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Quarterly Managers Update as at April 2022
WHAT’S GOING ON:
2022 started off with markets mainly concerned about high inflation and the impact this will have on central
bank monetary policy. This quickly changed as headlines were dominated by the invasion of Russian forces
in Ukraine. Markets were taken by surprise and global equities sold off as investors tried to comprehend the
potential consequences. Western countries have imposed a series of economic sanctions against Russia in an
effort to end the invasion, but these will also have an impact globally.
Following the invasion, commodity prices were very volatile, and oil and gas prices rose sharply. Brent crude
briefly hit US$139 per barrel and still remains above US$100. UK equities fell but performed well in comparison
to other developed equity markets as oil, gas and mining companies benefited from high commodity prices.
UK government bonds were also negative as the Bank of England increased interest rates to 0.75 per cent and
voted to start the process of quantitative tightening as inflation reached 6.2 per cent.

ASSET QUARTER
PERFORMANCE
UK Equity

1.98%

Global Developed
Equity

3.24%

Gilts

1.96%

US equities performed poorly as inflation reached 7.9 per cent. Despite a highly uncertain economic outlook,
the US Federal Reserve raised interest rates to 0.5 per cent and did not rule out the possibility of a bigger
increase in the next meeting. European equities had the worst performance as Europe’s heavy reliance on
Russian oil and gas reflected badly in its markets.

ALLOCATION

QUARTER PERFORMANCE
Portfolio

Benchmark

Difference

-5.55%

-3.68%

-1.87%

MARKET OUTLOOK:
Despite the ongoing war in Ukraine, financial markets have returned to inflation and central bank policy as their
main concern. Inflation continues to rise faster than expected in the US, Europe and the UK and the pace of
inflation has forced central banks to back up their intention to act with concrete actions. The Bank of England
and the US Federal Reserve are both firmly set on tightening cycles and the European Central Bank has also
given itself some room to increase rates faster than previously expected. Any perceived acceleration in the
pace of central bank tightening will have a negative effect on government and corporate bonds and will also
play a part in shaping appetite for financial assets more generally, with growth stocks and smaller companies
less attractive against a backdrop of rising interest rates. Investors will be also watching for signs that inflation
is peaking. Bond markets are currently priced for a short tightening cycle and markets will be watching for
any signs that central banks are about to end their tightening as they try to avoid slowing economic growth.

UK Equity

25.50%

Global Developed
Equity

37.50%

Gilts

37.00%

The initial market shock from Russia’s invasion of Ukraine may have worn off but the war retains the potential
to drive market sentiment, particularly in commodity markets. Europe remains dependent on Russia for its
energy supplies, at least in the short-term, and if energy prices stay elevated they will continue to feed directly
into inflation, while disruption to trade is another driver of higher prices.

CHANGE

PAST PERFORMANCE OVERVIEW (NET OF FEES):

Portfolio (21.99%)

UK Equity

-4.00%

Global Developed
Equity

4.00%

Gilts

0.00%

IA Mixed Investment 40-85% Shares (28.63%)

DISCRETE PERFORMANCE TO LAST QUARTER END:
Period

0-12 Months

12-24 Months

24-36 Months

Portfolio

2.51%

17.55%

-4.46%

Benchmark

5.23%

26.44%

-7.99%

36-48 Months

48-60 Months

4.30%

1.54%

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:
Slow wage growth knocks consumer confidence
The invasion of Ukraine has tainted the outlook for the UK equity
market, given the volatile environment it has created for global markets.
Overall performance was negative but UK equities outperformed
all other equity markets as high energy costs benefited oil, gas and
mining companies in its market. Shell and BP were among the best
performers, which helped shield some of the losses caused by the rest
of the market sell-off. Although high energy prices have protected the
UK stock market in recent months, it is important to note that this can
also have a downside risk. Following the invasion, the FTSE 100 traded
lower and in line with European equity performance and this could be
a trend going forward.
Another challenge for UK equities is the tightness of the UK labour
market. Recent data from the Office for National Statistics showed
unemployment decrease to 3.9 per cent; however, this has not yet
translated into rising wages. With inflation at 6.2 per cent, real wages
have been outpaced by rising prices significantly, and increasing living
costs have become a major concern for UK consumers. This has,
however, translated into consumer confidence, which continued to
decrease in March. If consumer confidence remains depressed and the
labour market tight, this can cause potential headwinds to small and
mid-sized companies, particularly consumer-discretionary-focused
businesses.

Russian invasion adds further pressure to faltering supply chains
Global equity markets have endured a very volatile period following
the market sell-off caused by Russia’s invasion of Ukraine. Western
countries imposed a series of economic sanctions on Russia and
many companies halted trades, which increased concerns about
potential supply-chain disruptions and the impact this could have on
global markets. Commodity prices surged as a result, with oil and gas
increasing the most. The concerns about supply-chain disruptions add
to existing problems related to the Covid-19 pandemic, which the global
economy has not yet fully recovered from. If the war persists, this can
negatively impact consumer confidence as supply-chain disruptions
and high commodity prices will add further strains on the rising cost of
living. Economic sanctions imposed on Russia could also result in lower
profits and in a slower growth for developed economies.
Elsewhere the risks of another coronavirus outbreak persist. China
recently placed one of its cities, Shenzhen, into lockdown due to rising
coronavirus cases as a means to maintain its zero-Covid policy. This
could also add to further supply-chain problems, as Shenzhen is the
hub for major exporters such as Foxconn, one of the main suppliers for
Apple. Further lockdowns have the potential to further impact global
growth, with the technology industry taking the biggest hit.

Rising inflation creates a headwind for government bonds
UK government bonds have struggled as the Bank of England raised
interest rates to 0.75 per cent and voted to begin quantitative tightening.
Inflation reached 6.2 per cent in February driven by continuing supplychain problems, the tightness of the UK labour market and elevated
energy costs. The invasion of Ukraine caused energy prices to rally and
created further concerns about supply-chain blockages. In response
to the invasion, Western countries-imposed sanctions on Russia and
these have also helped push prices higher. All this upward pressure
on inflation means the Bank of England may feel the need to increase
interest rates further, which could be detrimental for UK government
bond values.
Similar trends are seen in other bond markets. The US Federal Reserve
increased interest rates to 0.5 per cent to tackle inflation, which reached
7.9 per cent and concerns about the outlook for US government bonds
were elevated when US Federal Reserve chair Jerome Powell indicated
that the bank is willing to increase rates by 0.5 per cent at the next
meeting, if needed. Despite the uncertainty around the war, it is now
predicted that the US Fed will raise interest rates more than six times
in order to control inflation and this has the potential to drive up yields
if US government bonds prices fall further.
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REVISED HOLDINGS:
Fund

Asset Class

Weighting

Change

L&G UK 100 Index Trust

UK Equity

7.52%

1.62%

Schroder Income

UK Equity

6.50%

2.07%

Royal London Sustainable Leaders Trust

UK Equity

5.10%

-1.52%

Baillie Gifford UK Equity Alpha

UK Equity

2.55%

-0.40%

JOHCM UK Dynamic

UK Equity

2.55%

2.55%

TB Evenlode Income

UK Equity

1.28%

1.28%

Janus Henderson UK Responsible Income

UK Equity

0.00%

-3.69%

Slater Growth

UK Equity

0.00%

-2.95%

CFP SDL UK Buffettology

UK Equity

0.00%

-1.48%

LF Gresham House UK Micro Cap

UK Equity

0.00%

-1.48%

Dodge & Cox US Stock

Global Developed Equity

7.30%

0.61%

Fidelity Global Dividend

Global Developed Equity

6.19%

4.51%

HSBC American Index

Global Developed Equity

5.63%

5.63%

Brown Advisory US Sustainable Growth

Global Developed Equity

4.69%

-2.00%

Vanguard Japan Stock Index

Global Developed Equity

3.56%

2.22%

Baillie Gifford American

Global Developed Equity

2.25%

-1.10%

Schroder European Recovery

Global Developed Equity

1.69%

0.35%

Invesco European Equity (UK)

Global Developed Equity

1.69%

1.69%

Man GLG Continental European Growth

Global Developed Equity

1.50%

0.16%

Baillie Gifford Global Stewardship

Global Developed Equity

1.50%

1.50%

BMO Responsible Global Equity

Global Developed Equity

1.50%

1.50%

Premier Miton US Opportunities

Global Developed Equity

0.00%

-4.36%

Barings Europe Select Trust

Global Developed Equity

0.00%

-2.01%

Baillie Gifford Japanese Smaller Companies

Global Developed Equity

0.00%

-1.68%

BlackRock European Absolute Alpha

Global Developed Equity

0.00%

-1.68%

Man GLG Japan Core Alpha

Global Developed Equity

0.00%

-1.34%

Allianz Gilt Yield

Gilts

14.80%

-0.19%

Royal London UK Government Bond

Gilts

12.95%

7.03%

iShares UK Gilts All Stocks Index (UK)

Gilts

9.25%

-6.84%

RISK LEVEL 3 MEDIUM TERM
COSTS BREAKDOWN:
Financial Instruments OCF: 0.49%
Change in Financial Instruments OCF: -0.05%
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%

-0.05%

29.77%

Global Developed Equity

0.23%

-0.02%

46.68%

Gilts

0.12%

0.02%

23.55%

Financial Instruments Transactional Costs: 0.03% Change in Financial Instruments Transactional Costs: -0.04%
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%

-0.03%

37.10%

Global Developed Equity

0.02%

0.00%

61.51%

Gilts

0.00%

-0.01%

1.39%

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: 0.82%
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 produced negative returns over this quarter,
as a combination of economic and geopolitical concerns hit investor
confidence. Underperformance in January was driven by inflation
and concerns about an increase in interest rates and this worsened
in February following Russia’s invasion of Ukraine. The volatility
also continued into March. Financials and banks were the worst
performing sectors while materials, pharmaceuticals and energy were
the top performing sectors. In terms of market cap, large-cap stocks
outperformed while small and medium-sized company stocks lagged.
The tile slightly underperformed the sector average since the last
rebalance. The performance was mainly driven by the tile’s bias to
small and mid-cap growth stocks, which lagged large-value stocks
over this quarter. CFP SDL UK Buffettology, Baillie Gifford UK Equity
Alpha, Slater Growth and LF Gresham House UK Micro Cap were the
main laggards.

Changes to UK Equity Tile: We have made some changes to the
portfolio over this quarter as a result of our changing asset class
views. Janus Henderson UK Responsible Income, Slater Growth,
CFP SDL UK Buffettology and LF Gresham House UK Micro Cap have
all been removed from the tile. The funds have been replaced with
JOHCM UK Dynamic and TB Evenlode Income. The exposure to the
L&G UK 100 Index Trust has been increased to 30 per cent and Royal
London Sustainable Leaders Trust has been reduced to 20 per cent.
Schroder Income has also been increased to 25 per cent, and we have
maintained our position in Baillie Gifford UK Equity Alpha.
The changes have slightly reduced the diversification ratio of the tile.
The cost of the portfolio has reduced due to the increased exposure
to the tracker fund. Overall, the portfolio is neutral on market cap and
style, and matches its benchmark. This portfolio aligns with our current
market view, and it is diversified through its value exposure, with a low
underweight to banks compared to the benchmark.

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 - POSITIVE

Fund

Weighting

Baillie Gifford UK Equity Alpha

10

JOHCM UK Dynamic

10

L&G UK 100 Index Trust

29.5

Royal London Sustainable Leaders Trust

20

Schroder Income

25.5

TB Evenlode Income

5

Buy

Most Likely: The Bank of England continues to raise interest rates,
which should support banks. Rising energy prices and higher taxes
squeeze incomes and hit consumer confidence while a tight labour
market provides further headwinds to small and mid-sized companies.
Brent crude and precious metals remain elevated, which should
help energy and mining companies. Global tensions and reduction in
monetary stimulus continue to slow recovery and add to volatility.

Buy

Worst Case: The war in Ukraine worsens, adding pressure to commodity
prices, damaging global trade and bringing global activity down. The
Bank of England makes a monetary policy mistake, either tightening
too quickly or too slowly – compounding the issues the UK market
already faces. The unlikely event of a new vaccine-resistant Covid-19
strain would disrupt supply chains just as they start to improve.

Sell: CFP SDL UK Buffettology General, Janus Henderson UK,
Responsible Income, LF Gresham House UK Micro Cap
and Slater Growth

Best Case: Global supply chains and international travel return to prepandemic levels. A swift end to the war helps to stabilise commodity
prices and reduce geopolitical frictions. The change in monetary stance
has an orderly impact and inflation starts to subside with minimal
impact on activity. Smaller companies would benefit, while recent
beneficiaries of the soaring commodity prices would see headwinds.

DISCRETE PERFORMANCE TO LAST QUARTER END:
Period

0-12 Months

12-24 Months

24-36 Months

UK Equity Tile

6.60%

29.64%

-18.21%

IA UK All Companies

5.36%

37.99%

-19.17%

36-48 Months

48-60 Months

2.86%

2.65%

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

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 this quarter, as
the invasion of Ukraine caused a lot of volatility in financial markets. In
local currency terms, Japanese equities were the best performing asset
class, followed by the US and Europe. The heavy reliance on Russian
oil and gas in Europe weighed heavily on its performance. Overall
defensive sectors – such as healthcare, utilities and consumer staples
– have outperformed, while technology and consumer discretionary
have lagged.
The global tile underperformed the sector average since the last
rebalance. Our underweight to Japan weighed on performance while
US funds such as Baillie Gifford American and Brown Advisory US
Sustainable Growth detracted over the period. Performance in Japan
was mixed. Man GLG Japan Core Alpha outperformed over the period,
but Baillie Gifford Japanese Smaller Companies lagged. In Europe,
Barings Europe Select Trust and Man GLG Continental European
Growth both lagged as a result of their growth bias.

Changes to Global Equity Tile: There is significant turnover in this
tile during this rebalance, as we are trying to achieve a market neutral
approach, which aligns with our current asset class view. Premier Miton
US Opportunities, Barings Europe Select Trust, BlackRock European
Absolute Alpha, Baillie Gifford Japanese Smaller Companies and Man
GLG Japan Core Alpha have all been removed. The funds have been
replaced with HSBC American Index, Invesco European Equity, Baillie
Gifford Global Stewardship and BMO Responsible Global Equity. The
diversification ratio of the tile has reduced slightly as the number of
funds in the tile has decreased and the cost has fallen as the exposure
to passive funds increases. The European exposure increases to 23
per cent, Japan reduces to 12 per cent and the US is maintained at 65
per cent. From a company perspective, there is less exposure to small
and medium-sized companies in all sectors, including Europe, Japan
and the US. There is also more exposure to value funds in the US and
Europe within the portfolio.

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

CURRENT HOLDINGS

OUR VIEW ON GLOBAL EQUITY - POSITIVE

Fund

Weighting

Baillie Gifford American

6

Baillie Gifford Global Stewardship

4

Buy

BMO Responsible Global Equity

4

Buy

Brown Advisory US Sustainable Growth

12.5

Dodge & Cox US Stock GBP

19.5

Fidelity Global Dividend

16.5

HSBC American Inde

15

Buy

Invesco European Equity (UK)

4.5

Buy

Man GLG Continental European Growth

4

Schroder European Recovery

4.5

Vanguard Japan Stock Index Institutional

9.5

Most Likely: The ongoing war in Ukraine hits investor confidence and
keeps commodity and energy prices high. Sanctions imposed on Russia
result in lower profits and slower growth for developed economies.
Despite the uncertainty around the war, the US Federal Reserve
proceeds with hiking interest rates. Japan lifts Covid restrictions and
the prospect of fresh fiscal stimulus should strengthen the economy.
Worst Case: A long war in Ukraine hurts consumers’ confidence and
activity and pushes commodity and energy prices higher. If Russia
stops oil and gas exports there would be a substantial inflationary
shock alongside significant disruption to financial markets. Europe‘s
dependence on Russian energy means it would suffer from an economic
slowdown. Defensive sectors are set to outperform economically
sensitive areas of the market, while smaller companies are likely to lag.
Best Case: The war in Ukraine ends quickly, with limited disruption to
the energy and commodities market. China’s promise of more economic
stimulus helps support the global economy. Consumer and business
confidence revert to pre-pandemic levels, and inflation expectations
remain elevated but stabilise. Central banks reduce monetary stimulus,
thus supporting more cyclical areas of the market.

Sell: Baillie Gifford Japanese Smaller Companies, Barings Europe
Select Trust, BlackRock European Absolute Alpha, Man GLG Japan
Core Alpha C Professional, Premier Miton US Opportunities

DISCRETE PERFORMANCE TO LAST QUARTER END:
Period

0-12 Months

12-24 Months

24-36 Months

Global Equity Tile

8.86%

40.86%

-5.28%

IA Global

8.39%

40.59%

-6.04%

36-48 Months

48-60 Months

8.97%

2.66%

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

GLOBAL EQUITIES
REGION ALLOCATION HEAT MAP

ASSET CLASSES

WHAT YOU ARE INVESTED IN			

Value: This style of management focuses on companies that the
managers believe are currently trading at less than their intrinsic
value. Value investors believe 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 very contrarian as you are going against the
market consensus, and this can lead to periods of underperformance.

Dodge & Cox US Stock: The fund invests in US equities with a longterm view. The portfolio is fairly concentrated, typically 60 to 70
holdings, and the top 10 stocks make up 30-35% of the portfolio.
Decisions are collectively made which implies that the fund could react
relatively slowly to any market changes, and also implies inflexibility.
Schroder European Recovery: This fund invests in out of favour
companies. The managers try to find businesses that have been
through periods of stress and whose share prices are below what
they consider a fair value. They look at the quality of a business,
its financial strength and if the it can survive financial distress.
Invesco European Equity: The fund is high-risk. The fund does not
only invest in cheap stocks, but will also invest in quality growth
companies if the manager believes they are trading below their intrinsic
values. The process could be described as a crossover between value
and growth at a reasonable price.

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.

Vanguard Japan Stock Index: This fund provides passive exposure to
the MSCI Japan index and helps construct the global developed-equity
portion of the portfolio. It has been chosen due to its exceptionally
low costs and its ability to replicate the index as closely as possible.
HSBC American Index: The fund makes up part of the core developedequity portion of the portfolio by tracking the S&P 500 Index. It has
been chosen because it provides low-cost exposure to US markets,
which can prove difficult to beat using an active strategy. The fund
replicates the index by holding all 500 stocks within it.

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 invest in a company that already looks expensive as it
is expected to be worth more in the future, which justifies the price.

Baillie Gifford American: The fund is benchmark agnostic and highly
concentrated meaning that it can behave very differently to the wider
market. The team is keen not to dilute the impact of its best ideas in
the name of diversification, meaning the fund can be very volatile.
Brown Advisory US Sustainable Growth: The managers aim for longterm capital growth by investing in companies that have outstanding
business models and a sustainability focus.
Man GLG Continental European Growth: The fund is very
concentrated, holding around 30 to 40 names, with the top 10 making
up half of its investments. The majority of the portfolio consisting of
established leaders, whilst the other consists of emerging winners.
Baillie Gifford Global Stewardship: This fund combines negative
and positive screening to concentrate on companies with a
responsible culture and stakeholder balance, and which provide
a value to society. The fund is managed by a team of six regional
experts, who are supported by three sustainability analysts. The
process produces a relatively concentrated portfolio of 70 to
100 global stocks and is one of the cheapest funds in the sector.
BMO Responsible Global Equity: This fund uses both positive and
negative screens to develop a shortlist of 100 companies and the
managers look for companies that score well on themes including
health and wellbeing, resource efficiency and energy transition.
It usually invests in 40 to 60 companies and the managers aim to
encourage best environmental, social and governance (ESG) practice
through engagement.

Income: Income investing is generally thought of as slightly lower
risk, because in a falling market you will receive some return through
income payments. Also, as the companies themselves tend to be quite
mature and stable they are less inclined to see large swings in prices.

Fidelity Global Dividend: The fund takes a cautious approach to
global equity income investing, emphasising capital preservation. The
manager invests in simple understandable business models, which are
predictable and have healthy balance sheets.

GILTS
WHAT’S HAPPENING IN GILTS:
Overview: UK government bonds have had a difficult start to the year,
as high inflation and concerns about central bank monetary policy
drove down valuations. Inflation reached 6.2 per cent in the UK and the
Bank of England ‘s Monetary Policy Committee increased interest rates
at the third successive meeting to 0.75% and announced the start of
quantitative tightening by reversing its policy of buying bonds which
fed concerns about the Bank of England continuing to raise interest
rates aggressively.
The tile has slightly underperformed the sector over the last quarter.
Allianz Gilt Yield and iShares UK Gilts All Stocks Index underperformed,
while the Royal London UK Government Bond performed in line with
the benchmark. The positive performance obtained by the slight
underweight to duration The better relative performance from Royal
London UK Government Bond was driven by its lower duration, a
lower sensitivity to interest rate movements, as rising interest rates
negatively affected bond values.

Changes to Gilts Tile: There have been no funds added or removed
to or from this tile over this period, but there has been a shift in the
positioning of funds. The exposure to iShares UK Gilts All Stocks Index
has been reduced from 43 per cent to 25 per cent and the exposure
to Royal London UK Government Bond has been increased from 16 per
cent to 35 per cent. Allianz Gilt Yield has been maintained at 40 per
cent. The changes to the tile have reduced the diversification ratio very
slightly, and the cost of the tile has increased due to the decreased
exposure to the tracker.
Royal London UK Government Bond has a shorter duration in
comparison to alternative funds and the benchmark – it is less affected
by changes to interest rates. Increasing the exposure to this fund has
allowed us to maintain our underweight to duration, which aligns with
our most recent asset class view.

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

CURRENT HOLDINGS

OUR VIEW ON GILTS - NEGATIVE

Fund

Weighting

Allianz Gilt Yield

40

iShares UK Gilts All Stocks Index (UK)

25

Royal London UK Government Bond

35

Most Likely: The Bank of England increases rates a further 0.25% in
May and June but, with these hikes already priced in, government bond
yields remain stable. Peace talks continue between Russia and Ukraine
but with limited progress. The conflict along with elevated commodity
prices increases the likelihood of recession in the second half of 2022,
particularly in Europe, which drives corporate bond valuations lower.
Worst Case: Rising inflation convinces the Bank of England to hike
rates faster than expected and begin selling gilts from its purchase
programme, driving down bond valuations. Vladimir Putin settles for
a peace deal, creating a burst of investor risk appetite and driving
significant flows out of government bonds. European and Chinese
corporate bonds fall significantly as the energy crises broadens, and
expected Chinese monetary support fails to materialise.
Best Case: Increased oil and gas supply from the US and elsewhere
causes energy prices to fall and means the Bank of England is able to
slow its pace of tightening. Tensions over Ukraine rise, causing investors
to flock to the safety of government bonds. Despite the geopolitical
tensions, corporate bond valuations are supported by dovish tilts from
central banks and robust financial results.

DISCRETE PERFORMANCE TO LAST QUARTER END:
Period

0-12 Months

12-24 Months

24-36 Months

Gilts Tile

-5.27%

-5.61%

10.14%

IA UK Gilts

-4.96%

-5.92%

10.75%

36-48 Months

48-60 Months

3.49%

0.55%

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

GILTS
THEORETICAL MAXIMUM INTEREST RATE EXPOSURE
Duration is a statistical measure that represents an investment’s sensitivity to interest rates. Bonds with a longer time to maturity are typically
more sensitive to rate changes, as there is more interest to be paid over the life of the bond, thus changes in rates have a bigger impact. Shorter
maturity investments are less sensitive as fewer interest payments are affected. For this reason, duration is expressed in years – and broadly
translates to the expected movement in price for a 1% shift in rates. Crucially it assumes long-term and short-term rates move equally.
The tables below show the expected impact of a rate hike on the capital value of the the gilt tile based on duration, given a 0.25%, 0.5% or 1%
hike in a 12-month period.

Name

Allocation

Duration

Allianz Gilt Yield

40%

iShares UK Gilts All Stocks Index (UK)
Royal London UK Government Bond
Gilts Tile

Impact of a Rate Rise
0.25%

0.50%

1.00%

11.65

2.91%

5.83%

11.65%

25%

11.49

2.87%

5.75%

11.49%

35%

11.4

2.85%

5.70%

11.40%

11.52

2.88%

5.76%

11.52%

WHAT YOU ARE INVESTED IN
Passive: A passive gilt fund is one that is merely trying to replicate an index of gilts rather than outperform it. The advantages of this process are
that it is considerably cheaper as you do not require a manager and a large research team to try and identify the best market opportunities. The
costs of the fund are extremely important when it comes to gilt funds as it is not a high yielding asset and costs can therefore quickly eat into
returns. The disadvantage of this process is that the fund is not able to react to market events, and to either try and protect the fund in difficult
markets or take advantage of favourable ones. The nature of passive funds means that they should always slightly lag the performance of the
market because of the fees.
iShares UK Gilts All Stocks Index: This index fund replicates the performance of the index by direct ownership of the underlying securities, using
a process known as sampling. This is a common technique used by passive investment managers, whereby a carefully selected and representative
basket of securities is held that will closely mirror the full index’s performance. This method is especially useful when full ownership is not feasible,
such as when the index contains infrequently-traded securities, or is too broad in coverage. In both cases the logic is to minimise overall trades
required when tracking the index, and to avoid higher trading costs associated with less frequently-traded securities.
To supplement fund returns and compensate for the trading costs involved with direct ownership of the securities, the fund manager engages in
stock lending. This is a common process in long-term investing, where a select third party borrows a limited amount of the passive fund’s holdings
in exchange for a fee. As a security measure the borrower will place a collateral deposit with an independent intermediary, which is generally of
similar or higher quality. When reinvested, profits from stock lending reduce the effect of management fees, further minimising overall tracking
difference to the index.
Active: An active gilt fund is one where a manager will try to outperform the market rather than just replicate the index. As such, the manager
can allocate money to different investments according to where they see opportunity. In a market that is favourable to gilts the manager is likely
to hold longer dated gilts, and in unfavourable markets they will look to hold shorter dated gilts. Of course, there is no guarantee the manager will
get these calls right. If they get them wrong the fund will underperform the market. Active funds tend to be more expensive than their passive
equivalent because of the added costs of having a manager running the fund plus the extra resources and analysts likely to be required to try
and identify the best opportunities. Once costs are considered this means the fund manager must work hard just to keep pace with the market.
Royal London UK Government Bond
The fund mainly invests in British government bonds. Based on economists’ forecasts for interest rates in the future, managers Paul Rayner
and Craig Inches model their own interest rate projections. This model is compared to the current one from the market, which provides the
management team with investment opportunities. Rayner and Inches also monitor the supply and demand forces for UK gilts in order to assess
the price of a security. The portfolio is actively managed, as the managers are continually reassessing their expectations for UK government
bonds. The team also has the flexibility (with a maximum of 5 per cent) to invest in UK inflation-linked government bonds and other developed
government bond securities. The fund is extremely limited in its ability to outperform, with the aim being to outperform by 0.5 per cent to 1 per
cent before fees. It can therefore be expected that the fund will be closely aligned to passive equivalents.
Allianz Gilt Yield:
Run by manager Mike Riddell, Allianz Gilt Yield has the freedom to invest up to 20 per cent of the fund in bonds other than UK gilts, with the
caveat that they must be of an equivalent credit rating. In practice these investments largely have to be in foreign government bonds, with
derivatives used to hedge out currency exposure. The manager tries to add value by altering the interest rate sensitivity (the duration) by buying
securities of different maturities. The manager can only shift the duration by two years either way meaning that he is reasonably restricted in
how active the fund can be. The performance of the fund will not differ greatly from that of the index.

