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Global equities performed well but the UK and emerging
markets struggled
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possibility that the Federal Reserve will vote to reduce
rates at its March meeting.

UK interest rates were held at 5.25% in early February
and the UK Consumer Prices Index now stands at 4.0%
compared to its peak of 11.1% in October 2022. The Bank
of England cautioned that more evidence is needed to
demonstrate that inflation will continue to fall before
interest rate cuts would be seriously considered. However
for the first time since 2020, a member of the Monetary
Policy Committee voted for a cut in interest rates at the
February meeting.

During January long term gilt yields rose sharply as
investors curbed their optimism over the potential for
significant interest rate cuts in the UK over 2024. This
resulted in fixed interest and index linked gilts performing
poorly and the recent volatility in gilt markets is expected
to persist as the pace at which interest rates may start to
come down remains uncertain.

Aggregate UK DB pension scheme funding on a low-risk
basis rose over the month as rising gilt yields reduced
liabilities by more than assets. The sharp improvement in
funding over January largely offset the deterioration seen
over the fourth quarter of 2023.
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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 Joe Howley.
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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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