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Much has been said about peak inflation and the possibility of easier 
monetary policy going forward, however the latest data showed prices 
accelerating in the Eurozone for the first time in seven months while the 
UK remains a complete basket case with inflation still running at over 
10%. At least the US showed some positive signs. Nevertheless, there 
remains a remarkable amount of work to be done to achieve some form 
of price stability, especially given the strength in the labour market.  

“The equity market continues to expect the best of 
both worlds – rate cuts and stable growth” Mike 
Wilson, chief US equity strategist from Morgan 
Stanley 

 

Closer to home, equity markets have staged an impressive recovery in 
the UK, rebounding from the lows precipitated by the banking crisis 
which spread from US regional banks and ended up skittling Credit 
Suisse. With around 20% of benchmark indices made up of financials, 
the rebound in the sector led to a month of outperformance for UK 
equities, with the property sector also reaping the rewards of some 
relative market calm. Although relative seems like the operative word 
here. As mentioned above, inflation above 10% is hardly reassuring and 
following the hotter than expected reading, markets have begun to trend 
downwards once more on the expectation of more aggressive tightening 
from the Bank of England.  

Investing is all about playing the probabilities and hoping you are right 
slightly more often than you are wrong. As most active traders know, 
this can be a challenge at the best of times. At present, on top of inflation 
investors must also deal with rising geopolitical tensions, a generational 
re-evaluation of supply chains, the ever-looming threat of climate 
change, and any number of other potentially disruptive events that are 
exceedingly difficult to price. Of course, these will also provide 
opportunities, but on balance it seems that the potential risks are heavily 
weighted to the downside.  
 

 

 

 
 

We seem to be in the midst of a mini 
banking crisis that neither blazes out of 

control, nor burns out. It just  
smoulders on. 

 

 

 
 

 
 

What equity (and more broadly risk) 
markets refuse to acknowledge is that if 

rate cuts happen this year, it will either be 
because of the onset of a recession or a 

significant crisis in financial markets 
 

 

 
 

 
 

The world is still on course to exceed the 
Paris Agreement's less‑ambitious goal of 
holding warming below 2°C – let alone 

stay below the preferred 1.5°C threshold. 
Current policies around the world would 

lead to a range of 2.2°C to 3.4°C of 
warming by the end of the century 
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At a glance 

 

Exchange rate  30/04/23 Change on month % 
Pound to US dollars GBP / USD 1.2567 1.9 

US dollars to Euros USD / EUR 0.9075 (1.6) 

US dollars to Japanese yen USD / JPY 136.30 2.6 

US dollars to Swiss francs USD / CHF 0.8946 (2.3) 

US dollars to Chinese renminbi USD / CNY 6.9184 0.7 
Source: Bloomberg, QuotedData 

 

MSCI Indices (rebased to 100) 
Developed markets were up solidly in 
April. The MSCI UK rose 4.1% thanks 
to a jump in the pound and a rebound 
in financials and energy, which 
bounced back from a period of recent 
weakness. However, both have since 
turned over during the first few weeks 
of May, following another US regional 
banking flare up and wider concerns 
around economic growth. Emerging 
markets were down, led by a poor 
month for China, which suffered from 
rising tensions with the US over 
Taiwan and weak demand.  

 

 

Time period 30 April 2022 to 30 April 2023  

 

 

Source: Morningstar, QuotedData. Converted to pounds to give returns for a UK-based investor.  
 

Indicator 30/04/23 Change on month % 
Oil (Brent – US$ per barrel) 79.54 (0.3) 

Gold (US$ per Troy ounce) 1990.00 1.1 

US Treasuries 10-year yield 3.42 (1.3) 

UK Gilts 10-year yield 3.72 6.6 

German government bonds (Bunds) 10-year yield 2.31 0.9 
Source: Morningstar, QuotedData 
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Global 

(compare global and flexible investment funds here, here, here and here) 

Jonathan Woolf, chairman, British & American Investment Trust– 
27 April 2023 
At this stage, it remains to be seen whether large wage settlements will embed 
inflation levels at above policy levels for the longer term.  However, as a mitigating 
factor, the huge energy price rises seen last year as a result of the war in Ukraine, 
with crude oil rising by 50 percent (following a 100 percent rise in the previous year 
as the world economy re-awakened from the Covid pandemic) and natural gas 
prices rising by up to 300 percent as Russian gas supplies were cut off, have now 
receded to substantially below pre-war prices. 

These lower prices will likely result in significant reductions in headline inflation 
levels over the next few months.  This expectation is also driving governments, 
particularly in the UK and Europe, to stand firm and delay the agreement of above 
inflation public sector wage settlements despite significant industrial and public 
sector unrest until such time as the inflation background looks more benign. In the 
meantime and in order to avoid embedding higher inflation into the system, 
settlements have focused on one-off compensatory catch-up payments rather than 
multi-year increases in general pay. 

In the absence of clarity around inflation and given the uncertainty about the 
duration and extent of central bank interest rate increase programmes, financial 
markets inevitably performed poorly in 2022 with the post-Covid recovery stalling 
and the major equity markets ended the year in negative territory, as noted in the 
Chairman’s statement above. 

A more significant effect, however, was seen in the bond markets which suffered 
their sharpest falls since 2008 as the higher interest rate environment impacted 
prices significantly and large-scale government bond issuance programmes were 
implemented to repair central bank balance sheets following their multi-year 
quantitative easing programmes and to finance government deficits. These drivers 
pushed up yields for all issuers, governmental and corporate alike, and over all 
maturities. 

In the UK in particular, this strain on the government bond market was exacerbated 
by the ill-advised but thankfully short-lived policy errors of the equally short-lived 
Truss government which in September attempted to introduce un-costed and 
unfunded tax reductions at a time of high government debt and financing needs, 
leading to meltdown in a particular part of the Gilt market in relation to pension funds 
which required fast and significant Bank of England intervention. 

Since that time, bond market volatility and valuation issues derived from interest 
rate increases have caused other significant areas of difficulty. Notably, in relation 
to confidence in banks, particularly those with certain vulnerabilities for example a 
record of poor management or repeated scandals (such as Credit Suisse in 
Switzerland) or an underlying portfolio risk management problem (such as Silicon 
Valley Bank in the USA). Even though very large in size and considered solvent and 
ostensibly operating well within their regulatory capital requirements, confidence in 
even these institutions disappeared quickly over the last few months as deposits 

https://quoteddata.com/sector/investment-companies/global/global/
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https://quoteddata.com/sector/global-smaller-companies/
https://quoteddata.com/sector/investment-companies/global/flexible-investment/
https://quoteddata.com/company/e0gbr01nvo/
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were withdrawn by their customers and their share prices collapsed, precipitating 
further deposit withdrawals and ultimately requiring rescues to be engineered by 
their respective governments in order to preserve vital confidence in the wider 
banking market. 

This was a wholly unexpected and worrying development which prompts further and 
more specific examination of the workings of banks within today’s much more 
dynamic and customer/investor empowered world where deposits can be withdrawn 
or switched at the press of a button, even by smaller retail customers using internet 
banking apps, or by professional funds taking advantage of a speculative and self-
fulfilling interplay between listed banks’ stock market values and confidence in their 
deposit bases. 

It appears that, in addition to their loan portfolios, banks must now consider 
concentration and quality of risk in their deposit bases, which have proved to be 
more volatile and susceptible to adverse publicity than expected, if they are to avoid 
the contagion which has been seen in recent months between falling bank equity 
prices - likely exacerbated by professional short selling funds - and deposit 
withdrawals, leading ultimately to failure or enforced rescue by the authorities. 

Further work is now also being undertaken by governments to re-assess the 
strength and coverage of bank capital adequacy rules, which had for instance been 
weakened in the USA in the case of banks not considered systemic during the 
Trump administration, and was possibly a contributing factor in the Silicon Valley 
Bank failure. An examination of the adequacy of state deposit guarantee schemes 
is also now being called for in response to the new and systemic risks to confidence 
in banks posed by the promulgation of misinformation via social media and 24 hour 
reporting. 

This recent unexpected vulnerability in the banking sector, taken together with the 
undoubted pain which substantially higher rates have brought to companies, home 
owners and indeed investors as wages fall in real terms, mortgage interest 
payments double and the asset bubbles built up over years of ultra-low interest rates 
collapse will now be giving central banks some moment of reflection in relation to 
their continued programmes of interest rate rises and monetary tightening.  As 
reductions in inflation levels become more evident, central banks will have to 
balance the risks of keeping inflation higher for longer with the risks of possible long 
term damage to their economies if interest rates are kept too high for too long. 

Equity markets have recently begun to sense the approach of a potential pivot point 
in interest rates and have shown some resilience since the sell-off in the fourth 
quarter of 2022 following the mis-handled UK ‘mini-budget’ which had 
repercussions in both the bond and equity markets, and despite moments of 
uncertainty in the first quarter of 2023 when fears of a more widespread contagion 
in banks persisted and temporarily depressed markets. 

This equity market resilience has been further supported by the unexpectedly firm 
economic performance of leading economies which so far have avoided 
expectations of downturns by the end of 2022 and into 2023, remaining flat instead.  
In the case of the USA, the economy grew by 2.5 percent in 2022 and is expected 
to grow by 3.0 percent in the current year. 

In the UK, an expected technical recession in the last quarter of 2022, particularly 
in the aftermath of the mis-handled autumn mini-budget, did not materialise and the 
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government expects recession to be avoided in 2023 with activity in retail, hospitality 
and construction continuing to perform better than expected, despite the recently 
announced misgivings of the IMF which has consistently under-estimated UK 
growth levels in recent years.  

The reasons for this unexpected resilience in the UK economy could be partly the 
result of the high levels of savings built up during the Covid years when salaries 
were still being paid through government support schemes but not fully utilised due 
to general inactivity associated with the pandemic lockdowns. Since then, the sense 
of relief in the population at the end of the pandemic has encouraged a burst of 
spending, particularly in hospitality and travel, which has so far not been totally 
restrained by the sharply rising interest rates and costs of living. 

. . . . . . . . . . . 

Manager, Third Point Investors – 25 April 2023 
We entered 2023 with more constructive trends in geopolitics and macroeconomics. 
Europe appeared to have sidestepped the worst fears related to the Ukraine war, 
high energy prices, and recession, leading to strong performance in equity markets. 
China accepted the course of herd immunity and is already showing signs of 
strength in its reopening, leading to expectations of significant pent-up demand for 
luxury goods and commodities. China seems to understand that restoring economic 
strength is central to its political ambitions, but any enthusiasm there must be 
tempered by realism about geopolitical risks. 

This prevailing sense of optimism was of course tempered in March by convulsions 
in the banking sector, starting with several regional banks in the U.S. and moving 
on to Credit Suisse. While regulators swiftly stepped in to fortify confidence in the 
system, at the very least, this reckoning will further constrict lending activity as the 
cost of capital continues to rise. This will weigh on economic growth at a fragile time, 
but will also assist central bankers in their efforts to dampen down inflation. 

This continued push and pull between monetary policy and the real economy will 
likely yield uneven results in the near term. However, the Investment Manager’s 
earnings outlook for 2024 is more favourable, and it believes conditions are now 
ripe for many types of eventdriven and activist investing. The stock market decline 
has created attractive valuations for many high quality companies, while Covid 
created aberrations in growth and a reluctance to let go of underperforming 
business units or bloated cost structures. To the extent companies have not 
addressed these issues themselves or have been slow to react, engaged 
shareholders have an opportunity to encourage more efficient operations and 
capital allocation.  

. . . . . . . . . . . 

Manager, Martin Currie Global Portfolio – 05 April 2023 
Geopolitical risks will continue to contribute to volatility 

The Russia-Ukraine conflict shows no sign of an early resolution and there is the 
risk of further escalation. The ongoing energy supply risk for Europe and the effects 
on commodity prices are likely to continue to have ramifications for inflation and 
economies around the world. On the other hand, a resolution to this conflict could 
be an important driver of a risk-on rally - particularly in European equities. 

https://quoteddata.com/company/f0000026fc/
https://quoteddata.com/company/f0000026fc/
https://quoteddata.com/company/martin-currie-global-portfolio-mnp/
https://quoteddata.com/company/martin-currie-global-portfolio-mnp/
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The China-Taiwan geopolitical risk is likely to remain for years to come. This is also 
spilling over into technological conflicts with the US administration. This will clearly 
have implications for corporates exposed to these regulatory changes. North Korea 
also continues to have the potential to destabilise its region and the wider world, as 
does Iran. 

There is a tendency to rising nationalism in periods of economic challenge. In 
particular we are concerned about tensions between the US and Europe leading to 
increased protectionism which would damage economic growth. 

All eyes to remain on inflation 

Equity investors' focus in 2023 is likely to remain on inflation and its impact on 
monetary policy. Whilst we have started to see some 

undershooting in inflation numbers compared with expectations recently, there is a 
risk that current elevated inflation levels will persist. With current pressure largely 
related to supply chain disruptions and production bottlenecks, there is a good 
likelihood that inflation rates could be in the process of peaking. 

However, this could be derailed by high wage inflation, which is a particular 
challenge in the US. This could lead to a risk of inflation turning more structural in 
the US, with a knock-on effect to other markets. 

Extraneous risks to the inflation outlook include (i) further partial lockdowns in China 
disrupting supply chains and (ii) the continuing effect of the Ukraine/Russia conflict 
on energy and food supplies. In summary, inflation remains difficult to forecast. 

Macro-economic outlook pointing to sharp slowdown particularly in Europe 

With leading indicators continuing to deteriorate, we believe that 2023 will be a year 
of low economic growth at the global level and in particular in the US. A key 
determinant of the global economic cycle will be the Chinese economy, which is 
now the second largest in the world. The sudden and unexpected u-turn by China 
on its zero-Covid policy and the reopening of its economy could lead to a rapid 
improvement in the Chinese leading indicators in the months to come. Europe is 
particularly challenged and we maintain a high probability of stagflation. Europe's 
economic momentum will in significant part be influenced by China. There could 
therefore be a chance of improvement as China reopens. However, any renewed 
risk of energy rationing as we approach the winter of 2023/24 could put further 
downward pressure on economic activity in the second half of the year. 

Central banks will be playing a game of chicken in 2023 

Central banks were clear in 2022 that they were focused on inflation - they 
effectively moved from whatever it takes to prop up growth to whatever it takes to 
reduce inflation. During the course of 2023, if inflation overshoots expectations 
interest rates will likely need to further adjust upwards. Conversely, if inflation 
undershoots and concerns of a recession increase then monetary policy 
expectations will adjust downwards. The recent turmoil in the banking sector could 
also result in lower interest rates than would have been the case. We could therefore 
have a scenario in 2023 where central banks tolerate somewhat higher inflation in 
order not to push economies into recession. One sure prediction for 2023 is that the 
word "pivot" will be used aplenty.  Anticipation of monetary policies pivoting will drive 
volatility and will generate a healthy bull-bear debate in markets. We expect policy 
expectations to continue to be the dominant driver of share price returns in 2023. 
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Earnings growth lacklustre 

Earnings momentum turned negative from early 2022, driven by the tragic Russian 
invasion of Ukraine and the Chinese regional lockdowns. Economic leading 
indicators have been deteriorating since then, which in turn led to earnings 
momentum shifting negative rapidly. We believe that earnings revisions are likely to 
remain negative in the current year. Our top down growth estimates imply -1% for 
MSCI World, 0% for MSCI North America, and -5% for MSCI Europe, with MSCI 
Asia at +2%, all of which are noticeably lower than consensus forecasts. We 
therefore expect downward revisions in consensus estimates and downgrades in 
the cyclical parts of the market. In this environment it is critical to continue to focus 
on companies with resilient earnings and pricing power that can protect their 
margins from the ongoing higher inflationary pressures. 

Valuation levels are more supportive 

With equity markets having sold off significantly during 2022, equity valuations are 
now more supportive across the US, EU and Global equity markets in our view. On 
a relative basis for developed markets, we see more valuation support in European 
vs US equity markets but against this the risks are higher for Europe. Asian equity 
valuations also show good support in our view, although there are again also some 
geopolitical risks in that region. 

 Mid-term opportunities still abound for long-term investors 

Despite the many uncertainties that we highlight in the market outlook, we find 
opportunities as long-term investors to be exposed to businesses that generate high 
returns and have attractive structural growth opportunities. These businesses are 
likely to be able to navigate the difficult near term economic cycle headwinds, and 
should be able to come out of any market slowdown in a stronger position than 
many of their competitors. 

In particular, we highlight that in a market where growth will be scarce, or indeed at 
risk of being negative for some areas such as Europe, we believe that there are 
good opportunities for structural growth across the three mega-trends that we have 
identified: 

Demographic Changes 

Future of Technology 

Resource Scarcity 

As long-term investors, we believe that there are opportunities to capture some 
secular trends and structural growth opportunities, through exposures to themes 
that have supportive trends. 

Specifically, the eight mid-term thematic opportunities that we have identified 
previously still represent an important source of structural growth in our view. These 
eight opportunities are:  

i. Green and alternative energy investment is an important focal point as more 
governments focus on decarbonising their economies, whilst the alternative 
energy sources have been an important geopolitical imperative for Europe 
since the Russian invasion of Ukraine. We see this as a long-term structural 
theme. 
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ii. Greener infrastructure is an area of focus on decarbonisation, notably focusing 
on reducing the carbon footprint of buildings, which are an important source of 
carbon emissions. 

iii. Electric transportation is an important thematic opportunity as part of the drive 
to reduce carbon emissions. In this field, we see opportunities both in high-
speed railway infrastructure, and in the development of infrastructure for 
electric vehicles. 

iv. Healthcare infrastructure is an important field of infrastructure-related thematic 
opportunity, as governments focus on the need to upgrade post the pandemic 
crisis. At the same time, with an ageing population in many regions the need 
for more bespoke healthcare and targeted therapies, and the use of genomics 
to achieve such developments, are interesting areas of opportunity. 

v. The upgrade cycle in 5G telephony is an important opportunity, as countries 
focus to make their economies more productive, with an upgrade in 
telecommunications infrastructure being a way to achieve this. 

vi. Cloud computing trends in the mid-term are also very supportive, as more 
businesses migrate their presence online, creating more demand for cloud 
services. Related to this theme, as more corporates migrate their presence 
online, there is an increased need to invest in cyber security. 

vii. Robotics and automation, and in particular Artificial Intelligence, is an 
important area of structural growth opportunity. Following the pandemic 
corporates are realising the need to make their production lines more robust, 
and their supply chains more resilient. Increased investment in robotics and 
automation is the way to do so. Trends towards onshoring or nearshoring of 
production bases will also accelerate this thematic trend. 

viii. Finally, nascent but promising and fast growing opportunities exist in 
the metaverse and quantum computing fields. Notably, we believe that, given 
the sizable investments that big tech companies are channelling into this area, 
there are opportunities in the enablers of the metaverse.  

All in all, there are sizeable infrastructure and capital expenditure drivers across 
these eight areas, which bring some interesting opportunities to capture areas of 
structural growth through companies exposed to these themes. 

An ever more disruptive decade continues to affirm itself in 2023 and beyond 

With the ongoing focus on investing for a transitioning world towards net-zero, 
innovation rates are likely to continue to increase and, with this, disruption risk to 
traditional businesses is likely to continue to rise. For long-term investors, this opens 
up interesting areas of opportunity. However, it also highlights the need to be vigilant 
in terms of disruption risk on established business models, and to ensure that 
disruption risk is assessed in a detailed and structured analytical approach. Equally 
important is the ability for companies to remain innovative, both to fend off 
competitive pressures and to stay ahead of the disruptive trends that could 
challenge their market positioning. 

. . . . . . . . . . . 
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UK 

(compare UK funds here, here, here and here) 

Managers, Schroder Income Growth Fund– 28 April 2023 
The market seems optimistic that the global economy will transition to a recovery 
phase, however, the Manager is cognisant of risks to this outcome. Recent banking 
turmoil, firstly in the US and more recently hitting Credit Suisse, has added to market 
volatility and points to how finely balanced the risks may be. The ramifications of 
Silicon Valley Bank's collapse, swiftly followed by Credit Suisse's buyout by UBS, 
have yet to fully play out. At both companies there were specific issues, however, 
this does not stop the question of who else is vulnerable and the Manager 
recognises the contagion risk. After more than a decade of easy money there will 
undoubtedly be other unforeseen casualties. At the same time, the Manager 
believes that global banks' balance sheets are much better protected today within a 
regulatory framework designed post the 2008 global financial crisis explicitly to 
protect against these kinds of issues. Indeed, within UK based banks there is no 
evidence of deposit flight so far. In the US, where several regional banks have come 
under pressure, the US Federal Reserve has acted quickly, putting back two thirds 
of the quantitative easing it had taken from the market since its peak point. 

The risk appetite which emerged late last year, continued in the new year, bringing 
more optimism for recovery than fear of deep recession globally. However, a 
banking shock that started in California, has reminded the world that banks are 
businesses that critically depend on the confidence of depositors and investors and 
that confidence loss can spread, whilst moves by OPEC+ to restrict oil supply is a 
reminder of both the importance of energy security and enduring inflationary risks. 

. . . . . . . . . . . 

Alex Wright, portfolio manager, Fidelity Special Values– 27 April 
2023 
Higher interest rates have allowed banks to significantly improve their profitability at 
a time where earnings in many industries are under pressure, yet many investors 
continue to avoid them because they are scarred from the 2008 global financial 
crisis. However, UK and Irish banks have become far higher quality businesses 
since the changes to the regulatory environment over the past decade. They have 
strengthened their balance sheets, trimmed bloated cost bases, and pulled back 
from riskier lending. Furthermore, they are subject to robust regulatory frameworks, 
transparent accounting practices and have diversified deposit structures. Some of 
these attributes were absent from several smaller regional US banks and at Credit 
Suisse, leading to recent negative headlines and outcomes for investors in these 
companies. 

Ongoing value in some defensive areas remain, such as tobacco or hidden 
defensives, for example, Government outsourcer Serco. However, we steer clear of 
crowded areas comprising expensively valued dollar-earning companies and other 
consumer staples. 

The relative attractiveness of UK valuations versus other markets and the large 
divergence in performance between different parts of the market continue to create 

https://quoteddata.com/sector/investment-companies/uk/uk-all-companies/
https://quoteddata.com/sector/investment-companies/uk/uk-equity-and-bond-income/
https://quoteddata.com/sector/uk-equity-income/
https://quoteddata.com/sector/uk-smaller-companies/
https://quoteddata.com/company/e0gbr01nno/
https://quoteddata.com/company/e0gbr01nno/
https://quoteddata.com/company/f0gbr04e7u/
https://quoteddata.com/company/f0gbr04e7u/
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good opportunities for attractive returns from UK stocks on a three-to-five-year view. 
The smaller end of the market cap spectrum is particularly rich in investment 
opportunities given the lack of research coverage. For us, this has always been a 
big structural overweight, and the Company’s portfolio currently has a mid and small 
cap exposure at around 60%. Smaller companies have incurred severe deratings 
over the past year as they are thought to be more cyclical and thus more susceptible 
to an economic slowdown or recession. However, in our opinion, some of the share 
price falls have been indiscriminate. 

The attractive valuations in the UK have not gone unnoticed and after several 
months of limited activity there has been a recent uptick in M&A activity with private 
equity approaches for several UK companies. It demonstrates that valuations for 
UK stocks are low enough to maintain interest levels even in an uncertain market. 

In our opinion, the UK market with its high dividends and low valuations offers better 
prospective returns than many other asset classes, including global equities. 

. . . . . . . . . . . 

Kevin Allen, chairman, Chelverton Growth Trust– 21 April 2023 
As mentioned in my introduction, things are very uncertain across the UK and 
Europe.  Sadly, the war in the Ukraine continues and currently there appears to be 
no end in sight. European countries have rebalanced their economies and have 
achieved major savings in energy which it is to be hoped will become embedded.  

With the impact of the draconian lockdown in China and with the "Ever Given" 
container vessel blocking the Suez Canal it became clear to European buyers that 
they had been under-pricing the risk of sourcing so many key products from China.  
Coupled with the population issues in China, we believe there will be a rebalancing 
of production, bringing it much closer to home.   

The UK economy is expected to flat-line in 2023 but to "bounce back" to near long 
term trend growth in 2024.  Inflation is expected to decline sharply by the end of the 
year and it might well be that interest rates have already peaked.  As the countries 
of Europe and the World return to "normal" there will be steady growth in the UK 
economy.   

. . . . . . . . . . . 

David Barron, chairman, Dunedin Income Growth– 18 April 2023 
As we look forward, there are some reasons for cautious optimism. Commodity 
prices have retreated, particularly natural gas. This could lead to the prospect of 
falling energy bills for consumers as we move through 2023. Government finances 
are in better shape than anticipated at the time of the mini budget in October, as 
energy price caps have proved less expensive than originally expected. Supply 
chain disruption is easing, freight rates have fallen sharply and Europe has 
managed to navigate the energy price crisis. The US consumer has, so far at least, 
remained resilient and China has removed its Covid related restrictions far more 
quickly than had been envisaged. Meanwhile, the market valuation of UK equities 
is attractive on an absolute and relative basis.  

That all said, inflation remains high and the impact of the significant tightening in 
monetary policy has arguably yet to be fully felt in the real economy. Yield curve 
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inversion tends to be a precursor to a recession and it is likely still too early to signal 
that we will avoid an outright economic contraction. In such an environment, we 
think it is important to maintain a relatively well balanced portfolio. Against a 
challenging backdrop, the Investment Manager’s focus on investing in companies 
with pricing power, strong balance sheets and with greater exposure to structural, 
rather than cyclical, growth should offer greater resilience in both capital and income 
generation.  

. . . . . . . . . . . 

Ben Ritchie and Rebecca Maclean, managers, Dunedin Income 
Growth – 05 April 2023 
The market recovery since the mini budget has been strong as the political 
environment stabilised in the UK. The economic backdrop remains one of high and 
potentially persistent inflation plus tightening monetary policy. We maintain a 
cautious view of economic activity and corporate profitability as we go into the next 
financial year. In an uncertain environment, we believe our focus on quality 
companies provides protection through a downturn; those companies with strong 
pricing power, high margins and resilient balance sheets are better placed to 
navigate through a range of economic scenarios. 

Against this backdrop, we see reasons to be positive. 2022 was a challenging year 
for the UK domestic focused FTSE 250 Index and, in turn, the portfolio's overweight 
exposure to this index. The mid-cap underperformance relative to the large cap 
FTSE 100 Index was worse than during the 2008/09 global financial crisis. 
Valuations have been rebased and we believe the long run track record of alpha 
generation from UK mid-caps will return. There are signs that the UK consumer is 
in a healthier position than feared, with household wallets benefiting from wage 
inflation and lower energy costs. Finally, the UK equity market remains at a highly 
attractive valuation on an absolute basis and relative to global markets. This view is 
reflected in the bids for holdings in the portfolio, and presents an opportunity for 
positive prospective returns. 

. . . . . . . . . . . 

Jonathan Brown, portfolio manager, Invesco Perpetual UK 
Smaller Companies– 18 April 2023 
 The last three years have been unusually volatile, however we can see a more 
stable picture emerging. Energy prices have declined substantially from their peak, 
with oil and gas prices now below the level they were a year ago. Whilst there is 
always a lag to this feeding through to the cost of living, it seems likely that inflation 
will return towards its historical average of 4-5% as we move through the middle of 
the year. Tight labour markets are a blessing for job hunters, but wage demands 
could potentially cause inflation to be quite stubborn around this level. We would 
expect the Bank of England to halt interest rate increases this year, and this should 
be a positive for markets, but it seems less likely that we will see cuts to base rates 
in the short term. 

The UK smaller companies sector is very cheap when compared to both its own 
history and other global markets. A more stable political situation in the UK, a 
peaking of the interest rate cycle and the prospect of economic recovery could all 
provide the catalyst for this discount to narrow. We continue to see interesting 
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opportunities across a range of sectors and will continue to take advantage of these 
as they arise. So, whether we see a recession or not this year, we believe that the 
UK smaller companies sector continues to offer a wealth of opportunity for investors. 

. . . . . . . . . . . 

Jeremy Rigg, chairman, Henderson High Income– 05 April 2023 
Whilst the near-term economic outlook remains uncertain, particularly given the 
strains within the global banking sector, there are some early signs that inflationary 
pressures are abating and whilst interest rates have continued to move higher with 
policy makers determined to dampen price rises and wage settlements, investors 
have started to believe that the peak of the tightening cycle may be in sight, even if 
we should expect interest rates generally to remain at slightly more normalised 
levels. At the corporate level, company balance sheets are in generally robust 
shape, the UK banking system appears well capitalised and continuing tight labour 
markets should help to support the economy. Key will be the upcoming results 
season, to establish how well UK companies are coping with supply side pricing 
pressure and softer end markets. That said, the valuation of the UK equity market 
in particular remains low in an international context and there has been some 
corporate takeover activity which should help to sustain the market. 

. . . . . . . . . . . 

David Smith, manager, Henderson High Income– 05 April 2023 
Markets had rallied from their October lows as inflation has shown signs of slowing, 
leading to hopes that central banks may pare back further increases to interest 
rates. In addition, falling European gas prices have eased fears about an impending 
recession, and China has relaxed its stringent zero Covid policy. However, the 
impact of the rapid rise in interest rates globally is starting to be felt with some 
weaker banks in the US and Europe getting into financial difficulty. This will 
undoubtably lead to a higher level of volatility within equity and bond markets even 
though consumer and corporate balance sheets are strong, UK banks are well 
capitalised and unemployment remains low. Although disinflationary forces are 
emerging, there are reasons to believe that inflation will settle at levels higher than 
we have been used to and be more volatile in the years ahead. Labour markets 
remain tight, putting upward pressure on wages, while the move away from 
globalisation towards protectionism, the reshoring of manufacturing facilities and 
the move to net zero will all add to inflation in the developed world. Hence it is our 
belief that the age of ultra-low interest rates is over, and that the global economy is 
moving to a new more normalised world for interest rates. After an extended period 
where investors sought growth irrespective of value, now that the era of “free 
money” is over, asset valuations will become increasingly important once again. 
Although the macro economic outlook is uncertain and concerns within the banking 
sector need to be monitored, the UK equity market is attractively valued. The focus 
remains on finding good quality businesses at compelling valuations that can pay 
and grow attractive dividends. 

. . . . . . . . . . . 
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Angus Gordon Lennox, chairman, The Mercantile Investment 
Trust – 04 April 2023 
Even though there has been significant disruption in the global financial sector 
recently, following the collapse of some US regional banks and the takeover and 
rescue of Credit Suisse in Europe, and therefore the resultant jitters in markets, I 
am pleased to say that the outlook for your Company and our investments appears 
considerably brighter now than when I sat down in October last year to write my 
statement for the Company's Half Year Report. As our Investment Managers have 
said, credit markets may tighten somewhat but the financial sector in the UK and 
our companies in particular are in a much healthier position. Although the tragic war 
in Ukraine drags on, its impact on energy and commodity prices is beginning to 
ease. There are signs that inflation may be peaking, and while central banks are 
unlikely to begin easing monetary policy any time soon, interest rates may stabilise, 
while monetary authorities take time to assess the medium-term inflation outlook. In 
addition, forecasts suggest that the UK economy, will, at worst, experience a mild 
recession this year. Furthermore, the UK's political climate has calmed 
considerably, with an improvement in relations with the EU and a new Pan Pacific 
trade agreement. The potential for UK companies to increase business is 
encouraging. 

The UK market remains attractively priced relative to many of its global 
counterparts, and with sterling still weak, the market is likely to see continued 
interest from foreign investors, and private equity firms and others seeking to 
acquire UK companies. These factors should continue to support the market. 

. . . . . . . . . . . 

Colin Clark, chairman, Merchants Trust – 04 April 2023 
At the time I wrote to shareholders last year, the situation in Ukraine was rapidly 
unfolding and the world was coming to terms with the implications, though 
collectively we all hoped there would be a rapid end on the horizon. Unfortunately, 
over a year on, that hasn't proved to be the case and the conflict continues. Closer 
to home we also continue to grapple with the effects of inflation and associated 
strain on the cost of living. The world certainly continues to be unsettled and as 
investors, our task is to try to find an effective way to navigate this backdrop. 

 It is not easy to give any robust predictions on what direction the economy might 
take or for that matter what short term challenges may arise, or what geopolitical 
issues the coming year may have in store. Whilst the issue appears to be contained, 
shareholders will be aware that during the first quarter of the current financial year 
the banking sector has come under pressure due to the collapse of Silicon Valley 
Bank in the USA and the takeover of Credit Suisse by UBS. Our investment 
manager gives a timely reminder in his investment review, though, that 
concentration on this type of issue is not the key focus in the investment process. 
Rather the concentration is on finding sound companies with attractive business 
models and to understand how those business models might react under different 
macroeconomic scenarios. As noted, sentiment-driven market volatility can be a 
good source of opportunity for the dedicated stock picker and a genuinely long-term 
investor needs to have the (not easy) skill of looking through short term pain to the 
potential of the mid- to long-term, whilst understanding where the risks lie to that 
potential for each individual business model. 
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 Valuations in the UK market ultimately remain low compared to their own history 
and relative to other markets, giving our investment manager added confidence in 
the potential for generating long-term returns for Merchants shareholders. While 
Merchants' investment strategy is not dependent on any outperformance of the 
'value' investment style, should we see structurally higher interest rates persisting 
over the coming year, that should provide a welcome tailwind for the portfolio as 
investors will continue to favour nearer-term tangible cash flows from companies 
over future potential cash flows from higher growth companies. 

. . . . . . . . . . . 

Dagmar Kent Kershaw, chair, abrdn Smaller Companies Income – 
03 April 2023 
At the time of writing there is uncertainty about how long the bear market will last, 
notwithstanding the future of the Company, and every cycle that we have 
experienced has been different. This dynamic makes it harder to say with 
confidence how any recession or market recovery will develop, not least because 
there is also uncertainty on what any policy response from central banks will be. 
The outlook for both economies and businesses, globally, is tough and, whilst a high 
degree of earnings forecast reductions have already been seen, areas of risk 
remain. Smaller Companies indices have sold-off aggressively versus others, 
particularly within the UK, and so the opportunity for relative strength in the smaller 
end of the market remains attractive. Whilst market timing is difficult, smaller 
companies typically lead a market recovery. Looking to the coming year we believe 
that the Quality focus will prove relatively resilient in a recessionary environment. 
The Manager continues to adhere to a long-established investment process that 
selects high quality smaller companies with resilient earnings that lead to robust 
dividend payments. Given that we could be entering a recession, it would be 
unusual if this was dominated by cheaper value cyclical business where earnings 
are likely to be more challenged over the next year, although the Manager will 
continue to monitor the likelihood and depth and breadth of a recession as a factor 
in their decision making.  

. . . . . . . . . . . 

Asia 

(compare Asian funds here) 

Adrian Lim and Pruksa Iamthongthong, managers, Asia Dragon 
Trust– 26 April 2023 

China's faster-than-expected reopening post-Covid bodes well for the Asian 
region's prospects in 2023. Global geopolitical risks remain while economic risks 
appear to be more focussed upon Europe and the US. That said, despite earlier 
fears, investors now expect the US Fed's monetary policy tightening cycle to come 
to an end later this year. Moreover, Asia is in a demonstrably better position than 
developed economies in the West, with relatively strong consumer and corporate 
balance sheets, and more solid government finances in most of the region. 
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At the company level, it now appears that earnings downgrades in the Asia ex-
Japan region - particularly in the technology sector - are close to bottoming. Just as 
Asia was the first region to see earnings forecasts being revised lower, it is likely to 
be one of the first to come out of the downgrade cycle. 

. . . . . . . . . . . 

Ronald Gould, chairman, Henderson Far East Income– 21 April 
2023 

The year ahead will hold many challenges but, on balance, we believe the prospects 
for improved earnings growth and dividend increases are positive.  To a large 
extent, this is driven by the positive impact of a recovering China on the entire 
region.  As the key economy in Asia Pacific, China's improving prospects energise 
many other markets.  China is the region's biggest trading partner, its biggest 
consumer and its biggest investor.  The recovery of China's economy is gaining 
confidence, with a positive impact on companies across the region.  In turn, this is 
fuelling the ability to expand dividends in a wide range of companies, a far broader 
dividend growth picture that will benefit our portfolio.  With attractive valuations 
providing opportunities across the region, we expect 2023/24 to be a more satisfying 
investment environment for your Company, something to which we can all look 
forward to achieving. 

. . . . . . . . . . . 

Nitin Bajaj, portfolio manager, Fidelity Asian Values– 18 April 2023 
The reporting period was one of two extremes; the first three months saw Asian 
markets fall due to inflationary concerns and persistent interest rate hikes. China 
and Taiwan underperformed the most due to geopolitical concerns, a slowing 
technology cycle and as a result of COVID-related restrictions, while the South 
Asian markets of India and Indonesia fared much better. However, China rallied 
sharply in the last three months of the reporting period as the government lifted 
COVID-related restrictions and decided to reopen its economy which led to a strong 
recovery. 

Recent activity in Asian markets has been a useful reminder of why macroeconomic 
shifts are not necessarily a good guide to predicting what direction stock markets 
might take. While the reopening of China and India’s buoyant growth have 
undoubtedly galvanised the region’s stock markets, the timing has been 
unpredictable and the beneficiaries not always clear. Having said that, this type of 
environment does throw up opportunities that might be overlooked by others and 
we have maintained net gearing at approximately 8% to take advantage of this. 

. . . . . . . . . . . 

Susan Platts-Martin, Baillie Gifford China Growth– 04 April 2023 

China’s macroeconomic, regulatory and pandemic policies are looking to align with 
a pro-growth stance, for the first time in three years. China is likely to be one of the 
very few major economies where growth could accelerate in 2023, enjoying a re-
opening like much of the rest of the world experienced in 2022. In addition and unlike 
the majority of the world, China is experiencing extremely low inflation (averaging 
approximately 2% at December 2022). The rapid re-opening from Zero Covid, the 
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increased household savings and clear domestic policy support for growth for 2023 
all point towards the ‘need’ for a strong recovery. China has a very different 
development model from the West and it is important to understand the context of 
the changes happening in China. The Managers Report details the principles to be 
borne in mind when investing in China. There are several risks, not least 
geopolitical, where misjudgements notably in respect of Taiwan could lead to severe 
market disruption. However, whilst China is a market where there is likely to be 
ongoing short term volatility, the prospects for significant long term growth remain. 

. . . . . . . . . . . 

Ian Cadby, chairman, abrdn Asia Income – 04 April 2023 
While growth prospects in Asia may have moderated slightly (the Asian 
Development Bank has reduced its 2023 outlook for GDP expansion to 4.6%), 
economic growth is still forecast to be ahead of many other parts of the world. The 
question now is whether the region's growth prospects outweigh the potential for 
higher inflation creeping into Asian economies. Investors will also keenly watch the 
Fed's monetary policy, with many Asian currencies pegged to the US Dollar, and 
China's emergence from its zero-Covid policy, alongside other economies that 
continue to re-open, which is a positive sign for the region. 

The Asia investment story remains as compelling as ever for investors. Long-term 
drivers of rising affluence, green energy and technology adoption provide 
opportunities for companies that have the ability to generate steady cash flow and 
pay stable dividends. 

With a long heritage in Asia, the Investment Manager has a strong record of finding 
those proven, quality companies that benefit from structural trends while generating 
healthy income and capital growth for investors. The Board remains confident this 
will be to the benefit of shareholders over the long term. 

. . . . . . . . . . . 

Yoojeong Oh, Investment Director, abrdn Asia Income – 04 April 
2023 
We remain optimistic. Asia - long associated with growth - has often been 
considered a less obvious choice for investors in search of yield. In fact, dividend 
contribution in Asia has been on a steady upward path, helped by greater capital 
discipline and shareholder-friendly reforms. Dividends now comprise close to half 
of total returns to shareholders. 

 The source of these dividends is also broadening across countries and sectors. In 
addition to traditional high-yielding markets such as Australia, Singapore and 
Taiwan, we are starting to see dividend growth and better yields in emerging 
markets and countries not traditionally known for a dividend- paying business 
culture. India is a classic example, as companies have historically prioritised re-
investing capital back into future growth. Increasingly, we are finding companies 
that can offer both earnings and dividend growth. Power Grid Corp of India, for 
example, offers a healthy yield of around 6%, while delivering earnings growth and 
investing in renewables generation. Opportunities are also spread across sectors 
ranging from banks and mining to technology and businesses exposed to the 
region's growing consumer market. That said, persistent near-term macroeconomic 
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uncertainty and Asia's wide-ranging stock universe underline the value of 
fundamental analysis and stock picking. 

 Overall, Asian companies have stronger balance sheets relative to global peers, as 
is evident from the chart below. This puts them in a favourable position of being able 
to choose to invest in growth or improve returns to shareholders. We believe Asian 
companies are in a better position financially to raise dividends and our quality 
process enables us to filter this list down to companies that are more willing to 
increase total returns. Asian markets are also trading at lower price-earnings 
multiples relative to historical standards as well as world indices. 

 We are convinced that Asia continues to provide huge potential in both income and 
capital growth. We will remain discriminating in our selection of well-run and 
financially sound sustainable businesses with a long runway of growth. 

. . . . . . . . . . . 

Europe 

(compare European funds here and here) 

Jack Perry CBE, chairman, European Assets Trust – 04 April 2023 
After a strong start to the year, markets have weakened substantially following the 
failure of Silicon Valley Bank, other smaller regional banks in the US, and the sell-
off of Credit Suisse in Europe. Although investors have been encouraged by the 
recent bail out of Credit Suisse by UBS and the Swiss authorities, there is clear 
concern over the risk of contagion to the rest of the financial system and of a 
renewed financial crisis. While it is too early to draw conclusions we believe that 
regulators and central banks have reacted quickly and with substance. This 
combined with more stringent regulation, particularly in Europe, since the global 
financial crisis provides further support. We do hold banks in the portfolio but these 
are conservatively run, well capitalised and do not have any funding mismatches.  
Consequently, we believe they will navigate through this period operationally well. 
We will however continue to monitor the situation closely. 

The market's initial assessment of the impact of the banking crisis is that credit 
conditions are likely to tighten impacting economic growth and this may lower 
interest rate expectations. This more sober outlook is frustrating given that  

is still a moderate component of the European smaller companies market that trades 
on multiples which are hard to reconcile to the fundamental cash generation 
capacity of these companies. We remain focused on pursuing investment ideas that 
can create a return on your capital by generating cash and delivering growth. 

. . . . . . . . . . . 
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Japan 

(compare Japanese funds here) 

Philip Kay, chairman, Schroder Japan Growth Fund – 13 April 
2023 
Japan enters 2023 in a unique position amongst developed nations as it lacks many 
of the widespread challenges to economic growth that face many of its peers. In 
fact, it appears to be entering an unusual period of economic stability with 
sustainable price inflation, largely driven by global macroeconomic events, but 
arguably viewed as a positive given Japan's history of deflation. Corporate earnings 
remain robust with quarterly results announcements consistently ahead of 
expectations despite the relatively slow removal of Covid-19 restrictions. 
Importantly, the trend towards improvements in corporate governance continues 
apace, with greater emphasis at the corporate level on increasing returns on equity 
and more disciplined approaches to capital allocation. These structural changes 
should encourage investors who are looking to allocate to Japanese companies 
and, as it has demonstrated over the last few years, the Company's portfolio is well 
placed to benefit from them. 

 . . . . . . . . . . . 

Managers, Schroder Japan Growth Fund – 13 April 2023 

Japan entered 2023 as a clear outlier among developed markets, in terms of the 
outlook for economic growth, monetary policy and inflation. With the domestic 
economy finally reopening, we see many companies well-positioned to continue to 
grow profits in the coming year and the potential for Japan's GDP to continue to 
grow above its long-term trend rate. 

 After decades of deflation, the Bank of Japan may be the one major central bank 
that is happy to see some upward pressure on inflation. While producer prices have 
been rising in Japan for some time, we are now seeing more evidence of companies 
looking to pass on these increases to customers, despite consumers remaining very 
price-sensitive after two decades of deflation. Nevertheless, inflationary pressures 
remain lower in Japan than in the west, which should allow interest rates to remain 
relatively low, providing support for the domestic economy and indeed the stock 
market. 

 Our positive view on Japan for 2023 is also supported by continuing improvements 
in corporate governance, which provides the scope to generate real value for 
investors. This is partly a qualitative assessment through our discussions with 
company managements, but there are also measurable impacts such as improving 
returns on equity and a record level of share buybacks. These factors improve 
potential returns for investors, as do continuing revisions to the Corporate 
Governance Code and improving disclosure on sustainability issues. Factors such 
as these should allow us to continue to generate interesting stock ideas across the 
market-cap spectrum. 

 We should also note that Japan has entered 2023 with a slightly lower level of 
political stability than expected. The strong result for the ruling Liberal Democratic 
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Party in the Upper House elections in July 2022 should have provided a strong 
platform for Prime Minister Kishida. Since then, however, his public approval rating 
has come under increasing pressure as a result of internal party issues together 
with his handling of higher living costs. While any change in prime minister is unlikely 
before the G7 summit in May, Mr Kishida may find it harder to survive the second 
half of 2023. Nevertheless, with the Liberal Democratic Party remaining dominant, 
we would expect any successor to maintain the current policy mix. 

 On balance, we expect the Japanese economy to be able to sustain its recovery in 
2023, but we do not expect any step change in its long-term growth rate. Instead, 
we anticipate that continuing improvements in corporate governance will lead to 
better capital allocation disciplines and corporate restructurings which should, in 
turn, generate further improvements to shareholder returns. By focusing the portfolio 
towards undervalued businesses capable of delivering improving returns, and 
avoiding opportunities that are less well-placed, we expect these factors to have a 
strong positive influence on the Company in the years ahead. 

 . . . . . . . . . . . 

North America 

(compare North American funds here) 

Dame Susan Rice, chair, North American Income Trust  – 04 April 
2023 
The Federal Reserve (the "Fed") accompanied its rate hike at the start of December 
2022 with a slightly less hawkish message around future policy, a near-term positive 
for equity markets. Indeed, a majority of policymakers are now forecasting an easing 
in the pace of future rate hikes. Also, following major central banks' rapid monetary 
tightening to combat high inflation, certain banks' balance sheets came under 
severe pressure in March 2023 as the value of their fixed income portfolios fell and 
customers withdrew deposits. Technology-focused Silicon Valley Bank (SVB), as 
well as cryptocurrency-industry lenders Signature Bank and Silvergate Capital, 
collapsed. SVB's demise was the largest banking failure since the Global Financial 
Crisis of 2007-2008. A consortium of US banks also injected $30 billion into regional 
lender First Republic Bank. In Europe, UBS mounted a $3.3 billion government-
backed takeover of Credit Suisse after the latter ran into financial difficulties. These 
events, which led to major central banks boosting dollar liquidity to ease strains in 
funding markets, have caused fears of a global banking crisis and deep recession. 

While, as a result, investors have lowered their expectations of further monetary 
tightening, the Federal Open Market Committee remains determined to tame 
inflation, even if this comes at the cost of a recession.  The continued strength of 
employment suggests that wage growth will continue to run at rates well in excess 
of those consistent with the Fed's inflation target. The strength of wage growth has 
clearly contributed to surging services inflation, alongside very aggressive increases 
in rent measures and rebounding services demand as Covid-19 headwinds fade 
and in March 2023, the Fed increased rates again by 25bps as inflation hit 6% year-
on-year in February. Your Manager's view is that this will lead to further tightening 
by the Fed over the coming months as policy remains restrictive, adding to its 
conviction that the economy will enter a downturn in the middle of this year. 
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So, what does this mean for equity markets going forward? Despite the recent rise 
in markets, sentiment has remained under pressure due to the ongoing banking 
crisis, hawkish Federal Reserve comments and further negative macroeconomic 
readings, with equity levels still materially lower than their recent peak. The 
economic outlook, both in the US and abroad, remains challenging and earnings 
downgrades have continued to come through since the end of the third-quarter 
earnings season. Nonetheless, US equity levels now appear to have priced in a 
strong probability of slowing economic growth and that inflation has peaked. On that 
basis, your Manager is now seeing some target companies trading on attractive 
multiples and increasingly appealing valuation points for long-term investors, such 
as ourselves, and has, therefore, become cautiously optimistic on the outlook for 
US equities in particular as an asset class. 

. . . . . . . . . . . 

Global emerging markets 

(compare global emerging markets funds here and country specialist funds here) 

Johan Meyer, CEO, Fondul Proprietatea SA – 21 April 2023  
According to the IMF, the global fight against inflation, Russia’s war in Ukraine, and 
a resurgence of COVID-19 in China weighed on global economic activity in 2022, 
and the first two factors will continue to do so in 2023. Global growth is projected to 
fall from an estimated 3.4% in 2022 to 2.9% in 2023, then rise again to 3.1% in 
2024. For Romania, according to October 2022 World Economic Outlook published 
by IMF, the real GDP growth for 2021 was 5.9% and this is expected to decrease 
to 4.8% in 2022 and further to 3.1% to 2023. IMF projections from January 2023 
forecast global inflation to fall from 8.8% in 2022 to 6.6% in 2023 and 4.3% in 2024. 
According to Eurostat, the EU annual inflation rate was 9.2% in December 2022, 
down from 10.1% in November.  

For Romania, according with National Statistics Institute the annual inflation rate in 
December 2022 was 16.4%. According to the monthly BVB report for December 
2022, BVB reached a new record in 2022 in terms of liquidity, with the total trading 
value on all markets exceeding RON 24 billion. The average daily liquidity reached 
a new high of RON 95.6 million (11% increase compared to 2021). Also, the number 
of investors reached over 128,000 at the end of September 2022, an all-time high 
for the Romanian capital market. In terms of performance, the BET index, which 
includes the 20 most liquid companies listed on the BVB decreased by 10.7% in 
2022, following the trend of international stock markets, in the context of rising 
interest rates and increasing fears regarding the possibility of a recession in 
developed markets. On 11 January 2023, the Board of the National Bank of 
Romania once again raised its key monetary policy rate by 0.25% to 7.0%, the 
eighth consecutive rate hike in the last 12 months, in line with the trend followed by 
most central banks across the world. Whilst the potential for further interest rates 
increases is high, we expect inflationary pressure to be more subdued through 
2023. With the right mix of fiscal and economic policy, Romania once again has 
strong prospects to become one of the best performing economies in the European 
Union. 

. . . . . . . . . . . 
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Elisabeth Scott, chair, JPMorgan Global Emerging Markets – 03 
April 2023  
We continue to observe a fragile world characterised by heightened risks. Global 
growth may be slower than hoped in 2023 and some economies, including the USA, 
may slip into recession. Economic volatility may remain elevated in the near term. 

However, despite these negatives, recent US dollar weakness and the reopening of 
China after the covid-19 restrictions have benefited Emerging Markets. While a 
number of risks remain, lower inflation and the likelihood of lower interest rates from 
some Latin American central banks, should mean that Emerging Markets will 
continue to be attractive to investors. 

. . . . . . . . . . . 

Debt 

(compare debt funds here) 

Charlotte Valeur, chair, Blackstone Loan Financing Limited– 27 
April 2023 
The Board maintains an optimistic but cautious outlook heading into 2023, as 
markets continue to react swiftly to macroeconomic data and central bank actions. 
Global economies have proven resilient so far, but persistent inflation suggests that 
central banks will keep rates higher for longer. The Board expects additional 
volatility until rates stabilise. Furthermore, the recent failures of Silicon Valley Bank 
(SVB) and Credit Suisse has perpetuated volatility with an expectation of tightening 
of financial conditions as banks and other lenders become more conservative. That 
said, corporate fundamentals are expected to remain solid, supported by better-
than-feared earnings and stable interest coverage ratios. 
Bank loan market overview 

The global loan market started 2022 in a fundamentally good position following the 
strong economic recovery in 2021 that generated record supply and healthy risk 
adjusted returns across the asset class. However, the resurgence came to a halt in 
February with Russia's invasion of Ukraine and as the market realised that inflation 
would be more persistent than originally thought. Supply chain issues remained as 
a major headwind for issuers although they eased as the year progressed. Loans 
were also caught up in the UK's LDI pension crisis which swept through global credit 
markets. 

 Despite the barrage of headwinds, investors generally viewed loans as a safe 
haven against the most pressing concern of 2022: rising inflation and interest rates. 
The Federal Funds rate started the year off at 0.00% to 0.25% and by year-end, 
reached 4.25% to 4.50%, representing one of the most aggressive tightening 
policies in history. Similarly, the ECB hiked base rates in the Eurozone from (0.50)% 
to 2.00% during the year. The S&P 500 recorded its worst annual return since 2008 
at (18.8)% as a result. By comparison, loans outperformed other debt and equity 
markets in 2022, generally due to their floating rate nature. Total returns for 
European and US loans ended the year at (3.3)% and (1.1)% respectively versus 
high yield at (11.6)% in Europe and (11.2)% in the US. Average prices for the 
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European and US leveraged loan indices fell to €91.56 and $91.89 from €98.71 and 
$98.39 at the end of 2021, respectively. 

 Loan outperformance came against a thin primary pipeline and global loan volume 
stood at just $505 billion (€473 billion) in 2022, roughly half of that during 2021's 
record breaking year. Issuance was weighted toward higher quality issuers looking 
to term out maturities. 

 Turning to fundamentals, many companies reported 'better-than-feared' earnings 
in 2022 after strong refinancing activity post COVID-19 left balance sheets in good 
shape. Still, rising credit concerns pushed spreads across European and US loans 
(represented by 3-year discount margin) wider by 248bp and 213bp to 661bp and 
652bp respectively as the year progressed. Rolling 12-month loan defaults ticked 
up in the second half of 2022, ending the year at 1.1% in the US and 1.9% in Europe, 
although these remain within the 10-year historical averages of 2.2% for both 
regions. 

 Looking ahead to 2023 and despite kicking off the year with a more constructive 
market tone, we expect ongoing volatility as credit markets adjust to the higher-for-
longer narrative and digest the recent bank failures of SVB and Credit Suisse. We 
expect credit fundamentals to remain solid and for corporates to continue to access 
debt capital markets to both refinance and raise new debt. Interest coverage ratios 
have remained stable through all signs of volatility in the market and reported 
earnings could continue to deliver. 

CLO market overview 

In stark contrast to the prior year, throughout 2022, the CLO market experienced 
numerous headwinds but nonetheless, ended the year with robust primary issuance 
of €28 billion in Europe and $129 billion in the US.  2022's CLO issuance volume 
marked the third largest year on record, following a record year of issuance in 2021 
and brought the total outstanding volume of CLOs globally to nearly $1.1 trillion. 
That was despite technically driven volatility at the top of the CLO debt stack, due 
in part to LDI-related weakness. Reduced demand from US and Japanese banks, 
the dominant buyers of CLO AAAs, was another factor. 

Underlying the full year headline issuance volume, the running spread between 
assets and liability costs (known as CLO arbitrage) came under pressure in the 
second half of the year, due in part to the sustained high cost of liabilities as some 
dominant buyers of CLO AAAs remained side-lined following the LDI-related, 
technically driven secondary market sell off in CLO AAAs. While the impact of a 
diminished spread arbitrage on CLO equity performance can be offset to some 
degree through the purchase of discounted loans, capturing that price arbitrage 
during periods of volatility requires access to warehouse financing that remains 
open and available for use, which is not always the case across all managers. 
Issuance in 2022 skewed heavily to larger, more established managers and 
demonstrates advantages of greater access to warehouse financing in order to 
better achieve an attractive equity arbitrage.   

Within the broad market, the weighted average cost of capital for new issue 
European CLOs widened by 134 basis points to 324 basis points and similarly by 
132 basis points to 311 basis points for US CLOs over 2022. The higher cost of debt 
resulted in a lower net interest margin, to CLO equity investors of new issue deals. 
However, as noted above, the expected return in new issue CLOs is based on 
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buying loans at discounted prices, thereby benefitting from the 'pull-to-par' effect, in 
addition to the traditional return from net interest margin.  

Though volatility creates a challenging environment for primary CLO creation, it also 
provides opportunities for more seasoned vintages of CLOs to improve performance 
through portfolio rotation into higher quality and or wider spread loans, which 
highlights a key benefit of the CLO structure and its long term, non-mark-to-market 
financing, particularly for those CLOs which have longer remaining reinvestment 
periods. 

Despite that rating downgrades outpaced upgrades, CLO fundamentals remained 
resilient throughout the year, underscoring the impact of active management on the 
portfolio quality and robustness of CLO structures.  Commonly used measures of 
CLO portfolio quality showed improvements as managers have been taking 
advantage of the volatility in order to improve quality, as measured by reduced 
exposures to CCC-rated assets and stable WARF levels. Caa-rated buckets in 
European CLOs finished 2022 at 3.1% on average, down from 3.6% at the end of 
2021, and in the US, Caa-rated buckets ended the year at 3.7%, compared to 4.1% 
at the end of 2021. Similarly, WARFs ended the year at 2892 in Europe and 2833 
in the US, below the 5-year averages of 2924 and 2897, respectively. 

While volatility and technical factors have become a more constant market feature, 
we believe that we are at the start of a period of transition where the CLO primary 
market and CLO formation will continue to be more heavily influenced by 
fundamental credit performance as well as liability performance, as measured by 
rating stability and liquidity. 

Additionally, looking forward, returns across floating rates assets, including senior 
loans and CLOs, should continue to benefit from further central bank rate hikes in 
2023. 

. . . . . . . . . . . 

David Simpson, chairman, M&G Credit Income Investment Trust – 
25 April 2023 
The technical backdrop in fixed income markets is much stronger now; all-in bond 
yields compare favourably to other asset classes, thus attracting capital back into 
the market. Your Investment Manager believes there is now attractive value to be 
found in credit, with investors being well paid to take risk. Unlike during the early 
part of 2022, when risks were not appropriately priced in and the compensation 
investors were receiving was extremely low, today’s investment grade credit 
investors are in a much better position. The elevated yield provides a good cushion 
with which to navigate volatile markets although selectivity and fundamental credit 
analysis will remain key to the way in which the Investment Manager shapes the 
portfolio in the year ahead. 

. . . . . . . . . . . 

Managers, M&G Credit Income Investment Trust – 25 April 2023 
After a positive start to 2023 for bonds and equities, hopes of a ‘soft landing’ have 
given way to recessionary fears and a ‘mini banking crisis’. Silicon Valley Bank and 
Credit Suisse were the first major casualties to emerge from the most synchronized 
and aggressive global rate hiking cycle in 40 years. The evidence so far is that the 
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current banking episode is a crisis triggered by fear rather than fundamentals, 
fuelled by specific instances of idiosyncratic risk rather than something more 
systemic. Despite this, markets remain fragile and fears of wider contagion in the 
financial sector remain close to the surface. What is clear is that there has been an 
adjustment in the risk appetite of investors which has resulted in a notable widening 
in credit spreads. Additionally, increased risk aversion from lenders is causing credit 
conditions to tighten and in our opinion will only worsen already anaemic growth 
forecasts. Although the banking sector is where the first visible stresses have 
occurred, the viability of capital structures in the non-financial corporate bond 
market look set to be tested by weaker growth and tighter financial conditions in the 
next 12-18 months. The private sector, both corporate and consumer, has so far 
been largely shielded from the impact of higher interest rates because of a lag in 
policy rate transmission. This lag has been extended by the increased liquidity built 
up through corporate issuers extending maturity profiles on their debt and 
consumers building up savings in the aftermath of COVID-19. However, we are 
starting to see signals in economic data which indicate a deterioration in 
macroeconomic conditions and a recession in late 2023 has re-emerged as the 
base-case amongst market participants. 

Given the more challenging operating environment, fundamental credit analysis at 
this stage of the economic cycle becomes even more imperative and our experience 
in fixed income investing alongside our large in-house credit research capacity will 
be key in navigating markets over the next 12 months. Our bottom-up investment 
approach, which has been consistent since launching the Company in 2018, 
ensures each investment is made based on an analysis and understanding of 
individual credit fundamentals. We have constructed a sector agnostic, well-
diversified portfolio, designed to provide protection from the type of valuation 
drawdowns that can occur from overexposure to any one sector, region or issuer, 
particularly during periods of market stress. Also, by investing predominantly in the 
higher quality (investment grade) part of credit markets we look to mitigate the 
potential impact of rising default rates which typically occur in the lower-rated (sub- 
investment grade) space. We maintain an overall c.23% exposure in the Company’s 
portfolio to sub-investment grade issuers, however half of this is in invested in 
private assets where we take comfort from enhanced controls and monitoring that 
exists in these largely bilateral transactions, with robust covenant packages 
designed to prevent write- downs or capital loss. 

2022 witnessed a material shift for fixed income investors. After a decade of 
depressed bond yields and credit spreads remaining largely within a (tighter) lower 
range, we are now seeing an increased volume of opportunities in the public market 
to purchase good quality, investment grade credits which can offer returns in line 
with the Company’s dividend objective. Additionally, in the private space, a 
prolonged period of adjustment to the higher interest rate environment has meant 
we are seeing fewer opportunities which offer attractive relative value versus public 
comparators or that match the Company’s return objective. In many instances there 
is an insufficient illiquidity premium on offer and relative value analysis has not 
supported allocation of capital over a multi-year horizon, particularly considering the 
uncertain economic outlook. We therefore expect the ratio of private to public assets 
to trend lower in the short term, although as always this will remain dependent on 
our appraisal of where the most attractive relative value can be found.  

. . . . . . . . . . . 
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Norman Crighton, chair, RM Infrastructure Income – 25 April 2023 
A very challenging macro environment persisted throughout the year. The key driver 
was inflationary pressure which was exacerbated by the Russian invasion of 
Ukraine in the spring. Central banks then started their tightening phase with the 
Bank of England raising interest rates 9 times during the year to the highest levels 
seen in 14 years. Credit spreads were also volatile with two spikes during the year 
seen after the initial days of the Russian invasion and then after the poorly received 
"mini-budget" in September. 

In conjunction with widening credit spreads underlying government bond yields rose 
dramatically with 5 year UK Gilt yields rising from 0.80% to finish the year at circa 
3.6%, 280bps higher. This caused fixed income as an asset class to have a very 
poor year as the absolute level of spread and yield widening from such a low initial 
base meant that any instrument with duration and any credit exposure saw material 
declines in value. 

Market opportunities 

The focus of the strategy remains on relatively short-dated lending. The widening 
seen over the last 12 months in credit spreads combined with the increase in 
underlying UK Gilt yields means there are opportunities to increase the coupons 
charged. Such new lending is also targeting senior secured loans thus seeking to 
improve the overall credit quality of the portfolio. 

2022 was a very poor year for fixed income markets. The stage is set for a better 
2023 and with 2-year UK government bond yields touching 4% and wider credit 
spreads and corporate bond yields look appealing in the short end. The Company 
is now able to recycle its capital and earn higher returns which absent of an increase 
in credit losses should allow for greater distributions for investors. This is therefore 
a promising outlook. 

. . . . . . . . . . . 

Thomas Shandell, CEO, Marble Point Loan Financing Limited – 12 
April 2023 
As mentioned earlier, during 2022, credit markets experienced significant bouts of 
volatility in the wake of the Russian invasion of Ukraine and interest rate increases 
by central banks to combat inflation. However, the US leveraged loan market was 
resilient with a total return of (1.06%), faring better than many other credit products 
and equity markets. While we believe there is a reasonable chance for a recession 
in 2023, we expect it will be a shallow one and that the impact on leveraged loans 
will be more company and portfolio specific and less broadly distributed. Certain 
business models and industries have proven resilient to supply shocks and higher 
costs that might impact their margins. Still we expect headline loan default rates to 
increase from their current historically low levels, and for rating agencies to continue 
downgrading loan issuers on the lower end of the credit quality spectrum.  

The market continues to pressure issuers that miss their earnings, and we believe 
more defensive loan portfolios should perform better in such an environment in 
2023. We remain cognizant that tail risk measures in loan portfolios have increased 
throughout 2022 and indicate areas of concern in certain business models and sub-
sectors. Our focus remains on business fundamentals, earnings and cash flows in 
this market, and we are less concerned about potential loan maturity issues as many 
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companies were able to extend the tenor of their debt in recent years. As at January 
2023, only 5.85% of the Morningstar/LSTA Leveraged Loan Index has a maturity 
prior to 2025. We expect 2023 may be a challenging year to navigate leveraged 
loan markets, but we also believe the team’s capabilities and investment process 
are designed to deliver strong relative performance, particularly in the face of 
potential volatility. We continue to believe in the benefits of the CLO financing 
structure, particularly in periods of volatility. In the midst of current events exposing 
the degree of duration mismatch in traditional banks’ balance sheets, it is important 
to reiterate that CLOs finance their portfolio of floating rate loan assets with 12-year 
floating rate non mark-to-market liabilities. The reinvestment period within CLOs 
effectively allows CLOs to borrow long-term and lend short-term, further mitigating 
any duration mismatch. We remain vigilant in our research process and remain 
committed to a portfolio management strategy that relies on a relative value driven 
active trading approach. Consequently, the Investment Manager believes the 
Company’s portfolio is well positioned to take advantage of opportunities within 
dislocated markets and continue to achieve the Company’s investment objectives.  

Toward the end of Q1 2023, secondary loan prices have been impacted by broader 
market volatility in the wake of turmoil in the banking industry instigated by the 
collapse of Silicon Valley Bank ("SVB") with the average indicative bid price of the 
CSLLI ending the quarter at 92.67%. While at this point we do not believe any of 
our underlying obligors have material direct exposure to SVB or other regional 
banks whose recent problems have been highlighted in the media, we are closely 
monitoring the situation for any follow-on impacts to loan markets. 

. . . . . . . . . . . 

Manager, NB Global Monthly Income – 05 April 2023 
In our view, non-investment grade yields are compensating investors for the below 
average default outlook, will continue to provide durable income and are attractive 
compared to other fixed income alternatives. The tightening of financial conditions 
has caused real GDP growth to slow and slowing demand has helped inflation come 
off the boil, but it is still higher than central banks' target ranges. Changes in 
consumer behaviour and rising inventories, among other factors, are likely to 
continue to mitigate upward inflationary pressures, which could eventually lead to a 
less aggressive path for central bank policy. Relatively healthy consumer and 
business balance sheets and growing nominal GDP should remain supportive for 
issuer fundamentals.  

. . . . . . . . . . . 

Private Equity 

(compare private equity funds here) 

Richard Gray, chairman, CT Private Equity Trust– 11 April 2023 
Conditions within the private equity market have changed during 2022. An initially 
surprisingly benign reaction to the Russian invasion of Ukraine and its concomitant 
effects dissipated towards the end of the year as the challenges of inflation, higher 
interest rates and supply chain problems made their presence felt. That said the 
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large element of the portfolio involved in tech enabled and healthcare related 
companies continued to make fundamental progress and to attract buyers at 
attractive prices keeping the realisations not far below historically high levels. The 
positive momentum exceeded the drag factors in 2022 delivering another good 
overall return. We expect that it will be harder to achieve exits this year and it also 
looks as though fund raising for private equity funds is becoming considerably more 
arduous. There are also other supportive factors. In particular there is a well-
financed tier of larger private equity funds in the size bracket above us with the 
capital and the will to invest and many of our investee companies will prove 
attractive to them. Lastly there remains a steady increase in investors’ appetite for 
private equity globally. This all adds up to the prospect of a healthy two-way market 
with continuing opportunity and strong demand for high quality and resilient 
investments. 

. . . . . . . . . . . 

Renewable Energy 

(compare renewable energy funds here) 

Managers, Aquila European Renewables– 25 April 2023 

The outlook for the European renewable energy sector continues to be encouraging. 
Energy security, affordability and decarbonisation have become vital considerations 
for governments and businesses in light of the continuing conflict in Ukraine, leading 
to increased competition as well as public and private investment in renewable 
infrastructure projects. The dependence of many countries on external suppliers of 
key commodities has become an irrefutable concern given the drastic reduction in 
Russian gas supply into Europe. The resulting supply chain challenges have helped 
set the stage for renewable infrastructure to play a dominant role in delivering 
greater energy diversification and independence in the coming future. 

Energy prices are forecast to decrease over the medium and long term, having 
fallen from the peaks of 2022, with governments likely to continue to utilise fiscal 
policy and regulation as a way to reduce costs to consumers, who are already 
feeling the pressure of higher inflation and interest rates. Nonetheless, the 
Company's business model and investment portfolio have demonstrated their 
resilience in enduring these changes, continuing to deliver strong financial returns 
whilst maintaining a prudent capital structure. 

Adding further impetus to the renewable energy sector is the EU's developing 
response to the US Inflation Reduction Act, focused on ensuring Europe's continued 
industrial competitiveness throughout the energy transition. Support by the EU 
through the earmarking of substantial funding for renewable projects, including the 
REPowerEU plan, is being accelerated with measures to give member states 
greater freedom to support industry and the fast-tracking of permitting and access 
to funding for relevant projects. This increased certainty and visibility over the 
regulatory landscape is an encouraging tailwind for the Company and the sector. 
Moreover, we envisage a continued acceleration of national deployment plans for 
renewables in order to meet existing net zero targets, including the target of having 
renewable energy sources account for at least 45% of the EU's energy mix by 2030. 
Europe will thus need to almost double its existing share of renewable energy by 
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the end of the decade. This trend is further compounded by decarbonisation 
becoming an increasingly urgent priority for governments and businesses 
considering the repercussions of climate change, especially the likelihood of 
extreme weather events increasing in frequency. 

Finally, grid access has become an increasingly critical concern across several 
jurisdictions. Projects are coming to market with grid connection dates for the end 
of the decade and beyond, in large part due to aging networks and the need for 
capacity upgrades, adding further urgency to public and private investment in the 
near future. Other technologies are also gathering momentum, such as the rising 
trend of (co-located) battery energy storage systems ("BESS"), but also floating 
offshore wind and green hydrogen power plants. Thus, we envisage greater 
investment in the flexibility of grids to integrate the rising demand for renewable 
generation while improving reliability of supply. Overall, tailwinds behind the sector 
continue to be strong. 

. . . . . . . . . . . 

Patrick O'DBourke, chair, Ecofin US Renewables Infrastructure 
Trust– 13 April 2023 
The U.S. renewable energy sector continues to offer strong prospects for 
investment and growth. The passage of the Inflation Reduction Act ("IRA") in August 
2022 represents an unprecedented long-term policy boost for U.S. renewable 
energy with some $369 billion allocated to climate infrastructure and energy 
security. The IRA includes provisions for extending tax credits for solar and wind 
energy until 2035 and also introduced a new tax credit for standalone battery 
storage. As solar panel manufacturing is increasingly onshored in the U.S. in 
response to the IRA's green subsidies, solar installation timelines are expected to 
benefit. In addition, the IRA coincides with two other significant pieces of U.S. 
legislation, the intent of which is to allocate billions of U.S. dollars into, inter alia, 
zero-carbon businesses, clean energy research and grid modernisation. These 
additional pieces of legislation will also benefit renewable energy expansion in the 
U.S., for which there is strong support at both federal and individual state level. 

. . . . . . . . . . . 

Manager, Ecofin US Renewables Infrastructure Trust– 13 April 2023 
The U.S. renewables industry's prospects for growth are more encouraging than 
ever. Predicted highlights for 2023-24 include a steady rise in energy demand and 
increased private investment, backed by strong long-term incentives creating 
powerful tailwinds. For some time to come, renewable energy is projected to be one 
of the more promising investment themes in the U.S. Not only does it support 
sustainability and preserve the environment for future generations, but investments 
in the sector are also well-positioned to outperform most other sectors. This is as a 
result of relevant U.S. legislation which is discussed in more detail below. Clean 
energy of the kind owned and operated by RNEW is a safe, smart, potentially 
recession-resistant, government-supported asset class for investors seeking 
attractive risk-adjusted yields. 

The enactment of the IRA in summer 2022 was positively received by U.S. 
renewables producers, investors, and workers, as was emphasised in our half-year 
report. The IRA combines the dual objectives of reducing domestic inflation (brought 
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on in part by rising global energy prices) while addressing climate change issues. It 
is significant in many important ways. This is the first time the U.S. renewables 
sector has seen 10-year incentives (versus 2-5 years previously) which provides 
certainty for and de-risks long term projects. The legislation is also historic in size. 
A total of $369 billion has been committed to renewables and related sectors 
dedicated to improving energy security and achieving emission reduction goals. 
This includes funding for carbon capture, utilisation and storage projects, battery 
storage, electric vehicles and related infrastructure, as well as traditional 
(solar/wind) renewables, representing incentives that are more widely spread than 
previous incentives. Further important aspects of the IRA are production tax credits 
(PTCs), investment tax credits (ITCs), credit transferability and flexibility in how the 
incentives are used. 

We concur with many analysts that the $369 billion figure anticipated to be spent 
under the IRA significantly understates the amount of investment this legislation 
could ultimately spur in the U.S. renewable energy sector. Several of the IRA's most 
significant measures, such as its incentives for zero-carbon electricity and electric 
vehicles, are "uncapped" tax credits, i.e. so long as you abide by the conditions they 
will be awarded. 

As such, the amount of money that the federal government can spend under this 
legislation is not constrained by a budget or other legal provisions. The amount that 
the IRA is expected to commit toward combating climate change is largely based 
on the U.S. government's projection of how much these tax credits will be utilised. 
But the IRA's ultimate spending could far exceed this projection, and during the next 
decade, total climate spending could reach well over $1.5 trillion, with federal 
spending stimulating further state, local and private investment. 

The Biden Administration has also passed two additional significant pieces of 
legislation. A further $280 billion under the CHIPS and Science Act, which was 
passed around the same time as the IRA, will be used to revive the U.S. 
semiconductor industry. Of this, $67 billion (or around 25%) has been set aside to 
promote the expansion of zero-carbon businesses (such as renewable energy) and 
climate-related research. The Infrastructure Investment and Jobs Act (IIJA)1, also 
referred to as the Bipartisan Infrastructure Law, which was passed in November 
2021, provides $1.2 trillion to support, among other things, grid modernisation and 
clean energy research and deployment. Of that amount, $65 billion has been 
allocated for the transmission of clean energy and improvements to the nation's 
electrical infrastructure. In the U.S., utility-scale clean power is expected to increase 
by 525 to 550 GW by 2030, according to projections. 

There are numerous other drivers of significant growth worth noting, including: 

• The desire for greater energy security and energy independence in the U.S. - 
this involves both national security concerns and economic motivations such as 
reducing volatility from exposure to energy price fluctuations and creating jobs 
in the U.S. renewables sector. It also reflects the desire to re-domesticate the 
production of energy equipment and reduce the dual vulnerabilities the country 
faces to Russian and Middle Eastern oil and gas and Chinese production of 
most of the world's polysilicon and PV solar panels. Building domestic 
manufacturing capacity for renewable energy equipment would ensure the 
security of industrial supply chains, reduce dependency on China for critical 
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products and materials, and enhance job opportunities and living standards for 
working class Americans. 

• Increasing demand for energy overall - especially as the U.S. seeks to 
decarbonise industry and electrify transportation and other sectors of the 
economy. Rising energy demand over the next few years could compound 
already existing supply chain limitations and interconnection bottlenecks, which 
may cause prices to rise and could extend project timelines on average, but 
these are short-term problems that are already sorting themselves out. 

• Societal concerns about climate change - concerns about more frequent and 
increasingly severe natural disasters, and the desire to save the planet for future 
generations, spurred the Biden Administration to rejoin the Paris Climate Accord 
and reinforced global commitments to achieve net-zero by 2050. 

• Steadily declining costs of installing solar and onshore wind generation - which 
on a combined basis, have decreased by over 70% in the last decade (even 
before the recent trio of relevant legislation was passed), despite supply chain 
and import tariff issues of recent years, have led to greater cost competitiveness 
for renewables. While supply chain challenges may lead to higher renewable 
energy costs in the short term, renewable generation like solar and wind will 
likely persist as the cheapest energy sources. With inflation high and the war in 
Ukraine continuing, fuel costs for conventional generation have been rising 
faster than renewable costs. Meanwhile, a virtuous cycle of increased 
investment in solar and other technologies is driving more innovation, which in 
turn further drives down costs and attracts more investment. 

• The size and relative under-penetration of the U.S. renewables market versus 
its peers in the UK and Europe - the U.S. power market is 12 times the size of 
the UK power market and 1.3 times the size of the European power market. 
This creates abundant opportunities for RNEW. The U.S. needs to install at 
least 40-60 GW (estimates vary) of wind and solar capacity each year to 
achieve its carbon reduction goals by 2050. 

It should be noted that these structural forces are not political in nature and should 
prevail irrespective of the political administration in the U.S. Twenty-two states and 
the District of Columbia are aiming towards carbon-free power or 100% renewable 
energy by the year 2050, frequently through mandates and incentives for clean and 
renewable energy. State incentives tend to cross party lines. In the race to construct 
more renewable capacity, so-called "red" or conservative states are among the 
front-runners, with Texas exceeding New York and California combined in terms of 
onshore wind and solar capacity. States like Texas, Wyoming, and Montana stand 
to gain significantly from IRA spending, and create many new jobs. 

Despite all these growth drivers and incentives, there are still problems preventing 
the U.S. renewables market from expanding more quickly. Three of the largest 
market obstacles at the moment are trade policy issues, permitting complications 
and delays, and transmission and interconnection constraints. According to 
estimates, the U.S. must build 60% more transmission lines by 2050 in order to 
achieve its carbon reduction targets. Furthermore, in order for the nation to swiftly 
construct enough power lines and sustainable energy infrastructure, permitting 
bottlenecks must be resolved. Regarding customs and tariff issues, a ruling in an 
important trade case in early December 2022 reinvigorated fears that trade policy 
could disrupt the U.S. solar industry. Tariffs on solar modules manufactured by 
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certain Chinese companies may resume in 2024 and it is unlikely that U.S. 
manufacturing capacity will be sufficient by that time to totally satisfy U.S. demand 
for solar modules. Other negative forces include a) higher interest rates making 
financing more expensive and harder to secure and b) IRA standards like worker 
training, competitive wages and domestic component requirements, which may 
slow progress toward building a new supply chain in the short term. 

However, the net effect of all of these drivers, positive and negative, is that RNEW 
should benefit from significant, long-term, structural tailwinds that are poised to 
supercharge the U.S. renewables market in the coming decade and beyond. 

. . . . . . . . . . . 

Simon Hogan, chairman, HydrogenOne Capital Growth– 04 April 
2023 
In the Sustainable Development Scenario of the International Energy Agency, which 
models future energy systems consistent with delivery of the 2016 Paris Agreement, 
clean hydrogen supply is expected to grow from 0.36 million tonnes per annum 
("mtpa") in 2019 to up to 7.92 mtpa in 2030. A 200x increase in clean hydrogen 
supply is anticipated from 2019 to 2030, and 500x to 2050, as the scale-up of 
renewable power alongside the phase-out of fossil fuels takes effect. Under the Net 
Zero Scenario of the International Energy Agency, 2050 demand for clean hydrogen 
could exceed 600 mtpa by 2050 and over 20% of final energy demand. 

Delivering this pathway will require significant and sustained investment and policy 
support for clean hydrogen and strong growth in the supply chains behind it. The 
Investment Adviser believes that clean hydrogen supply could reach in excess of 
200 mpta by 2050, representing over US$1 trillion in annual sales by 2040 and 
potentially US$2.5 trillion in 2050 

At the end of 2022, the Investment Adviser identified an Investible Universe of over 
£23 billion in Private Hydrogen Assets, in operational companies and hydrogen 
projects. This large and distinctive opportunity set has only continued to grow, with 
over 200 Private Hydrogen Assets opportunities now identified, compared to 120 at 
the time of the 2021 IPO, and the sizes of potential investments has also increased. 
The Investment Adviser believes that the Investible Universe represents less than 
25% of the total worldwide hydrogen opportunities and represents a 'long list' of 
potential investments for the Company that have been reviewed by the Investment 
Adviser. 

The Investment Adviser continues to monitor the development of the green 
hydrogen production sector. 

Some 240 projects, totalling 0.8 GW electrolyser capacity and c. 120 tonnes per 
year of hydrogen output, are online globally today, the capacity of which is dwarfed 
by the development pipeline of new projects. 

At the end of 2022, there were c. 620 projects planned in this decade costing c. 
US$3 trillion globally. From this, about 60 projects totalling 6GW are currently under 
development, incurring significant third-party spend such as Front-End Engineering 
Design ("FEED"), or undergoing construction having taken final investment 
decision, and could cost over US$13 billion to build. These projects should consume 
28 GWh/year of power, produce 840k tonnes/year of green hydrogen and result in 
7.2 million tonnes of CO2 per year of avoided GHG emission. 

https://quoteddata.com/company/hydrogenone-capital-growth-hgen/
https://quoteddata.com/company/hydrogenone-capital-growth-hgen/
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The other 560 projects, totalling 1,230 GW of power input, are at an earlier stage, 
and could ultimately cost over US$2.5 trillion. These could add 470 tonnes per day 
of clean hydrogen by 2030 and offset over 1.4 trillion tonnes of CO2 per year. 

. . . . . . . . . . . 

Managers, Downing Renewables & Infrastructure– 03 April 2023 
Demand for electricity worldwide continued to be resilient in 2022, despite the global 
energy crisis caused by Russia's invasion of Ukraine. According to the International 
Energy Agency ("IEA"), global electricity demand grew by 2% in 2022. The 
electrification of transport and heating sectors continued to accelerate, with record 
numbers of Electric Vehicles and heat pumps sold in 2022. However, the 
unprecedented energy prices in 2022 contributed to a rise in inflation, with the 
economic slowdowns and high electricity prices stifling growth in electricity demand 
in most regions of the world. 

According to IEA, Renewables and nuclear energy is expected to dominate the 
growth of global electricity supply over the next three years, together meeting on 
average more than 90% of the additional demand. The share of renewables in the 
global power generation mix is forecast to rise from 29% in 2022 to 35% in 2025.  

As a result of Russia's invasion of Ukraine, combined with other factors such as 
droughts across Europe (impacting hydro generation) and low nuclear generation 
due to closures and unavailabilities, the European Union saw in 2022 the highest 
absolute growth in power generation emissions since 2003 (excluding the 2021 
post-pandemic rebound). The setback in the European Union is expected to be 
temporary, however, as power generation emissions are expected to decrease on 
average by about 10% annually through 2025. In order to reduce reliance on fossil 
fuels and to increase resilience to price shocks, the European Commission 
published its REPowerEU plan in May 2022 to accelerate clean energy deployment. 

In 2022, Europe experienced the most pronounced increase in wholesale electricity 
prices, where they were, on average, more than twice as high as in 2021. The 
exceptionally mild winter so far in 2022/23 in Europe helped temper wholesale 
electricity prices, but the prices remain high compared with recent years and there 
are risks of continued tight supply in Europe for the winter 2023/24.   

. . . . . . . . . . . 

Environmental  

(compare renewable energy funds here) 

John Scott, chairman, Impax Environmental markets – 31 March 
2023 
After the macro-economic and geopolitical challenges of the past year, I am hopeful 
that 2023 will provide a more encouraging backdrop for environmental markets 
generally. While there appears to be no immediate prospect of the war in Ukraine 
coming to an end, we are adapting to the supply and price shocks it has created. 
High energy prices and energy security considerations have strengthened the case 
for investment in alternative sources and accelerated the net-zero transition. 

https://quoteddata.com/company/downing-renewables-infrastructure-dore/
https://quoteddata.com/company/downing-renewables-infrastructure-dore/
https://quoteddata.com/sector/investment-companies/specialist-funds/environmental/
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Geopolitical tensions make that transition less smooth than might otherwise have 
been the case. COP27 demonstrated the difficulty of maintaining momentum in 
global policy in the context of intense geopolitical rivalry and wars, both actual and 
(dis)informational. For the time being, we are seeing the regionalisation of climate 
policy, with progress in some parts of the world being at odds with foot dragging (or 
worse) in others. The Inflation Reduction Act in the US and REPowerEU in Europe 
show how progress at the regional and country level can maintain the overall 
momentum in environmental policy. 

. . . . . . . . . . . 

Bruce Jenkyn-Jones, Impax Environmental Markets – 03 April 
2023 
Energy and climate 

The Russian invasion of Ukraine, and its subsequent use of energy exports as a 
weapon against the West, upended energy markets in 2022 and created wider 
economic disruption with dramatic increases in energy prices generating a 
significant reaction from consuming countries. With widespread concerns of 
recession across Europe, prompt action by the EU in particular - both by increasing 
the supply of natural gas from other sources and influencing demand - along with a 
relatively warm winter, has enabled sufficient gas to be stored in Europe, allowing 
power and gas prices to retreat from their August highs. 

The response is also triggering a faster transition away from fossil fuels. The 
International Energy Agency said the energy crisis is driving "a sharp acceleration" 
in the installation of renewables; and has increased its five‑year forecast by 30% 
over the last year as energy security concerns have prompted governments to 
increase policy support for renewables. 

Specifically, the EU's REPowerEU package directs funding to increase renewable 
energy generation, raises the bloc's energy efficiency target and sets ambitious 
goals for hydrogen production. In addition, the EU has tightened the emission 
reduction targets in its 'Fit for 55' package, phasing out free allowances more 
quickly, and creating a social climate fund to support vulnerable households and 
small businesses. 

The EU is also pursuing measures to ensure that its climate policy does not simply 
export its greenhouse gas emissions to countries without equivalent costs on 
carbon. From October 2023, it will begin introducing its Carbon Border Adjustment 
Mechanism, which will require exporters of carbon-intensive commodities such as 
iron and steel, cement, fertilisers and aluminium to either buy EU carbon allowances 
or demonstrate they have paid a carbon price domestically.6 While this is a 
contentious application of carbon pricing to international trade, we would expect 
that, over time, it will encourage tighter climate policy within exporting countries. 

Across the Atlantic, the US Inflation Reduction Act - so named to win the crucial 
casting vote of conservative Democratic Senator Joe Manchin - provided an 
unexpected boost to the clean energy agenda. Manchin's support revived a version 
of President Biden's Build Back Better legislation which, while considerably smaller 
in dollar terms than the original proposal, still represents the largest financial 
commitment to addressing climate change in any individual policy yet crafted. It 
provides US$369 billion in a balanced package of clean energy, electric vehicle and 

https://quoteddata.com/company/e0gbr01r9f/
https://quoteddata.com/company/e0gbr01r9f/
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clean technology tax incentives and subsidies, including support for domestic 
manufacturing. These measures will get the US close to the 40% reduction in 
greenhouse gas emissions by 2030 that the Biden administration committed to 
when it re-joined the Paris Agreement.  

Despite these positive developments, the world is still on course to exceed the Paris 
Agreement's less‑ambitious goal of holding warming below 2°C - let alone stay 
below the preferred 1.5°C threshold. Current policies around the world would lead 
to a range of 2.2°C to 3.4°C of warming by the end of the century, according to 
Climate Action Tracker. While this is a sobering observation, the implication that 
governments are likely to take further policy action to promote the transition to net 
zero should support our investments that are exposed to this theme. More 
investment will also be needed in adaptation to the effects of climate change. 

Within climate and energy, we favour energy efficiency names rather than 
renewable energy generators. The latter continue to face obstacles to growth, 
particularly around planning and permitting, and the sub-sector continues to face 
uncertainties around the exact shape of regulatory intervention in energy markets. 
Energy efficiency, however, tends to be a more straightforward investment 
proposition driven, as it is, by simple economics. These become much more 
compelling when energy prices are high. 

Biodiversity and sustainable food production 

While the UN climate talks may have underwhelmed in 2022, a breakthrough 
international agreement was reached on biodiversity at the end of the year. At 
COP15 of the Convention on Biological Diversity in Montreal, a Global Biodiversity 
Framework ("GBF") was agreed, setting important targets for the protection of 
nature by 2030 and pledges for US$30 billion/year in financing for biodiversity 
protection in poor countries by that date. Important targets in the GBF include a goal 
of protecting 30% of land and oceans, cutting nutrient pollution and overall risks 
from pesticides and toxic chemicals by half by 2030. 

Agreement on an ambitious GBF, which hung in the balance over two years of 
negotiations, coincides with growing concerns about biodiversity loss and rising 
interest among companies and investors in reducing their impacts and 
dependencies on nature. 

Many of the themes pursued by IEM help to reduce pressures on biodiversity, 
caused by drivers such as land-use change, overexploitation of organisms, climate 
change, pollution and invasive non-native species. For example, solutions around 
food waste reduction, plant-based proteins, alternative feeds to soy, resource 
efficiency and circularity help to reduce pressures on tropical forests. Alternative 
animal feeds and sustainable aquaculture can help to address overexploitation of 
species, while our clean energy and energy efficiency picks help to address climate 
change, which puts stress on biodiversity. 

The Company's investments in water treatment, pollution control and testing all 
contribute to efforts to reduce run-off and pollutants that harm nature, while its 
investments in companies which recycle and treat plastics can help reduce 
pressures on marine biodiversity, in particular.  

Biodiversity loss, climate change and food production are intimately linked, and the 
three themes were prominently addressed at COP27. At the climate talks, food 
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security was "a fundamental priority", highlighted on the summit's cover decision for 
the first time, alongside protecting nature and water. At the talks, the UN Food and 
Agricultural Organization committed to developing a net-zero, nature positive 
roadmap for the sector, which accounts for around one-fifth of global emissions. 
IEM's investments in sustainable food and agriculture are well-positioned to help 
deliver against such a roadmap. 

Equity markets have had a volatile start to 2023, with early strength reversed in 
March by the sudden collapse of Silicon Valley Bank in the US and forced takeover 
of Credit Suisse by UBS in Europe. Fears of a new credit crisis have driven material 
underperformance of small and mid-cap markets vs MSCI ACWI overall. With this 
backdrop, the recent focus has been on economically defensive sectors and 
business models and on companies with strong balance sheets, which are well 
placed to weather these near-term challenges. 
Notwithstanding the above, with a medium-term perspective we believe that 
companies providing innovative solutions to environmental challenges will continue 
to thrive and experience superior growth relative to the global economy. Continued 
strong policy support, energy price volatility and a renewed focus on energy security 
are supportive of opportunities across a wide range of environmental markets.  

. . . . . . . . . . . 

Property 

(compare UK property funds here, here, here, here, here, here and here) 

Tony Roper, chairman of abrdn European Logistics Income: 
Rising construction and financing costs and an uncertain economic landscape will 
likely exacerbate an already delayed construction pipeline as we expect 
construction activity to continue to weaken this year, with inflationary pressures 
being felt throughout the supply chain. 

This lack of new development, which is typically more sustainable, energy-efficient 
buildings, and the delay in refurbishment projects transforming older stock will put 
further pressure on occupiers who are increasingly seeking best-in-class space, 
especially as corporate ESG strategies increasingly restrict the leasing of buildings 
that are not green certified. 

If the indicators suggesting inflation is nearing its peak across the eurozone are 
borne out, there is likely to be a recovery in values in 2024, especially if interest 
rates follow consensus forecasts in heading back down towards 2%. Certainly there 
is evidence that investors are already looking at opportunities once again in the 
market, and this should offer more positive momentum later in the year. Whilst we 
will continue to screen for new acquisitions, our core focus for the coming year will 
be on optimising the current portfolio in terms of both occupancy and earnings 
growth. We retain a strong conviction in our investment strategy and during this 
period of inflationary pressure, the company's indexation characteristics should 
provide a level of inflation protection alongside our attractive dividend yield. 

. . . . . . . . . . . 

 

https://quoteddata.com/sector/investment-companies/property/property-uk-commercial/
https://quoteddata.com/sector/investment-companies/property/property-europe/
https://quoteddata.com/sector/investment-companies/property/property-rest-of-world/
https://quoteddata.com/sector/investment-companies/property/property-securities/
https://quoteddata.com/sector/investment-companies/property/property-uk-healthcare/
https://quoteddata.com/sector/investment-companies/property/property-uk-logistics/
https://quoteddata.com/sector/investment-companies/property/property-uk-residential/
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Matthew Howard, fund manager of CT Property Trust: 
Following the rapid repricing of real estate in the second half of 2022, the early part 
of 2023 has shown a stabilisation in yields for some property sub sectors. 
Industrial/logistics property and retail warehousing in particular is attracting renewed 
investor interest. There were early signs in December that the market was emerging 
from a period of ‘pricing discovery’ with an uptick in investment activity following the 
relative market paralysis between September to November. These cautious steps 
have continued into the first quarter with investment activity gathering pace as we 
head into the spring. Increasing confidence in real estate pricing has been 
supported by the stability in 10-year UK government bonds, which over the past five 
months have trended around the 3.5% level (having peaked at 4.6% in September) 
meaning the pricing margin to UK real estate is closer to the generally accepted 
long term risk premia. 

As such, yields for resilient assets and sectors have seen some marginal 
appreciation since the start of the year suggesting that the worst is behind us for 
‘relevant’ real estate. This is reflected in the capital return of our industrial and retail 
warehouses (representing 77.9% by value of the portfolio), which were +0.8% and 
+2.5% respectively. We also saw a small rebound of +0.7% in our high street assets, 
a sector that has been largely repriced in recent years and offers an attractive 
income return for the portfolio. As always, the markets remain nuanced. Prime 
offices, of high quality, strong amenity and ESG credentials have seen some value 
stabilisation, but we expect values for offices of a quality below the best-in-class to 
remain under pressure owing to the ongoing uncertainties and structural risk 
repricing for this property segment. Our offices saw capital loss of -1.6% over the 
period. 

The MSCI monthly data indicates that All-Property capital values moved -1.2% at a 
market level for Q1 2023. This may reflect a degree of overhang from Q4, with 
March showing positive capital movements on a monthly basis for the first time since 
June 2022. The quarterly data, which reflects a larger pool of funds, will be released 
in a few weeks. 

In context of the recent economic backdrop, we have spoken much of the continued 
positive news within the occupational markets. At a market level, we saw rental 
growth within the logistics market in excess of 10% over 2022, with vacancy rates 
remaining at near record lows nationally. Trading within retail warehouses now 
exceeds that of pre-pandemic levels and, as a format, is attractive to retailers as 
part of omni channel sales strategies, a trend which has caused a headache for 
shopping centres and high street assets. 

Our investment strategy to focus on resilient locations, smaller assets and active 
management will be key to our performance as markets continue to adopt a cautious 
view of the year ahead. Occupiers, although proving resilient, are still navigating 
inflationary pressures and the full effects of consumer credit squeeze are perhaps 
yet to be completely felt. Against this backdrop, we remain confident in our 
conviction position to industrial and retail warehousing and the prospects for 
portfolio income and capital growth in the near term. 

. . . . . . . . . . . 
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Jason Baggaley, investment manager of abrdn Property Income 
Trust: 
Given the magnitude and speed of correction we have seen in sectors including 
supermarkets, industrial and logistics, and long duration income more generally, we 
believe that the market pricing for these areas of UK real estate will find a floor much 
quicker than we have seen in previous cycles. As such, our outlook, and forecasts 
for these areas of the market have improved materially, given the size of the 
corrections experienced. 

Following the poor reception to the mini budget in September 2022 longer term 
yields may have peaked in early 2023 and could reduce by year end if inflation falls 
as predicted. Lower yields, and in particular forward swap rates, will make utilising 
debt more accretive again and will likely increase investment volumes as debt 
backed buyers re-enter the market. 

It is never easy to call the bottom of a market cycle, however it appears that the 
industrial sector may be bottoming out about now, with offices and retail values 
having further to fall. The rapid repricing of the UK market means that the 
prospective returns from today’s levels look more attractive, along with the likely 
improvement of the yield premium of growth assets over gilts as the year develops. 
abrdn forecasts a market return of 4.3% over the 3 years from April 2023. 

The outlook is positive for the industrial sector and particularly for better quality 
assets in strong locations, as both occupiers and investors narrow their focus on 
best-in-class assets. The size and speed of value correction in 2022 means the 
sector now looks better value relative to other real estate sectors and indeed, other 
asset classes. The sector continues to benefit from structural tailwinds and a 
positive supply/demand dynamic, with the UK wide vacancy rate remaining near 
historic lows and new supply levels likely to remain muted due to higher 
development costs. Whilst we anticipate the industrial vacancy rate to move higher 
this year, largely as a result of a weaker economic backdrop, we expect 
occupational demand to remain robust as the advent of ‘onshoring’ and continued 
demand for e-commerce supports demand for good quality accommodation. As a 
result, further rental value growth is expected and is likely to drive performance in 
the medium term. There is the prospect for capital value growth for best-in-class 
assets, as investors once again compete for good quality industrial accommodation 
with strong occupational fundamentals. 

The office sector continues to face real structural headwinds as working habits 
remain altered following the COVID-19 pandemic. Indeed, the bifurcation between 
best-in-class and secondary office space is acutely evident, becoming even more 
entrenched during 2022. Secondary office accommodation is at risk of 
obsolescence and asset stranding, while the capital requirements to ensure assets 
meet minimum ESG standards is unlikely to lead to positive returns. 

The office sector did not reprice as much as many other UK property sectors in 
2022, predominantly due to limited transactional evidence. However, we expect 
further pricing discovery to emerge over the course of 2023 and for secondary 
accommodation, this is likely to result in large downward revisions to valuations. 
Supply of truly best-in-class office space remains extremely limited across the UK 
which will provide more support for pricing and tenant demand. 
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Performance within the retail sector is expected to remain polarised in 2023. 
Consumer spending habits will be driven by consumer cost considerations and as 
such, non-discretionary led retailing is expected to be best placed. 

Following a period of repricing in 2022, the retail warehouse sector is garnering 
more interest from investors, particularly for food anchored schemes with a discount 
orientated line-up which will be more insulated from any slowdown in consumer 
spending. Equally, the supermarket sector now looks attractive following a broad re-
pricing last year, but the sector will not be immune to increasingly price sensitive 
consumers, with supermarket operators adapting to changes in consumer 
behaviour. A divergence in performance between the supermarket operators is 
already evident and as such, a focus on the quality of the underlying real estate will 
remain crucial. 

The outlook for 2023 feels a lot more positive than it did at the end of 2022. Tenant 
demand remains resilient for good quality accommodation, and the impact of high 
interest rates and gilt yields seems to be easing, although recent turmoil in the 
banking sector is a timely reminder that risks still remain. If the UK can experience 
some political stability and a soft landing, then it feels as though real estate is well 
placed to benefit following the short sharp correction of 2022. 

. . . . . . . . . . . 

Richard Kirby, fund manager of Balanced Commercial Property 
Trust: 
Inflationary pressures and the cost of debt are easing, gilt and swap markets have 
settled, and the Bank of England has signalled that their forecast for growth for 2023 
is less negative than previously feared. There is therefore an expectation that the 
real estate market will move to a recovery phase in the second half of 2023 although 
the impact of credit tightening from the recent banking market volatility has created 
further uncertainty. 

As capital growth returns, the diversification of the Company’s portfolio offers both 
a steady footing alongside growth potential. We expect continued recovery at St 
Christopher’s Place to be a bedrock of returns. The industrial and retail warehousing 
sectors – which account for over 40 per cent of the portfolio – have been oversold 
but retain a strong performance outlook founded on their critical role in UK business 
and consumer infrastructure. Much has been made of the uncertain outlook for the 
offices sector, but the portfolio is aligned towards prime assets that continue to 
deliver occupier demand. The portfolio is therefore aligned to continue to deliver 
capital outperformance, founded on the portfolio’s prime nature that will benefit from 
a flight to quality. 

Income is the driver of real estate returns in the long run. Across the sectors, the 
occupational markets have been relatively resilient. The Company’s portfolio is 
generating an attractive yield premium at a time when income will dominate totals 
returns. The portfolio offers strong reversionary rental potential alongside ample 
opportunity for delivery of this income upside. Maintaining a low vacancy and 
exploiting lease events to crystallise rental uplifts will be of paramount importance 
in generating a stable and growing income stream, alongside capital appreciation. 

. . . . . . . . . . . 
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Ken McCullagh, chairman of UK Commercial Property REIT: 
2022 was a year dominated by inflationary pressures. The monetary policy 
tightening phase, which began in earnest to tame inflation, saw interest rates 
increasing across all major economies. Whilst it appears that we are now past peak 
inflation globally, 2023 is likely to be another year dominated by inflation and more 
importantly for real estate, by the interest rate policy of central banks. 

Looking forward, and despite the poor performance in 2022, the outlook is more 
positive for the industrial sector where the Company has a weighting of 59.1%. The 
size and speed of capital value correction in 2022 means the sector now looks better 
value relative to other real estate sectors. The sector continues to benefit from 
structural tailwinds and a positive supply/demand dynamic, with the UK-wide 
vacancy rate at 3.3%, (according to CoStar), a near historic low. 

Overall, we expect a recovery in UK real estate performance in 2023. The pace of 
repricing for UK real estate in 2022 means opportunities will arise over the course 
of 2023, particularly as the path of monetary policy turns more accommodative. 
Those sectors that benefit from longer-term growth drivers, such as the industrial 
and living sectors, will see greater demand return, attracted by re-based yields and 
rental value growth prospects. We believe that market pricing for these areas of UK 
real estate is finding a floor more quickly than we have seen in previous cycles. As 
such, our outlook, and forecasts for these areas of the market, have improved 
materially. Inflationary pressures are expected to moderate as we move through 
2023, with the BoE likely to commence its base rate cutting cycle in the latter part 
of the year which will provide a more supportive backdrop for real estate pricing. 

. . . . . . . . . . . 
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