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Month in brief

- Equity markets were
volatile over the period,
finishing the month with
negative returns

- The US and China signhed
‘phase one’ of their trade
deal, but US tensions
with Iran heightened

- The funding level of a
typical scheme would
have decreased owing
to material falls in
government bond yields
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Bringing you our market round-up and the latest news affecting

UK pension scheme investments

An eventful month to start

the year

The year began with a dramatic
escalation of already heightened
tensions between the US and Iran, after
the US carried out a targeted military

attack on a high ranking Iranian general.

However, a muted Iranian response
and de-escalatory rhetoric provided
much needed reassurance for markets.
Equities suffered a momentary blip
before rising to a peak in mid-January,
only to then fall off materially by the
end of the month.

The German industrial slump
deepened, and figures released
revealed that China’s GDP grew

at its slowest rate since 1990 in
2019, underperforming analysts’
expectations. These fears were
compounded by the uncertainty
surrounding the severity of
coronavirus, and its potential impact
on a slowing Chinese economy,
and other countries globally. Oil
prices fell over concerns around
the knock-on effects that this could
have on oil demand.
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This negative sentiment outweighed
the relief offered after the US and
China announced that they had signed
‘phase one’ of their trade deal. The
agreement leaves the vast majority

of current US tariffs on $360bn of
Chinese goods in place, but puts an
indefinite hold on future additional
tariffs being levied on Chinese goods.
Tensions surrounding US and EU trade
were also lifted after Trump vowed to
press ahead with trade talks in order to
reach a trade deal with the EU before
November’s presidential election.

The UK formally left the EU on 31
January. Attentions will now turn to the
trade negotiations that will decide the
UK'’s future relationship with the bloc.
UK inflation fell to its lowest level in more
than 3 years, and retail figures showed a
continued contraction over December.
The Bank of England kept interest rates
unchanged and indicated its central
expectation of economic improvement,
but if this fails to materialise, a rate cut
may be required to support inflation.

Index linked gilts were the strongest performer over the month
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Government bond yields fell materially over the month pushing liability values up. Any asset growth was primarily
attributable to liability hedging. This would have resulted in a decrease in the funding level of a typical scheme over
the period.
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The typical scheme used has an assumed asset allocation of 27% equities, 34% corporate bonds, 11.6% multi-asset, 4.8% property and 25% in liability driven
investment (LDI) with the LDI overlay providing a 50% hedge on inflation and interest rates. This example scheme was 80% funded in 2015.

To discuss any of the issues covered in this edition, please get in touch with Sarita Gosrani.
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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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of this document is prohibited.
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