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Quarterly Managers Update as at July 2022
WHAT’S GOING ON:
Markets have continued to experience extremely high levels of volatility as investors have switched rapidly
from a fear of high inflation, driving central bank rates hikes, to the fear of an economic slowdown.
Inflation has remained high and the Russian invasion of Ukraine and China’s strict zero-Covid policy have
added further inflationary pressures. Central banks have become increasingly aggressive in their attempts
to tame inflation. The Bank of England has increased its base rate in the last five interest rate meetings and
financial markets now anticipate the US Federal Reserve to raise rates to 3.4% by the end of the year, up from
0.25% at the end of 2021.
This environment has been difficult for fixed income. UK gilts and US treasuries fell quite heavily, driving
UK government bond yields up to levels last seen in late-2014, before a modest recovery in recent weeks.
Major equity markets have also fallen considerably. The US equity markets experienced some of the steepest
declines due to their greater exposure to high growth companies. The UK has been one of the best performing
markets, although UK shares have also fallen in value during this period. The better performance has been
driven by energy and mining companies, which have benefited from higher commodity prices, as well as strong
performance from healthcare and consumer staples.

ASSET QUARTER
PERFORMANCE
UK Equity

1.98%

North American
Equity

4.48%

European Equity

4.07%

Japanese Equity

-7.41%

Emerging Markets

-0.38%

ALLOCATION

QUARTER PERFORMANCE
Portfolio

Benchmark

Difference

-8.95%

-6.93%

-2.02%

MARKET OUTLOOK:
There are significant headwinds for financial markets, as soaring inflation forces central banks to doubledown on their commitment to tackle rising prices. Energy prices appear to have stopped rising, despite the
significant disruption from the Russian invasion of Ukraine, and other industrial commodity prices have begun
to fall, however, it will be months before this begins to show up in the inflation data.
The risk that central banks raise rates too fast and engineer a recession appears to be growing. The UK
is showing signs of being particularly vulnerable as GDP growth is already slowing. The Bank of England
acknowledged the risk but said it may need to be more aggressive to bring down inflation. The US and European
central banks are also trying to balance their response to inflation with the possibility of a recession.

UK Equity

25.50%

North American
Equity

38.68%

European Equity

11.90%

Japanese Equity

8.92%

Emerging Markets

15.00%

Rising inflation is bad for bonds, while a recession would be bad for risk assets. Money market assets have
provided some protection and are likely to continue to play a valuable role for cautious investors. The UK is well
placed to outperform other developed equity markets due to the high proportion of value companies, which
fare comparatively well in recessionary conditions, and energy companies are likely to continue to benefit from
high oil and gas prices.

CHANGE

PAST PERFORMANCE OVERVIEW (NET OF FEES):

Portfolio (27.17%)

IA Flexible Investment (21.42%)

DISCRETE PERFORMANCE TO LAST QUARTER END:
Period

0-12 Months

12-24 Months

24-36 Months

Portfolio

-10.45%

24.07%

1.30%

Benchmark

-7.09%

19.48%

0.31%

36-48 Months

48-60 Months

2.95%

5.04%

Past performance does not indicate future performance and you may get back less than you originally invested. All figures are calculated
on a bid to bid total return basis in GBP and includes FE’s charge of 0.27%. Data from FEfundinfo 2022
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KEY CHALLENGES: LOOKING AHEAD:
Covid, war and inflation raise the chance of a global slowdown
The chances of a sharp slowdown in economic growth are rising as
the global economy faces a growing number of negative factors. The
Russian invasion of Ukraine has dragged on far longer than initially
feared and this has led to elevated commodity prices, particularly oil
and gas, which can act as a break on growth. Economic growth in China
has been weaker than expected as it faces problems with its property
market and it is sticking strictly to its zero-Covid policy so any further
lockdowns would act as a further drag on economic activity.
The OECD has downgraded its prediction of global economic growth
this year from 4.4% to 3%, while the International Monetary Fund now
expects growth in 2022 to be 3.6%, down from 6.1% last year. Slowing
growth has been acting as a headwind for global equities for much of
the year and the MSCI World index is down around 20% since it peaked
in early January. Further deterioration in global trade or a policy
mistake from central banks tightening rates too aggressively would risk
a further setback.

Performance of large companies makes UK less vulnerable to
slowdown
Concerns about stagflation in the UK are growing as high inflation is
combined with falling economic output. GDP fell 0.3% in April after
unexpectedly dropping by 0.1% in March and declining consumer
spending could further hit GDP. The poor outlook has seen consumer
confidence fall to all-time low levels and retail sales fell 0.5% in May
as prices rises hit consumption. The declining economic outlook has
been bad for equities and global equity markets have fallen sharply
in 2022. The UK has fared comparatively well and has the potential
to outperform other developed markets if poor economic conditions
continue.
Declining GDP usually sees smaller companies and growth-focused
companies struggle. However, the UK equity market is dominated by
the performance of the FTSE 100 – which is itself dominated by the
performance of its largest companies (the top 10 stocks account for
almost half of the index). Many of the UK’s largest companies are
quality or value companies from sectors like utilities, consumer staples
and healthcare and these are likely to continue to outperform. The UK
also has a very high number of energy companies and high oil and gas
prices will support profits, while the UK’s banks will benefit if interest
rates continue to rise.

Dollar strength causes problems for emerging markets
One of the few assets to appreciate this year is the US dollar. As
equities and bonds have fallen rising US interest rates have seen the US
dollar appreciate strongly against most major currencies. This provides
a significant headwind to emerging market equities as tighter US
monetary policy tends to see capital flow away from emerging markets
and back towards the US as higher yields become available. In addition,
a stronger dollar pushes up the cost of servicing company and sovereign
bonds which have been denominated in dollars. A stronger dollar also
has the effect of depressing global trade by pushing up transaction
costs and for countries with significant international imports it leads to
higher inflation in domestic prices.
A stronger dollar can be beneficial for commodity exporting countries.
Latin America has been one of the better performing regions in recent
weeks as high energy prices combined with a rising dollar to boost
returns. However, dollar strength and potentially falling demand due to
a global economic slowdown may limit this upside.
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REVISED HOLDINGS:
Fund

Asset Class

Weighting

Change

TB Evenlode Income

UK Equity

7.64%

6.36%

L&G UK 100 Index Trust

UK Equity

7.52%

0.00%

Schroder Income

UK Equity

4.85%

-1.65%

JOHCM UK Dynamic

UK Equity

2.68%

0.13%

Royal London Sustainable Leaders Trust

UK Equity

1.53%

-3.57%

Baillie Gifford UK Equity Alpha

UK Equity

1.28%

-1.27%

Dodge & Cox US Stock

North American Equity

11.60%

0.96%

HSBC American Index

North American Equity

11.41%

0.78%

Brown Advisory US Sustainable Growth

North American Equity

6.77%

0.58%

Premier Miton US Opportunities

North American Equity

3.48%

-2.52%

ES AllianceBernstein Concentrated US Equity

North American Equity

3.48%

3.48%

M&G North American Dividend

North American Equity

1.94%

1.94%

Baillie Gifford American

North American Equity

0.00%

-3.29%

Artemis US Smaller Companies

North American Equity

0.00%

-1.93%

HSBC European Index

European Equity

3.09%

-1.02%

Fidelity European

European Equity

2.86%

1.49%

Schroder European Recovery

European Equity

2.08%

0.24%

Invesco European Equity (UK)

European Equity

1.67%

-0.71%

Man GLG Continental European Growth

European Equity

1.49%

0.72%

Baillie Gifford European

European Equity

0.71%

-0.01%

Premier Miton European Opportunities

European Equity

0.00%

-0.71%

Vanguard Japan Stock Index

Japanese Equity

5.35%

0.18%

Man GLG Japan Core Alpha

Japanese Equity

1.52%

-0.17%

Baillie Gifford Japanese

Japanese Equity

1.07%

0.08%

Comgest Growth Japan

Japanese Equity

0.98%

0.98%

T. Rowe Price Japanese Equity

Japanese Equity

0.00%

-1.07%

JPM Emerging Markets Income

Emerging Markets

4.35%

-0.14%

Vanguard Emerging Markets Stock Index

Emerging Markets

2.70%

-0.68%

BlackRock Emerging Markets

Emerging Markets

2.40%

-1.35%

Fidelity Asia Pacific Opportunities

Emerging Markets

1.95%

1.95%

Artemis SmartGARP Global Emerging Markets Equity

Emerging Markets

1.80%

0.22%

Allianz Emerging Markets Equity

Emerging Markets

1.05%

1.05%

Pictet Indian Equities

Emerging Markets

0.75%

0.75%

Schroder Asian Income

Emerging Markets

0.00%

-1.05%

Invesco China Equity (UK)

Emerging Markets

0.00%

-0.75%
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COSTS BREAKDOWN:
Financial Instruments OCF: 0.60%
Change in Financial Instruments OCF: 0.02%
The Financial Instruments OCF refers to the underlying costs of managing the funds that make up the portfolio. Commonly known as the ongoing
charges figure these costs consist primarily of management fees and additional expenses such as registration, regulation, auditing and legal
fees, the costs of distribution as well as any other operational expenses. The charges represent the current maximum charges, for the exact
charges please refer to the Platform Portfolio Charges Document and Platform Fund Charges Document.
Asset Class

Financial Instruments OCF

Change in Financial Instruments OCF

As Percentage of Portfolio

UK Equity

0.15%

0.01%

25.63%

North American Equity

0.21%

0.00%

34.62%

European Equity

0.08%

0.01%

13.51%

Japanese Equity

0.04%

0.00%

6.26%

Emerging Markets

0.12%

0.01%

19.97%

Financial Instruments Transactional Costs: 0.05% Change in Financial Instruments Transactional Costs: -0.06%
Financial Instruments Transactional costs refers to additional costs which the portfolio expense does not capture such as trading fees,
investment research and foreign exchange fees. It also includes implicit costs that can have an impact on performance but are not charged
directly to the end investor.

Asset Class

Expense

Change in Expense

As Percentage of Portfolio

UK Equity

0.01%

-0.02%

17.99%

North American Equity

0.00%

0.02%

7.86%

European Equity

0.01%

0.00%

15.67%

Japanese Equity

0.00%

0.00%

7.57%

Emerging Markets

0.03%

-0.02%

50.91%

Investment Services Charge: 0.27%
The Investment Services Charge refers to the costs of managing the portfolio including the selection of the funds and ensuring that the portfolio
meets its risk targets and performs as expected.
Third Party Payments: 0.00%
Total Cost of Investment: 0.95%
Your investment may be subject to additional charges including advice fees, platform charges and wrapper costs which are not included in the
total cost of investment figure.

UK EQUITIES
WHAT’S HAPPENING IN UK EQUITIES:
Overview: UK equities performed well in comparison to other markets,
however, concerns about high inflation and slowing economic growth
caused the market to fall towards the end of the period. Value and
growth companies continued to outperform growth companies, and
large companies also continued to do well. Energy was the best sector
as the conflict in Ukraine has kept commodities prices high. Healthcare,
consumer staples and utilities have also performed well. The worst
performers were technology, industrials and consumer discretionary.
The tile slightly underperformed the benchmark but has exceeded
the sector average. The index performance has been driven by the
largest holdings, including energy giants like Shell and BP. L&G UK
100 Index Trust provided the best performance. Schroder Income also
performed well due to its large-cap bias. Overall, the tile has a bias to
small-cap and growth stocks, which has recently caused performance
to lag. Baillie Gifford UK Equity Alpha fell the most as it exposure to
technology and online retail platforms dragged on performance.

Changes to UK Equity Tile: We have made no changes to the funds
in the tile, however, we have made some changes to the balance
within the tile. The exposure to Evenlode Income has been increased
significantly from 5% to 30% as the portfolio’s exposure to large
companies is increased. The allocation to L&G UK 100 Index Trust,
which tracks FTSE 100 companies, has been maintained at 30%
and we retain a large allocation to Schroder Income although this is
reduced from 25% to 19%. JOHCM UK Dynamic has a bias towards
mid-cap stocks but it also invests in value companies and it has been
maintained at 10%. Exposure to growth companies has been trimmed
as Royal London Sustainable Leaders Trust is reduced from 20% to 6%
and the allocation to Baillie Gifford UK Equity Alpha falls from 10% to
5%.
The changes have reduced the diversification ratio of the tile due to
increasing allocation to large companies and the cost of the portfolio
has increased to 0.57%.

HOLDINGS PERFORMANCE:
The below chart illustrates the performance of the block and its constituent holdings over the past quarter.

CURRENT HOLDINGS

OUR VIEW ON UK EQUITIES - NEUTRAL

Fund

Weighting

Baillie Gifford UK Equity Alpha

5

JOHCM UK Dynamic

10.5

L&G UK 100 Index Trust

29.5

Royal London Sustainable Leaders Trust

6

Schroder Income

19

TB Evenlode Income

30

Most Likely: Inflation remains elevated and the economic picture
worsens as unemployment ticks up. Geopolitics continue to affect
commodity prices, meaning high energy-costs keep inflation high and
erode consumer spending. This means small and mid-sized companies
will continue to struggle. These headwinds affect consumer-focused
businesses most, while large stocks in defensive sectors – such as
healthcare, consumer staples and utilities – should prove more resilient.
Banks would benefit as rising rates support their profits.
Worst Case: Tensions involving Russia and China get worse, causing
commodity prices to rocket from their already high levels. Aggressive
rate rises and rapid reduction in central bank balance sheets in
developed markets push markets, including the UK, into a recession
and send stocks and bonds plummeting. This culminates in the collapse
of an unexpected area of the market – as US housing did in 2008 –
leading to a run on the wider market. The UK should be more defensive
than other areas, given the lower relative valuation levels.
Best Case: Interest rate hikes prove successful and inflation begins
to fall without causing a massive change to unemployment and
GDP figures. A reasonable resolution to the invasion of Ukraine and
reconstruction of the country helps to cool energy, food and commodity
prices, further helping to reduce inflation. As more catalysts for a bull
market materialise, smaller companies will stand to benefit the most
from equity markets reversing their recent underperformance.

DISCRETE PERFORMANCE TO LAST QUARTER END:
Period

0-12 Months

12-24 Months

24-36 Months

UK Equity Tile

-6.23%

20.71%

-10.40%

IA UK All Companies

-8.44%

27.66%

-11.03%

36-48 Months

48-60 Months

-2.19%

9.07%

Past performance does not indicate future performance and you may get back less than you originally invested. All figures are calculated
on a bid to bid total return basis in GBP. Data from FEfundinfo 2022

UK EQUITIES
UK EQUITY SECTOR EXPOSURE

* Sector exposure may not add up to 100% because of undeclared cash and derivative positions from some funds

ASSET CLASSES

WHAT YOU ARE INVESTED IN			

Growth: This is a style of investing where a manager is trying to
identify companies that can grow their earnings at an above average
rate. This may involve investing in markets which are yet to fully
emerge; in recent years the technology sector has been an excellent
example of a growth investment. Unlike a value investor a growth
investor may choose to invest in a company that already looks
expensive as it is expected to be worth even more in the future, which
justifies the price.

Royal London Sustainable Leaders Trust: The fund identifies firms
which have strong ESG qualities as well as potential for growth and
are relatively undervalued by the market. The fund has a bias to larger
companies as well as exposure to foreign firms where there are no UK
alternatives, such as IT stocks. The resulting portfolio is moderately
concentrated with 40 to 70 positions.
Baillie Gifford UK Equity Alpha: The fund invests in companies that
are expected to deliver above average growth in profits and cashflows
in the long run, backed by enviable competitive positions and market
leadership. The manager selects 30 to 40 stocks to build a low
turnover, concentrated portfolio, with about half of the fund allocated
to the top 10, and a bias to mid-sized firms.

Passive: Passive funds try to replicate an index rather than outperform
it. This means it is considerably cheaper as you do not require a
manager to try and identify the best market opportunities. The costs
of the fund are extremely important as they compound over time to
eat into long-term returns. The disadvantage is the fund is not able to
react to market events and try and protect the fund in difficult markets
or take advantage of favourable ones. The fund should always slightly
lag the performance of the market because of the fees.

L&G UK 100 Index Trust: This fund tracks the FTSE 100, which
comprises the 100 largest companies listed in the UK. As this invests
in the largest companies its performance is not necessarily reflective
of the wider UK economy, as these companies make the majority
of their revenues from abroad. The health of the global economy as
well as currency movements can therefore have a larger impact on
performance. The fund employs a full physical replication method,
which means the fund owns all the companies that make up the index.

Value: This investment style looks at companies that the managers
believe are currently trading at less than their intrinsic value. Value
investors believe markets overreact to good and bad news; this results
in share movements that do not reflect fundamentals. Although the
concept is relatively simple it is very contrarian as you are going against
the market consensus. This can lead to periods of underperformance.

Schroder Income: Although ostensibly an income fund, the real driver
of returns is its contrarian valuation driven approach. The managers
are focused on identifying companies with strong balance sheets and
healthy profits that are significantly undervalued. The ability for the
company to grow dividends is also a consideration. The fund has a
strict buy/sell discipline and can be aggressively positioned.
JOHCM UK Dynamic: This fund invests in companies that the
managers have identified as ‘recovery plays’ – businesses that have
identified their problems and formulated a strategy for dealing with
them. This means that periods of underperformance are possible, and
investors need to be prepared to hold the fund for a while to allow its
investments to play out. The fund has a performance fee of 15 per cent
applied for any excess performance above the benchmark.

Income: From its earned profits, companies have one of two options:
to pay out a portion in dividends to shareholders or to reinvest the
money in the business. Dividend paying companies therefore tend to
be larger businesses in well-established industries. Income investing is
generally thought of as slightly lower risk, because in a falling market
you will receive some return through income payments.

TB Evenlode Income: The fund is ideal for those looking for investment
income in the UK. The fund looks to identify quality businesses that
can grow their dividend. The managers look to invest in companies for
the long term. The strategy has historically been very successful, and
the fund has been particularly strong in weak markets, managing to
preserve capital better than its peers.

GLOBAL EQUITIES
WHAT’S HAPPENING IN GLOBAL EQUITIES:
Overview: Global equity markets performed poorly as market
sentiment flipped between the fear of inflation and the fear of recession.
The situation in Ukraine, as well as the ongoing Covid-19 lockdowns in
China, added to the volatility. Japan was the best performing region,
followed by Europe. The US lagged as high growth stocks struggled
once more. Value funds outperformed growth across all regions and
large-cap companies outperformed small-caps. In terms of sectors,
energy companies provided best performance.
The Japanese, European and North American equity tiles all fell in
value, but all outperformed their sector averages. Man GLG Japan
Core Alpha made a strong positive return although the other Japanese
funds fell in value. Schroder European Recovery also made a positive
contribution as its value style was in favour. Baillie Gifford European
lagged substantially as growth funds performed poorly. Baillie Gifford
American and Brown Advisory US Sustainable Growth were among the
worst performers due to their growth-oriented investment style.

Changes to Global Equity Tile: We have made two changes to the
North American equity tile. Baillie Gifford American and Invesco
European Equity have both been removed from the portfolio as
exposure to smaller and growth companies is reduced. They are replaced
by ES Alliance Bernstein Concentrated US Equity and M&G North
American Dividend which means the allocation to quality companies
is maintained. The allocation to growth companies is achieved through
Premier Miton US Opportunities and Brown Advisory US Sustainable
Growth although overall exposure to this style is reduced.
The European and Japanese tiles each see one change. Premier Miton
European Opportunities is removed as exposure to small and mid-caps
is reduced in favour or large companies. The Japanese equity tile sees
the T. Rowe Price Japanese Equity replaced by Comgest Growth Japan.

HOLDINGS PERFORMANCE:
The below chart illustrates the performance of the block and its constituent holdings over the past quarter.

NORTH AMERICA

EUROPE

JAPAN

CURRENT HOLDINGS NORTH AMERICA

CURRENT HOLDINGS EUROPE

Fund

Weighting

Fund

Weighting

Brown Advisory US Sustainable Growth

17.5

Baillie Gifford European

6

Dodge & Cox US Stock

30

Fidelity European

24

ES AllianceBernstein Concentrated US Equity

9

HSBC European Index

26

HSBC American Index

29.5

Invesco European Equity (UK)

14

M&G North American Dividend

5

Man GLG Continental European Growth

12.5

Premier Miton US Opportunities

9

Schroder European Recovery

17.5

Buy

Buy

Sell: Artemis US Smaller Companies and Baillie Gifford American

Sell: Premier Miton European Opportunities

CURRENT HOLDINGS JAPAN

OUR VIEW ON GLOBAL EQUITY - NEUTRAL

Fund

Weighting

Baillie Gifford Japanese

12

Man GLG Japan Core Alpha

17

Vanguard Japan Stock Index

60

Comgest Growth Japan

11

Most Likely: Aggressive central bank action to curb inflation and
persistent disruption of supply chains will likely induce a global economic
slowdown. Defensive sectors and, generally, quality investments
should outperform, along with energy, given the continued supply
shortages driven by the ongoing war in Ukraine.
Buy

Sell: T. Rowe Price Japanese Equity

Worst Case: Russia cuts energy supplies to Europe, leading to new
record energy-prices and weighting on households and energy intensive
industries. Global supply shortages intensify and inflation continues to
rise, meaning consumers face a cost of living crisis and will have to cut
back dramatically on discretionary spending. Central banks are forced
to increase interest rates more rapidly, which depresses economic
activity and causes a global recession. Defensive areas of the market
are set to protect much better than cyclical areas in a renewed sell-off
for global equities.
Best Case: An end to the war in Ukraine creates optimism that
commodity prices will ease. Inflation is expected to peak, and
central banks reduce the speed and size of their interest rate hikes.
The reopening of Japan to foreign tourists should provide a boost
for the service sector, thus supporting the recovery of the country’s
economic activity. Global economic growth is preserved, leading to the
outperformance of cyclical sectors.

DISCRETE PERFORMANCE TO LAST QUARTER END:
Period

0-12 Months

12-24 Months

24-36 Months

North America Equity Tile

-10.40%

32.27%

16.11%

IA North America

-3.20%

27.21%

8.37%

Europe Equity Tile

-13.11%

20.02%

3.96%

IA Europe ex UK

-12.53%

23.70%

0.89%

Japan Equity Tile

-15.87%

7.14%

5.14%

IA Japan

-11.32%

13.23%

7.83%

36-48 Months

48-60 Months

11.35%

12.00%

3.28%

3.11%

-3.36%

10.70%

Past performance does not indicate future performance and you may get back less than you originally invested. All figures are calculated
on a bid to bid total return basis in GBP. Data from FEfundinfo 2022

NORTH AMERICA
NORTH AMERICAN EQUITY SECTOR EXPOSURE

* Sector exposure may not add up to 100% because of undeclared cash and derivative positions from some funds

ASSET CLASSES
Value: This style of management focuses on companies that it
believes are currently trading at less than their intrinsic value. Value
investors believe that markets overreact to both good and bad news;
this results in stock price movements that do not reflect the company
fundamentals. A common approach is to find problem companies that
other investors are avoiding that can be turned around with a new
strategy or management team. Although the concept is relatively
simple it is at the same time very contrarian as you are going against the
market consensus, and this can lead to periods of underperformance.

WHAT YOU ARE INVESTED IN			
Dodge & Cox US Stock: The fund invests in a diversified pool of US
equities with a long-term view. The portfolio is fairly concentrated,
typically 60 to 70 holdings, and the top ten stocks make up 30 per
cent to 35 per cent of the portfolio. The fund follows a clear value
philosophy with its stock universe mostly constrained to large cap.
The day-to-day fund management is unique as the fund is collectively
managed by the nine members of the US Investment Committee.
Decisions are collective, which implies that the fund could react
relatively slowly to any market changes, and also implies inflexibility.

Passive: Passive funds try to replicate an index rather than outperform HSBC American Index: This HSBC fund tracks the S&P 500 by
it. The advantage is that it is considerably cheaper as you do not physically holding all the stocks that make up the index. The index is
require a manager to try and identify the best market opportunities.
made up of 500 of the largest traded companies in the US.
Balanced/Flexible: A manager following this approach will have no
fixed style but will either remain style-neutral or will change style
according to what they feel best suits the market at the time. A
balanced investment strategy is one that will generally aim to balance
risk and return, meaning the strategy is unlikely to be high conviction
and is therefore unlikely to be the best or the worst performer at any
one time.

Premier Miton US Opportunities: The fund has been run by comanagers Hugh Grieves and Nick Ford since March 2013. Despite
its relatively concentrated nature the fund has done a good job of
controlling its exposure, resulting in consistent outperformance despite
taking less risk than its peers. The fund has an emphasis on bottom-up
stock picking, meaning attention will be focused on specific companies
rather than the industry or sector they are operating in.

Growth: This is a style of investing where a manager is trying to
identify companies that can grow their earnings at an above average
rate. This may involve investing in markets which are yet to fully
emerge; in recent years the technology sector has been an excellent
example of a growth investment. Unlike a value investor a growth
investor may choose to invest in a company that already looks
expensive as it is expected to be worth even more in the future, which
justifies the price.

Brown Advisory US Sustainable Growth: The managers aim
for long-term capital growth by investing in companies that have
outstanding business models and a sustainability focus. They believe
growth is only sustainable if it is helping society, and employ negative
screens so they do not invest in companies harmful to society.
AB Concentrated US Equity: The fund mainly invests in large US
companies. The manager is supported by six dedicated industry
analysts and each analyst focuses on seven to eight stocks. The
investment team looks to identify quality companies, which it defines
as superior businesses with consistent positive earnings and industry
leaders with a high degree of predictability. The team typically
avoids undifferentiated or economically-sensitive businesses, which
tend to have less consistent returns over time. This leaves it with an
opportunity-set of 50 to 100 high-quality growth stocks. The fund
assesses companies’ business models, earnings projections and
valuations to arrive at a portfolio of around 20 to 30 stocks with a
low turnover.

Income: From its earned profits, companies have one of two options:
to pay out a portion in dividends to shareholders or to reinvest the
money in the business. Dividend paying companies therefore tend to
be larger businesses in well-established industries. Income investing is
generally thought of as slightly lower risk, because in a falling market
you will receive some return through income payments.

M&G North American Dividend: This fund focuses on a dividend
growth strategy rather than dividend yield, where the team believes
that investing in companies that grow its dividends can successfully
add value in the long run. Dividend and growth investing have often
been considered opposite ends of the spectrum, but the team believes
that there is a sweet spot in the middle where investors can capture
both. Recently we have seen dividend-paying stocks underperform
non-dividend paying stocks, and the success of the managers’ strategy
is illustrated by their ability to outperform the market despite this.

EUROPE
EUROPEAN EQUITY SECTOR EXPOSURE

* Sector exposure may not add up to 100% because of undeclared cash and derivative positions from some funds

ASSET CLASSES
Value: This investment style focuses on companies are currently
trading at less than their intrinsic value. Value investors believe that
markets overreact to both good and bad news; this results in stock
price movements that do not reflect the company fundamentals.
This is a simple yet contrarian approach, as you are going against the
market consensus, and this can lead to periods of underperformance.

WHAT YOU ARE INVESTED IN			
Schroder European Recovery: This fund invests in European
companies that are currently out of favour. Managers Andrew Lyddon
and Andrew Evans focus only on finding businesses that have been
through periods of stress and whose share prices are significantly
below what they consider a fair value. Their investment process aims
to assess the quality of a business, its financial strength and to ensure
the company can survive financial distress. The resulting portfolio is
relatively concentrated with 40 to 60 positions.
Invesco European Equity: The fund focuses on identifying superiorquality European companies that are trading at a discount. The
manager is supported by a wider team of European equity managers
and analysts in conducting thorough company-specific analysis. The
resulting portfolio is concentrated on around 50 names, and can
deviate from the market significantly when the manager has a strong
view on a company’s, or sector’s, valuation or future profit growth
prospects.

Passive: Passive funds try to replicate an index rather than outperform HSBC European Index: The fund tracks the FTSE Developed Europe ex
it. The advantage is that it is considerably cheaper as you do not UK Index, which comprises approximately 450 companies split across
require a manager to try and identify the best market opportunities.
15 developed countries. The fund does not engage in stock lending.
Growth: This is a style of investing where a manager is trying to
identify companies that can grow their earnings at an above-average
rate. This may involve investing in markets which are yet to fully
emerge; in recent years the technology sector has been an excellent
example of a growth investment. Unlike a value investor a growth
investor may choose to invest in a company that already looks
expensive as it is expected to be worth even more in the future, which
justifies the price.

Man GLG Continental European Growth: The portfolio has two tiers.
The first consists of established leaders and must be at least 50 per
cent of the portfolio. The second, which makes up a maximum of a
third of the portfolio, consists of emerging winners. All stocks must
have established competitive advantages. Position sizing depends
on the stock’s tier, as well as the team’s conviction in the name.
Fidelity European: The fund aims to find attractively valued
companies that exhibit good long-term growth prospects. The
manager looks for companies that grow their dividend on a three-tofive-year time horizon, have sustainable margins, a strong balance
sheet and fund their dividends through growth. Each holding needs
three reasons to invest based on fundamentals and valuation.
Baillie Gifford European: The fund focuses on large companies and
aims to identify those able to double their value within five years due to
their competitive advantage. The managers prefer companies that are
family or founder owned which are usually more adaptable to change
and take advantage of opportunities. The final portfolio of 30 to 50
companies with the allocation depending on the team’s conviction.
BlackRock Continental European Income: The managers select
stocks by analysing the strength of a company’s finances, its ability
to generate cash for distribution and quality of its management.
The portfolio is split into two baskets, with roughly half invested in
companies paying above-average income, and the remainder invested
in companies where the manager sees potential for dividend growth.
Premier Miton European Opportunities: The fund is an unconstrained
multi-cap European equity fund with a substantial mid-cap bias and
a focus on ‘quality growth’ companies. The fund’s distinctive feature
is avoiding macroeconomic risk by having the portfolio equally split
between a cyclical and a defensive bucket. The final portfolio comprises
between 40 to 55 stocks, thus delivering a level of diversification.

JAPAN
JAPANESE EQUITY SECTOR EXPOSURE

* Sector exposure may not add up to 100% because of undeclared cash and derivative positions from some funds

ASSET CLASSES

WHAT YOU ARE INVESTED IN			

Growth: This is a style of investing where a manager is trying to
identify companies that can grow their earnings at an above-average
rate. This may involve investing in markets which are yet to fully
emerge; in recent years the technology sector has been an excellent
example of a growth investment. Unlike a value investor a growth
investor may choose to invest in a company that already looks
expensive as it is expected to be worth even more in the future, which
justifies the price.

Baillie Gifford Japanese: This fund, run by Matthew Brett, helps
construct the global developed equity portion of the portfolio.
Japan has a history of behaving differently to other developed
markets and it therefore acts as a strong diversifier in the portfolio.
Exposure to Japan is strictly controlled due to the increased risks
inherent with investing in the region. Baillie Gifford has one of
the most experienced and successful Japanese equity teams.
Comgest Growth Japan: The managers use quantitative screen to
identify companies with a proven ability to generate a strong increase
in earnings, healthy cashflow, a return on capital employed above
the cost of capital, sound balance sheets and above-average profit
margins relative to peers – leaving the team with approximately 400
companies. The team also incorporates a disciplined ESG-embedded
valuation assessment using fiveyear earnings and dividend forecasts.
The resulting portfolio is moderately concentrated between 30 and 40
names, with the top ten companies representing approximately 35%.

Value: This style of management focuses on companies that it
believes are currently trading at less than their intrinsic value. Value
investors believe that markets overreact to both good and bad news;
this results in stock price movements that do not reflect the company
fundamentals. A common approach is to find problem companies
that other investors are avoiding that can be turned around with
a new strategy or management team. Although the concept is
relatively simple it is at the same time very contrarian and. as you
are going against the market consensus, this can lead to periods of
underperformance.

Man GLG Japan Core Alpha: The fund focuses on large cap, value
investing in Japan. The managers believe that there is an opportunity
in large companies versus small ones, despite the latter doing well
recently. They believe that cyclicality strongly influences every sector
of the Japanese market, and that outperformance can be generated by
exploiting extremes of valuation – buying stocks that are completely
unloved and selling them when they become popular. The manager’s
style means the fund is likely to underperform when markets are rising
rapidly.

Passive: Passive funds try to replicate an index rather than outperform
it. The advantage of this process is that it is considerably cheaper
as you do not require a manager to try and identify the best market
opportunities. The costs of the fund are extremely important as they
compound over time to eat into long-term investment returns. The
disadvantage of the process is that the fund is not able to react to
market events and either try and protect the fund in difficult markets
or take advantage of favourable ones. These funds should always
slightly lag the performance of the market because of the fees.

Vanguard Japan Stock Index: The fund tracks the MSCI Japan index
by physically holding most of the stocks that make up the index,
excluding those that are less liquid. The index comprises over 300
large and mid-sized companies within the Japanese market. The fund
engages in stock lending, where a borrower will post collateral in
exchange for borrowing the stock for a period of time. Money made
from stock lending is reinvested into the fund to keep the costs down.
Although it does marginally increase the risk, borrowers are vetted for
worthiness to mitigate this.

EMERGING MARKETS
WHAT’S HAPPENING IN EMERGING MARKETS:
Overview: After an initial spell of strong performance emerging
market equities have seen extremely high volatility and ended the
period with a loss. The Russian invasion of Ukraine as well as supplychain disruptions caused by the coronavirus lockdowns in China have
played a part, as have developed market inflation and interest rate
rises. Latin America produced strong performance helped by high oil
prices. All other regions produced negative returns for the period. In
common with other equity markets, value funds outperformed growth.
Over the period the tile produced negative returns. Chinese equities
were particularly volatile, as they fell sharply and then recovered just a
rapidly. Artemis SmartGARP Global Emerging Markets Equity was the
only fund to post a gain, although its underweight to China meant it
was much less volatile. The tile outperformed the benchmark and the
sector average helped by performance from Schroder Asian Income.
JPM Emerging Markets Income and BlackRock Emerging Markets were
the worst performers over the period.

Changes to Emerging Markets Tile: We have made several changes
to the tile over this quarter as a result of our changing asset class
views. Schroder Asian Income has been removed from the tile and
Invesco China Equity has also been removed as the outlook for China
remains very uncertain. The funds have been replaced by Fidelity
Asia Pacific Opportunities and Allianz Emerging Markets Equity. Pictet
Indian Equities has also been added to bring the number of funds up to
seven. The exposure to BlackRock Emerging Markets has been reduced
from 25% to 16% and the Vanguard Emerging Markets Stock Index has
been reduced from 22% to 18%.
The changes have increased the diversification ratio of the tile although
the cost has increased slightly to 0.8%. Overall, the portfolio maintains
its overweight to Latin America and China but remains neutral to India.

HOLDINGS PERFORMANCE:
The below chart illustrates the performance of the block and its constituent holdings over the past quarter.

CURRENT HOLDINGS

OUR VIEW ON EMERGING MARKETS - NEGATIVE

Most Likely: A stronger US dollar due to rising US interest rates will
increase the burden on companies with debt issued in dollars. Rising
inflation can be a relative advantage for commodity-producing
markets but others, such as India, are heavily exposed to food goods.
Such countries will be pressured to continue to increase interest rates,
crippling economic activity. Many segments of emerging markets are
now trading at pronounced discounts to developed markets and this
could represent an attractive entry point into the asset class.

Fund

Weighting

Artemis SmartGARP Global Emerging Markets
Equity

12

BlackRock Emerging Markets

16

JPM Emerging Markets Income

29

Vanguard Emerging Markets Stock Index

18

Allianz Emerging Markets Equity

7

Buy

Fidelity Asia Pacific Opportunities

13

Buy

Pictet Indian Equities

5

Buy

Sell: Invesco China Equity (UK) and Schroder Asian Income

Worst Case: Further waves of Covid-19 in China and further extreme
lockdowns could lead to the revival of strong supply shocks. This would
have a negative impact on many emerging markets, which have strong
links to China via export demand. If US interest rates rise faster than
expected, this will have a negative impact on many emerging markets
due to the US dollar appreciating further.
Best Case: Russian president Vladimir Putin ends Russia’s invasion of
Ukraine; this leads to an improvement to the current commodity crisis
and this would dampen a lot of the global inflationary pressures. The
Chinese government continues to ease regulatory scrutiny whilst also
avoiding another wave of Covid-19, meaning the Chinese market’s
recent rally could continue as foreign-investor sentiment shifts to a
more positive place.

DISCRETE PERFORMANCE TO LAST QUARTER END:
Period

0-12 Months

12-24 Months

24-36 Months

Emerging Markets Tile

-15.93%

27.54%

-1.56%

IA Global Emerging Markets

-16.96%

27.78%

-2.89%

36-48 Months

48-60 Months

6.15%

3.65%

Past performance does not indicate future performance and you may get back less than you originally invested. All figures are calculated
on a bid to bid total return basis in GBP. Data from FEfundinfo 2022

EMERGING MARKETS
REGION ALLOCATION HEAT MAP

ASSET CLASSES

WHAT YOU ARE INVESTED IN			

Global Emerging Markets: This makes up the core section of the asset
class. The managers have the flexibility to decide which countries and
markets offer the best opportunity. The funds focus on the larger
markets of Brazil, China India and Russia. They can include a limited
amount of the smaller, less developed markets known as ‘frontier
markets’, which are much further back in their development. They
have more future growth potential but carry much more risk.

Artemis Global Emerging Markets: The fund utilises computing
technology to conduct rigorous quantitative analysis to
identify the best opportunities. It aims to identify companies
that are cheap compared to their predicted growth rates.
BlackRock Emerging Markets: The fund takes a flexible approach to
emerging market equities. The lead manager believes that emerging
markets are inefficient, complex and cyclical and that a disciplined
approach to macroeconomic country allocation combined with indepth company research can deliver superior returns. The team’s
proprietary macro process focuses on identifying turning points in
macroeconomic cycle, which includes an assessment of politics.
JPM Emerging Markets Income: This fund takes a total return
approach to investing by balancing income and capital appreciation.
It aims to deliver a dividend in excess of 130% of the benchmark
per annum. This results in a bias towards high-quality companies
trading at a discount. The fund takes a flexible approach to income
as there is no minimum yield or need a long history of dividend
payments; the only criteria is that a stock needs to be dividend
paying. Around 60% of the portfolio consists of stocks with a 3% to
6% yield. The remaining 40% is split equally into dividend growth and
high-dividend-yielding companies. The resulting portfolio comprises
70 to 80 stocks, well diversified across countries and sectors.
Vanguard Emerging Markets Stock Index: This fund replicates the
performance of the index by direct ownership of the underlying securities.
To supplement fund returns and offset the trading costs involved
with direct ownership of the securities the manager engages in stock
lending. Profits from stock lending reduce the effect of management
fees, further minimising overall tracking difference to the index.
Allianz Emerging Markets Equity: The fund can be considered a core
emerging market portfolio as it is tightly constrained as to how far it
can differ in terms of country and industry exposure compared to its
benchmark. The fund takes a quantitative approach where it uses 12
behavioural, intrinsic and valuation factors to drive the its performance.
As the fund does not take large bets it means that there is little chance
of the fund vastly underperforming, although conversely it does also
limit the fund’s potential to massively outperform.

Asia Pacific ex Japan: The region combines a mix of developed and
emerging economies. China makes up over a quarter of the region,
followed by Australia, South Korea, Taiwan and Hong Kong. In total
these five economies cover around 80% of the investable region.
Asia’s economic importance to the world is increasing and this asset
class allows access to not only China but also surrounding countries
that are benefiting from the region’s development.

Fidelity Asia Pacific Opportunities: The manager takes a style
agnostic approach and believes that stock performance is driven by
three variables: fundamentals, sentiment and valuation. Aiming to
identify companies which have better earnings upside-potential over
a 12 to 24-month view versus consensus. A range of metrics are
used to evaluate companies and those that meet these criteria are
then considered. Position sizes are based on conviction, diversification
benefits, liquidity and volatility. The resulting portfolio comprises 25 to
35 high-conviction holdings.

India: The Indian economy is growing rapidly and is further behind
in its development than China, offering lots of opportunity. It has
the potential to even overtake China as it has more favourable
demographics, with a higher birth rate and a younger population.
This is offset somewhat by the messy and inefficient nature of its
politics. The reforms it needs to undergo to realise its potential require
a significant amount of political will.

Pictet Indian Equities: The fund takes a ‘quality at the right price’
approach to investing in Indian equities. The fund is a concentrated
all cap portfolio, holding 20 to 30 stocks, with stock selection being
the main driver of returns. The largest bulk of the portfolio will always
be in the more liquid, large cap stocks, and the allocation to small
and mid cap stocks will fluctuate, based on the opportunity set and
valuation.

