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F U N D  P E R F O R M A N C E   
The Close Select Fixed Income Fund returned +1.52% in 
January, which compared favourably to the +1.38% return of 
the IA Sterling Strategic Bond sector. 
 
The strong returns of 2019 have continued into January 2020. 
Given the very expensive prevailing valuations, we have 
taken what we believe to be a prudent decision and de-risked 
the portfolio. As such, the fund’s overall credit quality has 
increased (with an average rating of ‘A-’), while the cash 
position is now at a record-high of 13%. 
 
M A C R O  B A C K D R O P  
In the UK, macro data (as well as headlines surrounding the 
spread of coronavirus) were the key drivers of fixed income 
markets – a notable change of trend from recent years when 
geopolitical volatility has tended to be the principal force 
driving markets. 
 
Backward-looking economic data remains relatively weak. 
Yet, we believe forward-looking survey data better reflects 
reality, providing greater clarity around prospects for the UK 
economy following the decisive outcome of the December 
2019 General Election. Month-on-month GDP growth for 
November 2019 was weak at -0.3%, albeit offset by upward 
revisions to earlier GDP data. Unemployment was stable at 
3.8%, while inflation declined to +1.3% (from +1.5%). 
Forward-looking data points were much stronger however, 
with January’s ‘flash’ composite PMI data rebounding to 52.4 
(from 49.3) – with readings for both services and 
manufacturing much stronger. 
 
In the US, macro data remained relatively strong. Q4 2019 
annualised GDP growth was +2.1% (versus +2.1% in Q3 ‘19; 
+2.0% in Q2 ‘19; and +3.1% in Q1 ‘19); inflation increased to 
+2.3%; unemployment remained stable at 3.5%; and average 
employee earnings growth fell slightly to +2.9% (from +3.1%). 
Composite PMI survey data also improved to 53.1, with 
manufacturing and services sectors both benefitting from 
improved sentiment around trade-related negotiations. 
 
In the Eurozone, data was broadly stable versus the previous 
month. Year-on-year GDP growth for Q4 2019 was +1.0% 
(versus +1.2% in Q4 2018); the inflation estimate for January 
increased to +1.4% (from +1.3%); and unemployment 
improved slightly to 7.4%. Composite PMI survey data was 

also stable at 50.9 – with a stronger services sector offsetting 
a weak manufacturing sector. 
 
 
P O R T F O L I O  A C T I V I T Y  
There were three key developments within the portfolio in 
January. 
 
Firstly, as noted above, we have significantly reduced risk 
within the fund by boosting credit quality and increasing the 
cash position to a record-high of 13%. These changes reflect 
our concerns that many bonds are now overvalued, and that 
we anticipate better buying opportunities in the near future. 
 
Secondly, our focus on rating upgrade ‘stories’ continued to 
bear fruit. Our 1.2% portfolio position in Barclays Tier 2 
holdings was upgraded to Investment Grade (‘BBB-’ ) by 
Moody’s. At the same time, our 3.2% holding in Bank of 
Ireland bonds also benefitted from a Moody’s upgrade to 
‘BBB-’, with both bonds entering the Investment Grade 
indices in January 2020. 
 
And thirdly, the team remained very active on trading 
opportunities to optimise the portfolio – by selling our 
Trafigura 2020 EUR holdings (which now trade at a negative 
yield); adding to Saga 2024 bonds at a yield of 5.4% 
(following solid results); and switching our Co-op Group 
holdings from the 2024 bond (yielding 2.9%) into the 2025 
bond (yielding 5.3%). 
 
On the portfolio construction side, duration was maintained at 
3.5 years (0.7 years of which is a single Gilt holding), while 
the yield on the fund reduced to 3.3% given strong 
performance in January and the record-high cash position. 
We expect to boost the fund’s yield again when we identify 
opportunities to invest the cash, but currently believe it 
prudent to await a better entry point. 
 
O U T L O O K  A N D  S T R A T E G Y  
Bond market valuations remain expensive. Sovereign bond 
yields remain near historic lows; while corporate bond 
spreads are rich versus all historic time periods. Indeed, 
sterling ‘BBB’ credit spreads are now 154bps, versus their 5yr 
average of 183bps; 10yr average of 223bps; and 20yr 
average of 217bps. In order to ensure capital preservation 
and deliver a high level of monthly income, we continue to 



 
 
 
 
 
 
 
 
 
 

seek out the best risk:reward ideas across investment grade, 
unrated and high yield bond sectors. We maintain our focus 

on stock selection reinforced by in-depth credit research, and 
continue to favour shorter duration corporate bonds. 
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 YTD 2019 2018 2017 2016 2015 

Close Select Fixed Income Fund 1.52% 9.37% -1.96% 7.36% 7.97% 1.68% 
IA £ Strategic Bond 1.38% 9.26% -2.49% 5.31% 7.33% -0.19% 

S O U R C E :   
FE Analytics 06.02.2020; YTD data as at 31.01.2020; all figures are for the X Acc share class; performance is total return, net of fees with 
dividends reinvested. 
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