1LX 
Tel: 0800 989 0029
Email: info@reevesifa.com

https://calendly.com/rachael-simm/investment-discussion-for-existing-clients
https://www.reevesifa.com/investment-services
https://www.facebook.com/ReevesThePensionSpecialists
https://www.linkedin.com/company/2473252/admin/
https://twitter.com/reevesifa



