Fund performance update
The 12 months to 30 September 2022...
Investor optimism over the reopening of the global economy after Covid-19 has been replaced by worry over the health
of the global economy. This is mainly down to high inflation in many countries and, as a result, rising interest rates. Prices
were already climbing sharply before Russia invaded Ukraine in February and this major world event sent energy and food
prices soaring.
Inflation bites
Inflation was initially stoked by labour shortages, supply chain issues and rebounding demand after the Covid-19 lockdowns.
These pressures were then compounded by Russia’s invasion of Ukraine in February. Reduced supply and strict sanctions
against Russia caused energy and food prices to spiral even higher – this has led to a cost-of-living crisis in many countries.
Central banks responded to multi-decade high inflation levels in Western economies by raising interest rates. The US Federal
Reserve increased its key interest rate by 0.25% in March (its first rate hike since 2018). It followed this up with a 0.50%
increase in May and unusually large 0.75% hikes in both June and July.
The Bank of England (BoE) was the first major central bank to raise interest rates after the pandemic. It increased its base rate
from 0.10% to 0.25% in December 2021 and four more consecutive rate increases followed, ending the period at 2.25%, with
the recent rate of ascent not seen since the late 1980’s. However, UK annual consumer price inflation (CPI) continued to climb,
hitting a 40-year high of 10.1% in September. The European Central Bank kept its key interest rates unchanged at emergency
low levels, before finally raising them by 0.50% in July. Inflation in the EU zone is also close to 10%.
Higher energy prices have been a key reason for inflation and a major cause of the current cost-of-living crisis. Oil prices rose
steadily from early November on growing demand. They peaked at over US $120 per barrel in early May in the wake of Russia’s
invasion – the war led to partial bans on imports of the country’s oil and coal – before dropping in recent months. Natural gas
prices have also surged, with European countries scrambling to build gas reserves ahead of their winter and Russia curtailing
supplies to Western Europe.
How did the stock markets do?
It’s been a tough time for global stock markets (falling 16% over the last 12 months before effects of currency), with investors
rattled by high inflation, surging energy prices, rising interest rates and Russia’s invasion of Ukraine. Nonetheless, the UK
stock market has displayed relative resilience, with a relatively modest decline of 4% over the last 12 months. It is home
to many energy and mining companies and their share prices have benefited from high commodity prices. Oil and gas
companies returned +37% over the last 12 months, raising demands for a windfall tax on their profits.
US share prices fell in dollar terms (-15%) but a strong US currency and weak Sterling led to a positive return (+2%) from US
stocks when translated into GBP. US stocks climbed in the last quarter of 2021 against a backdrop of a rebounding economy
and healthy corporate profits. However, these large gains from 2021 have been dragged back in 2022. A combination of
higher interest rates and surging inflation – due in part to a booming jobs market – caused US share prices to fall sharply from
January onwards. Growth-focused stocks, such as technology companies – which are especially sensitive to higher interest
rates – have been among the biggest losers.
European shares, as measured by the FTSE World Europe ex UK Index, fell by 16% over the period. The region’s stock markets
were buffeted by surging inflation, the prospect (and now reality) of higher interest rates and the shock of the Ukraine war
and its accompanying hit to European energy supplies.
Equity markets in the Asia-Pacific region (not including Japan) fell by 20% over the 12-month period in local currency terms
but by less in Sterling terms (11%).
Asian stock markets sold off heavily during the period amid ongoing post-pandemic supply chain issues, the growing
problem of inflation and fears the world economy may enter a recession due to interest rate hikes. Higher commodity
prices and uncertainty caused by Russia’s invasion of Ukraine added to investor fears.
In general, emerging market stocks fared poorly (-21% in local currency, -13% when translated into GBP) over the 12-month
period compared to developed markets. Chinese stocks were hurt by the regulatory crackdown and a slowing economy,
caused in part by the Chinese Government’s strict ‘zero-Covid’ policy. Elsewhere, the export-heavy South Korean market sold
off heavily. Some emerging markets did perform better, with the Indian and Indonesian markets enjoying major gains. Most
Latin American stock markets performed relatively better than other regions, although the sizeable Brazilian market was also
notably weak.
Inflation and rising rates hit bond markets
Global government bonds have had a challenging 12 months overall. After years of ultra-low interest rates, a series of
interest rate rises by central banks trying to stem inflation caused a historic fall in the global bond markets. The winding up
of bond-buying stimulus programmes added to the downward pressures on bond prices.
Corporate bonds endured a tough year, as a combination of rising interest rates and concerns around the outlook for
corporate profitability proved challenging. GBP corporate bonds across AAA-A declined just over 20% during the period.
Bond prices are particularly susceptible to rising interest rates, as it directly affects the relative value of the fixed income
payments. Bonds have reacted not only to the interest rate rises which have already occurred, but also to the expected
future direction of rates. UK Rates are expected to continue to rise (Bank of England predicting a peak of more than 5%) to bring
inflation back down to the target 2% level.
UK Government Bonds (gilts) were also pushed down further by the new (and now ex) Chancellor’s mini budget in late
September – which announced unfunded tax cuts hot on the heels of the energy price guarantee. The actions of the
Government (in part forced by energy prices outside of their control) forced the BoE to start buying gilts again to prop up
the market. The total return from UK Gilts over the last 12 months was -23%, one of the worst 12-month periods for Gilts
on record.
Returns from
£10k investment

Annual returns
Sept 2017
to Sept 2018

Sept 2018
to Sept 2019

Sept 2019
to Sept 2020

Sept 2020
to Sept 2021

Sept 2021
to Sept 2022

Sept 2017
to Sept 2022

£8,295

Bond and Gilt Fund
-0.5%

8.9%

2.4%

-4.0%

-22.0%

9.9%

3.0%

-3.4%

-21.8%

Benchmark*
0.5%

Growth Fund 1 (previously called Bond, Gilt and UK Share Fund)
1.9%

6.9%

0.1%

6.2%

-11.6%

4.3%

5.9%

-10.0%

£10,235

Performance comparator*
3.5%

8.7%

Growth Fund 2 (previously called Bond, Gilt, UK and Overseas Share Fund)
5.3%

6.9%

-0.8%

12.9%

-9.2%

8.5%

5.1%

12.9%

-7.3%

1.9%

-17.1%

27.3%

-4.6%

2.7%

-16.6%

27.9%

-4.0%

3.0%

-2.7%

19.3%

-9.1%

4.3%

-1.6%

21.3%

-8.6%

-0.2%

6.1%

18.6%

-10.3%

5.1%

-7.3%

26.9%

-7.2%

£11,435

Performance comparator*
7.7%
UK Index Tracker
4.9%

£10,765

Benchmark*
5.9%
Global Share Fund
5.9%

£11,507

Benchmark*
7.5%

Climate Change Fund
5.4%

£11,868

Benchmark**
2.0%

Source: Lipper, year on year, 30.09.17 to 30.09.22, bid to bid with net income reinvested.

Remember, past performance is not a reliable guide for the future. The value of your investment can go down as
well as up and you may get less back than you invest. This is a medium to long term investment so you should be
prepared to invest your money for at least five years.
*The benchmark is the stock market index (or ‘indices’ if more than one) that the fund tracks. The fund benchmark doesn’t include the cost of the
ongoing charges – but our fund performance does. The index/indices which make up the benchmark are as follows:
Bond and Gilt Fund consists of 50% the FTSE 5-15 Year Gilt Index and 50% the Bank of America Merrill Lynch 5-15 year AAA-A Non Gilt Index.
For this reporting period, the Bond, Gilt and UK Share Fund consisted of 50% FTSE All Share Index, 18.5% Bloomberg Barclays UK Gilt Index, 13%
Bloomberg Barclays UK Gilt 1-5 year Index, 9.25% FTSE 5-15 year Gilt Index and 9.25% Bank of Merrill Lynch 5-15 year AAA-A Non Gilt Index. From
15 October 2021, this fund was renamed Growth Fund 1. For details of the Fund’s performance comparator from 15 October 2021, please take a look at
the Key Investor Information Document.
For this reporting period, the Bond, Gilt, UK and Overseas Share Fund consisted of 50% FTSE All-Share Index, 6.5% FTSE World North America Index,
6.5% FTSE All World Developed Europe ex UK Index, 6% FTSE Japan Index, 6% FTSE All World Developed Asia Pacific ex Japan Index, 6.5% Bloomberg
Barclays UK Gilt Index, 9.25% FTSE 5-15 Year Gilt Index and 9.25% Bank of America Merrill Lynch 5-15 Year AAA-A Non-Gilt Index. From 15 October
2021, this fund was renamed Growth Fund 2. For info on the Fund’s performance comparator from 15 October 2021, please see the Key Investor
Information Document.
UK Index Tracker consists of 100% FTSE All-Share Index.
Global Share Fund consists of 25% FTSE All-Share Index, 12.5% FTSE World North America Index, 12.5% FTSE All World Developed Europe ex UK Index,
12.5% FTSE Japan Index, 12.5% FTSE All World Developed Asia Pacific ex Japan Index and 25% MSCI Emerging Markets Index.
**The benchmark is the stock market index that the Climate Change Fund tries to outperform and consists of the MSCI All Countries World Index.

The Bond and Gilt Fund invests in UK government bonds (known as gilts) and high-quality UK corporate bonds.
• The fund ended this period -22.0% as bond prices fell over the period amid rising interest rates to combat inflation.
• Rising interest rates make the fixed rates of income which most bonds pay less attractive, pushing down the price.
•	The Fund invests in medium term bonds, 5 to 15 years, across Gilts and Corporate Bonds. By not investing in longer
duration bonds, the fund avoided the worst of the falls in bond markets – for example UK Gilts with 25 years+ to
maturity fell close to 40% over the last 12 months. It is these very long dated bonds which caused some defined
benefit pension schemes to have issues, causing the BoE to act.
•	Whilst prices have fallen, yields have risen (as a function of the income paid divided by the price). So, whilst it has
been a very tough year, most bonds now yield more than they did, which is good for future income streams.
Growth Fund 1 (previously known as Bond, Gilt and UK Share Fund).
•	At the start of the 12 months, the fund used the old strategy of a 50/50 blend of UK shares and high-quality Sterling
denominated bonds.
•	The fund changed its name and strategy in October 2021 and now invests globally and across more asset types.
This should generate better returns for the same or less risk compared to the previous strategy over the longer term,
but over the reporting period, we estimate the new approach added approximately 1% in return. The fund adopts a
more cautious approach – however, it invests at least 30% of your money in funds with higher potential returns and
a higher level of risk (like shares). The rest is invested in funds with lower potential returns and a lower level of risk –
like corporate and government bonds. It adopts a relatively cautious approach, spreading money across both shares
and bonds.
•	This year has been challenging for many equity markets, mainly down to the economic impacts of Russia’s invasion
of Ukraine. Bonds have struggled too, with investors concerned about two key things – central banks withdrawing
support and rising inflation (which hit 40-year highs in the UK, US, and Eurozone) leading to multiple interest rate
increases in most developed market economies. This included the UK during 2022.
•	The fund ended the period at -11.6%.
Growth Fund 2 (previously known as Bond, Gilt, UK and Overseas Share Fund).
•	At the start of the 12-month period, the fund used the old strategy of a 75/25 blend of shares (UK and overseas)
and high-quality Sterling denominated bonds.
•	The fund changed strategy and name in October 2021 and now invests globally and across more asset types. This
should generate better returns for the same or less risk compared to the previous strategy over the longer term, but
over the reporting period, we estimate the new approach added approximately 1% in return.
•	This year has been challenging for many equity markets, mainly down to the economic fallout of the Russia-Ukraine
conflict. Developed stock markets fell when investors sold off after the war started. The sell-off caused commodity
prices to soar but UK stocks were more resilient. Fixed income assets struggled as Government and higher-quality
corporate bonds fell.
•	Investors were concerned about central banks withdrawing support and rising inflation (which hit multi-decade
highs in the UK, US, and Eurozone) leading to multiple interest rate increases in most developed market economies
during 2022.
•	The fund finished the 12-month period -9.2%.
The UK FTSE All-Share Fund invests in over 500 of the largest companies in the UK.
•	Compared to many markets, the UK stock market performed relatively well, with a modest decline of 4% over the
last 12 months. It is home to many energy and mining companies and their share prices have benefited from high
commodity prices. Oil and gas companies which make up over 10% of the market returned +37% over the last
12 months. The materials sector returned +10%, and whilst most other market sectors were negative, many of the
largest companies in the UK have significant overseas revenues, where were amplified when converted into GBP,
which fell versus most currencies over the period.
•	The fund ended the 12-month period at -4.2% after charges, in keeping with returns from the FTSE All Share Index.
The Global Share Fund invests 25% in UK shares, 25% in shares of companies in emerging markets (such as China and
India) and 50% in overseas shares from developed markets, like Europe and the US.
•	Developed stock markets, particularly in Europe, struggled during 2022 when the Russian invasion of Ukraine caused
investors to move away from riskier assets. The UK stock market fared a little better than most other developed
markets. This was down to large UK-listed energy and commodities companies benefitting from a surge in
commodities prices. Emerging markets also struggled.
•	Despite many overseas markets falling in value, for example US by 15% and Europe (ex-UK) by 16%, returns to UK
investors were propped up currency appreciation versus Sterling, and the fund ended the period at -9.1%.
The Climate Change Fund finished the 12 months at -10.3% due to much of the economic and market backdrop
mentioned above. The fund does not invest in fossil fuel companies, so didn’t benefit from the rise in value of the oil and
gas companies. At the end of July 2022, we made some changes to the Virgin Climate Change Fund which we believe will
improve both the environmental performance of the fund, and lead to better returns.
•	
Going global – the fund previously invested at least 80% in European companies, but climate change is a global
issue and needs global solutions. The fund will now look for more opportunities from around the world, investing
in companies providing climate change solutions and adopting best environmental practice. We believe investing
across more countries will help deliver better returns in the future.
•	
Clearer investment policy – the new investment policy is clearer on the types of companies we’ll invest in, as well
as those we will not. We will not invest in companies with material revenues from fossil fuels, tobacco or prohibited
weapons. We will also only invest in companies that are part of the UN Global Compact sustainability initiative, which
focuses on human rights, labour, environment, and anti-corruption principles.
•	
New benchmark – the benchmark we measure performance against changed from MSCI Europe to MSCI All
Countries World, in keeping with the new global approach.
•	
New Investment Adviser – we replaced MAN GLG with abrdn. They are experts in their field and do the right
company-specific research to pick which shares the fund holds. We firmly believe our changes will improve the
environmental focus of the fund and deliver better investment results over the longer term.
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