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Commentary fourth quarter 2022
This summary provides market commentary from our investment experts, 
and details any changes made to Portfolio 4 during the fourth quarter 2022. 
The commentary is intended to give you a general overview of the market, 
and does not constitute advice.

In brief:
 . Global equities rose in aggregate over the fourth quarter 

of 2022, despite their falls in December.
 . The US Federal Reserve (Fed), the Bank of England (BoE) 

and the European Central Bank (ECB) all raised interest 
rates twice over the quarter, with all three central banks 
raising them by 75 basis points (bps) early in the quarter 
followed by a smaller 50 bps raise. 

 . US corporate bond and Treasury prices fell in  
December. Gilts and European sovereign and  
corporate bonds also fell.

Environment
Global equities rose in aggregate over the fourth quarter 
of 2022. In October and November, equities rebounded 
from falls earlier in the year, with stocks rising in the US, 
Europe, the UK and developed Asia. Although emerging 
markets fell in October, they performed strongly in 
November. The positive performance from global equities 
was driven by initial investor optimism with regard to 
inflation and central bank tightening. Investors expected 
that the Fed would slow the pace of future rate increases 
after US data showed that inflation was decelerating. 
However, global equities fell in December, as investors 
grew concerned about the slowing global economy, the 
possibility of a recession and rising cases of Covid-19 in 
China. The US was one of the hardest-hit equity markets. 
Although the UK was one of the better-performing 
markets, the FTSE 100 and FTSE 250 indices both fell over 
the month.

The Fed, the BoE and the ECB all raised interest rates twice 
over the quarter, with all three central banks raising them 
by 75 basis points (bps) early in the quarter followed by 
a smaller 50 bps raise. The 50 bps rate rises marked a 
deceleration in the pace of monetary tightening, but all 
three central banks stressed that further action would 
be needed to moderate high inflation in future. In the UK, 
although inflation fell in November from October, it rose 
again in December, overtaking its October figure. ECB 
president Lagarde stated that the Eurozone’s predicted 
winter recession will be short and shallow but flagged 
rising wages as a key contributor to stubborn inflation. US 
annual inflation fell over the quarter. US corporate bond 
and Treasury prices fell in December. Gilts and European 
sovereign and corporate bonds also fell. 

Activity and performance
Please refer to Page 4 for a full breakdown of 
portfolio holdings.

Strategic Asset Allocation (SAA)
The fourth quarter of 2022 was a standout period for 
equities. Markets interpreted weakening inflation data 
to be a precursor for central banks becoming less 
hawkish, while across Europe the unseasonably warm 
weather ensured that the expected energy crisis has 
(so far) been averted. This and the expectation that the 
Chinese economy may well reopen more quickly than 
previously had been thought saw markets rally strongly 
during November into December. European and Asian 
markets were the best performing (up 11.3% and 11.2% 
respectively), closely followed by emerging markets and 
UK equities (up 9.6% and 8.9%). US equities were also up 
strongly (7.6%) but relative to other markets this almost 
seemed pedestrian. Japanese equities were the main 
laggard over the quarter, although they did gain 3.2%. This 
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was largely driven by the Bank of Japan surprising markets 
with an alteration to its yield curve control policy. This 
saw the yen rally hard, making Japanese companies less 
competitive. For sterling investors, the translation impact 
(due to the performance of the pound) largely diminished 
these returns over the quarter. Sterling strengthened 
by more than 7% against the US dollar, while marginally 
weakening against both the euro and the yen.

Fixed interest markets remained volatile. Emerging market 
debt (EMD) assets were mixed, with hard currency bonds 
rallying hard as the US dollar weakened against a broad 
range of currencies. EMD local currency bonds were 
broadly flat as sterling rebounded following a prolonged 
period of challenged returns.

Elevated interest rates and energy price volatility provided 
a difficult backdrop for assets such as global infrastructure. 
It was pleasing to witness flat to broadly higher returns in 
such an uncertain environment.

Tactical Asset Allocation (TAA)
Within MPS 4 mandates, we entered the quarter running 
an underweight to European and US equities and an 
overweight to global infrastructure and cash. As equity 
markets rallied, we took the opportunity to increase our 
equity underweight (again via Europe and the US), as we 
expect earnings to disappoint in the first half of 2023 as the 
global economy falls into recession. The underweight to  
US equities proved positive but this was offset by the 
negative impact of being underweight European equities 
and overweight global infrastructure. Overall, the  
impact on performance for these mandates was 
marginally negative.

Manager selection
Fund selection proved to be a positive contributor to 
returns across MPS 4 mandates in the fourth quarter.

Fixed interest markets continued to be volatile. 
Government policy and tightening policy from many 
developed world central banks drove much of this 
movement. In this environment emerging market debt was 
an area of strong relative returns. The Barings Emerging 
Markets Sovereign Debt Fund suffered earlier in the year 
as the Russian military invaded Ukraine, but bounced back 
incredibly strongly in the final quarter, outperforming its 
benchmark by more than 2.7% and significantly reducing 
full year underperformance.

From an equity perspective, allocations to UK equities 
provided a notable level of outperformance versus the 
FTSE All-Share Index. Much of this was driven by the JO 
Hambro UK Dynamic and the JPM UK Equity Core Funds. 
The Tellworth UK Smaller Companies Fund lagged, 
however. Within US equities, the Vanguard US Equity 
Index Fund lagged the S&P 500 over the quarter owing 
to its larger allocation to mid- and small-cap stocks. Our 
European equity fund selection proved to be positive, 
with strong relative returns primarily driven by holdings 
in the Invesco European Equity Income and the Invesco 
Continental European Small Cap Equity Funds.

Absolute return proved to be an area of strength. Strong 
returns from the Nordea Diversified Return, BlackRock 
Absolute Return Bond and the TwentyFour Absolute Return 
Credit Funds more than offset slightly weaker returns from 
the Fulcrum Diversified Core Absolute Return Fund.

In the main, global infrastructure performed strongly 
during 2022 but faced a challenging backdrop in the final 
three months. Although the Legg Mason Clearbridge 
Infrastructure Value Fund held up well, the First Sentier 
Global Listed Infrastructure and L&G Global Infrastructure 
Index Fund lagged their benchmarks, weighing on  
relative returns.
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Absolute Returns

Asia-Pacific ex Japan Equities

Emerging Market Debt Hard Currency (Hedged to Sterling)

Emerging Market Equities

Cash & Money Markets

Emerging Market Debt

European Equities

Global REITs

Infrastructure

Japanese Equities

UK Equities

US Equities

664
271

270
500

500

204

546

750

1123
312

1962

2898

The comments above refer to the past. Past performance is not a reliable guide to future performance. As with any 
investment, the value of your portfolio can fall as well as rise – you may get back less than you pay in.

Outlook
Global equity markets will continue to face challenges 
in 2023. Despite cautious optimism from investors in 
November, as falling US inflation data signalled a possible 
deceleration in interest-rate rises, investors are now 
concerned that entrenched inflation and sustained rate 
hikes could result in a harsh economic downturn. We 
believe that many of the market pressures in 2022, such 
as high energy prices, the cost-of-living crisis and rising 
interest rates, will continue into next year. In the UK and 
Europe, we feel that earnings forecasts have not priced 
in the likely slowdown in GDP growth. In the US, although 
growth remains positive, it is slowing, and we believe that 
there will need to be a rise in unemployment in order to 
tame core inflation. 

In fixed-income markets, although the Fed, the BoE and 
the ECB raised rates by 50 bps rather than 75 bps at 
their last meetings, they stressed that further action is 
required. Fed chair Powell stated that “ongoing hikes will 
be appropriate”. ECB president Lagarde confirmed that 
the smaller raise did not signal a policy pivot and investors 
could expect rate rises “at a 50-basis-point pace for a 
period of time”. In the UK, we believe the BoE could raise 
rates to 4.5% next year before it begins to cut rates in the 
second half.
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Holding Weights %

Absolute Returns 6.64

BlackRock Absolute Return Bond 1.66

Nordea 1 - GBP Diversified Return Fund 1.66

TM Fulcrum Diversified Core Absolute Return Fund Class C GBP Accum Shs 1.66

Vontobel Fund SICAV TwentyFour Absolute Return Credit Fund G Capitalisation 1.66

Asia-Pacific ex Japan Equities 2.71

Fidelity Asia Fund Accum W GBP 2.71

Cash & Money Markets 2.70

Aberdeen Liquidity Fund (Lux) SICAV - Sterling Fund X2 Capitalisation 2.20

British Pounds 0.50

Emerging Market Debt 5.00

Legal & General Emerging Markets Govt Bond (LC) Index Fd Accum Units Class C GBP 5.00

Emerging Market Debt Hard Currency (Hedged to Sterling) 5.00

Barings Emerging Markets Sovereign Debt Fund GBP Tranche B 5.00

Emerging Market Equities 2.04

Artemis Funds (Lux) SICAV Global Emerging Markets FI Capitalisation 1.02

RWC Global Emerging Markets Fund  S GBP Capitalisation 1.02

European Equities 5.46

Aberdeen European Equity Enhanced Index Fund accum N GBP 1.91

Blackrock European Dynamic Fund Class FD GBP Units 1.64

Invesco European Equity Income Fund (UK) Y GBP 1.64

Invesco European Smaller Companies Fund 0.27

Global REITs 7.50

Blackrock CIF iShares Global Property Securities Equity Index Fd (UK) Unit H GBP 7.50

Infrastructure 11.23

First Sentier Global Listed Infrastructure Fund B GBP 2.81

L&G Global Infrastructure Index Fund 5.63

Legg Mason ClearBridge Infrastructure Fund 2.78

Japanese Equities 3.12

Legal & General Japan Index Trust Class C GBP Units 3.12

UK Equities 19.62

JOHCM UK Dynamic Fund Class Y GBP 5.88

JPM UK Active Index Plus Fund Class E GBP Accum Shs 12.75

LF Tellworth UK Smaller Companies Fund Accum F Unhedged GBP 0.98

US Equities 28.98

Vanguard US Equity Index Fund Institutional Plus Class GBP Ptg Shs 28.98

100.00

Each client portfolio is reviewed and rebalanced regularly where necessary. Fund selection and asset allocation are 
monitored on an ongoing basis, and will be changed as considered appropriate by the Portfolio Managers.

Charges
The ongoing charges figure quoted below includes the abrdn discretionary investment management charge (0.20%) 
and fund level management charges. It does not include product and adviser specific charges – speak to your abrdn 
Financial Planner for full details.

Ongoing charges figure 0.56%

Note: the Portfolio holdings,asset class breakdowns, and ongoing charges, figure shown on this page are correct as at 31/12/2022. They will change from 
time to time. Source: abrdn.
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