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A turbulent start to 2022
N Month in brief for investment markets

- US equities suffered their

worst month since the Investment markets saw large, volatile, movements
beginning of the pandemic throughout January as investors grew concerned about
and many stocks frequently various challenges global economies and markets face.
experienced wild intra-day . . . . .
price swings Snowballing inflation levels have necessitated preparations

- UK gilt yields continued to by central banks to tighten monetary policy at a faster pace
rise sharply than previously thought.

- The Bank of England US equities suffered their worst Investors have seen a marked shift in
announced on 2 February month since the beginning of the tone from the US Federal Reserve (‘the
that it was increasing pandemic; the S&P 500 and the Fed’), which has become increasingly
interest rates from 0.25% tech-heavy Nasdaq fell 5.3% and 9%, hawkish on inflation. At its January
to 0.5% respectively, which would have been meeting, Jay Powell, chair of the Fed,

worse if not for a strong equity up-tick strongly indicated that it is planning
during the last couple of days of the to start the rate rising cycle in March.
month. Many stocks experienced He also confirmed it will now finish
wild intra-day price swings and the its bond-buying programme in early
sell-off was particularly prominent March. The speed of this bond-buying
in technology and growth stocks, wind-down and his refusal to rule out a
where valuations have long been more aggressive string of interest rate
considered stretched, although broader rises surprised investors. Markets are
sectors were not immune. Companies now pricing in almost five US interest
such as Netflix, Spotify and Tesla all rate hikes in 2022 compared to three
experienced double-digit price falls previously. Higher interest rates reduce
over the month. UK equities, where the value that investors place on future
valuations have been significantly earnings which can affect equities, as
lower, generally fared better. well as bond markets.

Emerging market equities were the strongest performer over the month
One Month to 31 January 2022

Global equities -3.9%
UK equities -0.3%
Emerging market equities 0.6%
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Geopolitical tensions, particularly in Europe, also weighed
on market sentiment. The West remains in a stand-off with
Russia, who appear to be using the threat of an invasion
of Ukraine to achieve a series of ‘security guarantees’.

The outcome of this situation remains uncertain and

could have significant repercussions for the world, both
politically and economically.

The credit spreads of corporate bonds widened, reflecting
a perceived increased risk of default. Coupled with the rise
seen in gilt yields, this led to a tough month for investment
grade and high yield corporate bonds.

GDP data released in January for the UK showed that the
economy surpassed its pre-pandemic level for the first
time in November. Whilst growth globally continues to be

strong, there remains signs that it is slowing. The continued
spread of Omicron globally is likely to be one of the factors
contributing to this slowdown, although the impact will be
more limited in countries with high vaccination rates.

UK gilt yields continued a remarkable increase seen since
early December as investors shifted their expectations
around the policy action required to tackle inflation. The 20-
year gilt yield ended the month 0.6%pa higher than it was
at its lowest point in December 2021. The Bank of England
increased interest rates at its February announcement from
0.25% to 0.5%. CPI hit 5.4% in the UK in December.

The estimated aggregate funding position of UK DB pension
schemes, on a long-term basis, whipsawed over January,
but ended modestly higher as a result of higher gilt yields.
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The charts above are based on data from The Pensions Regulator, the PPF 7800 Index and the XPS data pool. The assumptions used in the UK:DB long-term
target basis include a discount interest rate of gilt yields plus 0.5%. The assumed asset allocation is 16.9% equities, 20.0% corporate bonds, 6.9% multi-asset,
51% property, 3.8% private markets and 47.3% in liability driven investment (LDI) with the LDI overlay providing a 60% hedge on inflation and interest rates.

To discuss any of the issues covered in this edition, please get in touch with Felix Currell.

Felix Currell
Senior Investment Consultant

01483 330 134

felix.currell@xpsgroup.com

Alternatively, please speak to your usual XPS Investment contact.
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Important information: Please note the information and opinions expressed herein do not take into account the circumstances of individual pension
funds and accordingly may not be representative of the circumstances affecting your fund. This note, and the work undertaken to produce it,

is compliant with TAS 100, set by the Financial Reporting Council. No other TASs apply. The note has been written on the basis that decisions will not
be based on its contents. Appropriate advice should be obtained before any decisions are made. The information expressed is provided in good faith
and has been prepared using sources considered to be reasonable and appropriate. While information from third parties is believed to be reliable,

no representations, guarantees or warranties are made as to the accuracy of information presented, and no responsibility or liability can be accepted
for any error, omission or inaccuracy in respect of this. This document may also include our views and expectations, which cannot be taken as fact.
The value of investments and the income from them can go down as well as up as a result of market and currency fluctuations and investors may
not get back the amount invested. Past performance is not necessarily a guide to future returns. The views set out in this document are intentionally
broad market views and are not intended to constitute investment advice as they do not take into account any client’s particular circumstances.
Please note that all material produced by XPS Investments is directed at, and intended solely for the consideration of, professional clients within
the meaning of the Financial Services and Markets Act 2000 (FSMA). Retail or other clients must not place any reliance upon the contents.

This document should not be distributed to any third parties and is not intended to, and must not be, relied upon by them. Unauthorised copying

of this document is prohibited.

© XPS Pensions Consulting Limited, Registered No. 2459442, XPS Investment Limited, Registered No. 6242672. XPS Pensions Limited, Registered No. 3842603. XPS Administration
Limited, Registered No. 9428346. XPS Pensions (RL) Limited, Registered No. 5817049. XPS Pensions (Trigon) Limited, Registered No. 12085392. All registered at: Phoenix House,

1 Station Hill, Reading, RG1INB. XPS Investment Limited is authorised and regulated by the Financial Conduct Authority for investment and general insurance business (FCA Register
No. 528774). XPS Investment Limited is authorised and regulated by the Financial Conduct Authority for investment and general insurance business (FCA Register No. 528774).

Xpsgroup.com


https://www.xpsgroup.com/
https://www.xpsgroup.com/services/xps-investment/

