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) Month in brief

- Sterling rallied and
government borrowing
costs fell after Rishi Sunak
was appointed as the new
UK Prime Minister

- The IMF welcomed the
reversal of the infamous
mini-budget as the UK
saw inflation rise again in
September

- US inflation was down
but Eurozone inflation hit
another record high of 10.7%
in October

- Asian markets struggled as
Japanese Yen hit a 30-year
low and Chinese equities
suffered big losses
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Liz Truss’ tenure as UK Prime Minister lasted a mere 44
days before her resignation on 20 October. Rishi Sunak
was confirmed as her replacement and markets seemed to
welcome the U-turn on the mini-budget policies, signalling
an end to the enormous uncertainty that had plagued
markets in the previous weeks.

Long-dated government bond yields fell
from 4.0% to 3.8% over October having
risen to 5.2% mid-month.

Many pension schemes had to reduce
their interest rate and inflation hedging
at the peak in yields and suffered

losses when they fell back. The total
impact that this had on pension scheme
funding levels is currently unknown.

The IMF - who had condemned the
infamous mini-budget - were quick to
praise its unwinding as a “commitment
to financial discipline” from the UK
Government. Sterling finished the month
in positive territory, rising to $1.15.

The UK economy remains far from a
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sure footing however. The Consumer
Prices Index rose again in September
to reach 10.1% with rising food prices
driving further increases in the month.
UK house prices fell for the first time in
over a year in October - a further sign of
looming economic slowdown. Despite
this, longer term inflation expectations
fell. In early November, the Monetary
Policy voted to raise interest rates by
0.75% which was largely in line with
expectations.

The Federal Reserve also raised interest
rates by 0.75% in the US for the fourth
consecutive meeting. US CPI was down
0.2% in September to 8.3% but concerns
lingered around the slowdown of the US

UK corporate bonds were the strongest performer over the month
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economy as it was reported that the US labour market grew  October was a mixed month for major asset class

at its slowest rate since April 2021 over September. performance. Developed equities performed well but a
struggling Chinese market hindered emerging markets.
UK corporate bonds were boosted by falling borrowing
costs and stronger Sterling. Index-linked gilts significantly
underperformed fixed interest gilts due to falling longer
term inflation expectations.

Elsewhere, Eurozone inflation reached another record
high in October of 10.7% prompting speculation that the
European Central Bank would raise interest rates by 0.75%
for the third time in six weeks when the Governing Council
meets again at the beginning of December.

UK DB Pension Scheme funding levels were highly volatile
again in October. Despite this, long-term liabilities ended the
month slightly down on where they started and flat returns
from growth assets saw the aggregate funding level on a
low risk basis rise modestly to 104%.

In Asian markets, the Bank of Japan resisted raising its
interest rate from -0.1% despite the growing weakness of
Japanese Yen. The Chinese stock market reacted negatively
to the reappointment of President Xi Jinping who has
championed a zero-covid policy in the country which
investors fear could continue to hinder growth.
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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,
5.1% 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 Gabriel McKeown.
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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.
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