
Fund performance update

The 12 months to 31 December 2022...

Investor optimism over the reopening of the global economy after Covid-19 has been replaced by concerns about its health. 
This is mainly down to high inflation and rising interest rates across the world. 

Prices were already climbing sharply before Russia invaded Ukraine in February and this major event sent energy and food 
prices soaring, resulting in the current cost-of-living crisis.

Inflation issues

Inflation was initially stoked by labour shortages, supply chain problems and rebounding demand after the Covid-19 
lockdowns. These pressures were then added to by Russia’s invasion of Ukraine. Reduced supply and strict sanctions against 
Russia caused energy and food prices to rise even further.

Central banks responded to multi-decade high inflation levels in Western economies by raising interest rates throughout  
the year. 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 series of increases through the year, capped off with a 0.50% rise in December, taking rates to 4.25% by the end 
of the year. 

The Bank of England (BoE) also raised interest rates to tackle inflation starting gradually in the first half of the year with 
several 0.25% increases and more aggressive 0.50% and 0.75% increases in the second half of the year. The year ended 
with rates at 3.50%, with the rate of ascent over the year not seen since the late 1980s. However, UK annual consumer price 
inflation (CPI) peaked at 11.1% in October and has since started to decrease with 10.5% reported in December 2022. This 
suggests that measures are starting to work and markets expect interest rates to peak between 4% and 4.5% in the first half 
of 2023. 

The European Central Bank kept its key interest rates unchanged at emergency low levels, before finally raising them by 
0.50% in July, and with further increases taking rates to 2% by the end of the year. Inflation in the EU zone rose to 10.6%  
in October but began to stabilise and fall at the back end of 2022.

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 in the first half of the year, peaking 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 but on a positive note, oil prices have dropped off in recent months. 
The cost of natural gas also surged before cooling off towards the end of the year. The spike in price was down to European 
countries building up gas reserves for the winter and Russia reducing supplies to Western Europe.

How did stock markets do?

It’s been a tough time for global stock markets, with a 17% fall over the last 12 months before the effects of currency. 
Investors have been unnerved by high inflation, surging energy prices and rising interest rates and Russia’s invasion of 
Ukraine added to a worsening global economy. However, the UK stock market has shown some resilience, with a modest 
decline of 3% over the period. It’s home to many energy and mining companies and their share prices have benefited from 
high commodity prices. Oil and gas companies returned over 30% (average across the sector) over the last 12 months, with 
their high profits raising demands for further windfall taxes on their profits.

US share prices fell in dollar terms (-19%) but a strong US currency mitigated some of the loss (-9%) for UK investors when 
converted into GBP (pound sterling). A combination of higher interest rates and surging inflation – due in part to a booming 
jobs market – caused US share prices to fall sharply at the beginning of the year. There was a brief recovery in the third 
quarter, but November and December saw further declines. Growth-focused stocks, such as technology companies –  
which are especially sensitive to higher interest rates – have been among the biggest losers.

It was a similar story for the Asia-Pacific region and emerging market stocks, with declines mitigated somewhat when 
converted back into GBP. Equity markets in the Asia-Pacific region (not including Japan) fell by 13% over the 12-month 
period in local currency terms but by less in sterling terms (7%). Asian stock markets were negatively impacted by ongoing 
post-pandemic supply chain issues, the growing inflation problem and fears the world economy may enter a recession due 
to interest rate hikes. 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.

Overall, emerging market stocks fell 20% in dollar terms, 9% when converted into GBP over the period. Some emerging 
markets performed better, with the Indian and Indonesian markets enjoying gains. Most Latin American stock markets did 
relatively better than other regions, although the sizeable Brazilian market was also notably weak. This was partially caused 
by political unrest during presidential elections.

European shares, as measured by the FTSE World Europe Ex UK Index, fell by 14% over the period, with again the loss lower 
when converted into GBP. 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 hit to European energy supplies.

Inflation and rising rates hit bond markets

Global government bonds have had a challenging 12 months. After years of ultra-low interest rates, central bank rate rises 
(to combat inflation) caused a historic fall in the global bond markets. The winding up of bond-buying stimulus programmes 
added to the downward pressure on bonds. The same inflationary and interest rate pressures also drove down corporate 
bonds. GBP investment grade (AAA ratings through to BBB ratings) corporate bonds declined just over 22% 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 that have already happened, but also to the expected future 
direction of rates. UK rates are expected to rise more slowly in 2023 compared to last year, now inflation has started to taper 
and there are signs of a recession.

UK Government Bonds (gilts) were also pushed down further by the new (and now ex) Chancellor’s mini budget in 
late September. This 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 -22%. This was one of the worst 12-month periods for gilts 
on record.

Annual returns
Returns from 
£10k investment

Dec 2017
to Dec 2018

Dec 2018  
to Dec 2019

Dec 2019  
to Dec 2020

Dec 2020  
to Dec 2021

Dec 2021  
to Dec 2022

Dec 2017  
to Dec 2022

Bond and Gilt Fund

 -0.5%  5.0%  5.8%  -4.8%  -18.2% £8,601

Benchmark*

 0.4%  6.0%  6.4%  -4.3%  -17.6%  

Growth Fund 1**

 -3.0%  10.0%  4.4%  3.2%  -10.0% £10,345

Performance comparator*

 -0.8%  11.1%  7.7%  4.6%  -10.7%  

Growth Fund 2**

 -4.1%  14.2%  5.3%  9.1%  -8.7% £11,488

Performance comparator*

 -1.7%  15.9%  10.3%  11.1%  -9.3%  

Virgin UK Index Tracker

 -10.2%  18.4%  -10.2%  17.6%  -0.2% £11,204

Benchmark*

 -9.5%  19.2%  -9.8%  18.3%  0.3%  

Virgin Global Share Fund

 -9.2%  16.5%  5.5%  9.0%  -6.7% £11,341

Benchmark*

 -7.6%  17.7%  7.5%  10.3%  -5.1%  

Virgin Climate Change Fund

 -6.1%  21.9%  7.3% 14.2%  -13.4% £12,138

Benchmark*

 -10.6%  23.8%  -2.2%  22.6%  -11.1%  

Source: Lipper, year on year, 31.12.17 to 31.12.22, 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.

* A ‘benchmark’ is the stock market index (or ‘indices’ if more than one) that the fund tracks or, with our Climate Change Fund – tries to outperform. 
Where we have ‘Performance comparator’ – these funds don’t use a benchmark as a guide for investing or as a target to beat. Instead, a performance 
comparator is used so you can see how the fund performs against a set of indices.

The fund benchmark/performance comparator doesn’t include the cost of the ongoing charges, but our fund performance does.

You can find what indices we use for each benchmark/performance comparator in the fund’s Key Investment Information Document on our website.

** The name and investment strategy changed in October 2021.The returns shown prior to October 2021 are simulated in line with the new investment 
strategy. We’ve calculated the return using index performance based on the current asset mix, less the annual fee, to simulate past performance. They 
aren’t the actual returns of the fund at the time.

The Bond Fund invests predominantly in UK government bonds (known as gilts) and investment grade UK corporate 
bonds.  

• The fund ended this period -18.2% as bond prices fell over the 12 months due to rising interest rates.  

•  Increasing interest rates make the fixed rates of income most bonds pay less attractive, pushing down the price. 
This, along with a weaker economic outlook increasing the risk of companies not paying the income, meant further 
downward pressure on bond prices.

•  The Fund invests in medium term bonds (5 to 15 years) across Gilts and Corporate Bonds. By not investing in bonds 
that have a longer duration, the fund avoided the worst of the bond market falls. For example, UK gilts with more than 
25 years to maturity fell close to 40% over the last 12 months. It’s these very long dated bonds which caused some 
defined benefit pension schemes to have issues. As a result, the BoE decided to act in October 2022, by buying long-
dated Gilts to prop up the market.

•  Whilst prices have fallen, yields have risen (as a function of the income paid divided by the price). So, while it’s been a 
tough year, most bonds now yield more than they did, and the outlook for future returns is better as a result.

•  The Fund underwent a change in strategy and name in December 2022. 

 •  The Fund continues to invest in medium term bonds (5 to 15 years) across Government and Corporate Bonds but 
can now invest differently from the benchmark, rather than track it, which adds to the potential return.

 •  The Fund now uses Environmental, Social and Governance (ESG) considerations in choosing which bonds to invest 
in. The fund no longer invests in the bonds of certain types of company, such as tobacco and unconventional fossil 
fuels (such as oil sands or fracking).

 •  The investment policy was also updated to allow for investment in BBB rated bonds, these are riskier but do provide 
higher return potential than AAA to A rated bonds. These additional bonds are still classified as investment grade, 
so the risk of non-payment remains small. 

Growth Fund 1

•  The fund invests globally across both shares and bonds.  It does this by investing in other funds, and is known as a 
‘fund-of-funds’. It adopts a relatively cautious approach, but does maintain at least 30% of your money in funds 
with a higher level of risk but greater potential returns (like shares). The rest is invested in funds with lower potential 
returns and levels of risk – such as corporate and government 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. 

•  One area of investment particularly impacted by the economic outlook has been real estate. The abrdn Global REIT 
Tracker (one of the holdings of the fund) fell over 20% in 2022 with continued fallout from COVID hitting office 
occupancy rates and rentals have not kept pace with inflation.  

•  The fund returned -10.0% for the period, after charges.

Growth Fund 2

•  The fund invests globally across both shares and bonds. It does this by investing in other funds, and is known as a 
‘fund-of-funds’. It adopts a balanced approach to risk, but does always invest at least 60% of your money in funds 
with higher potential returns and levels of risk (like shares). The rest is invested in funds with lower risk and return 
potential – such as bonds. 

•  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. This 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 interest rate increases in most developed market economies in 2022. 

•  As well as exposure to real estate as mentioned in the above section, both Growth Funds have been held back by 
the Asia and Emerging market funds they invest in. abrdn Asia ex-Japan Equity Tracker and abrdn Emerging Market 
Equity Tracker both fell 26% up to October before recovering in November and December to end the year with falls of 
13% and 16% respectively. 

•  The fund returned -8.7% for the period, after charges.

The UK FTSE All-Share Fund invests in over 600 of the UK’s biggest companies.

•  Compared to many markets, the UK stock market performed relatively well, with a modest decline of just over 3% 
over the period. It’s 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 over 30% in the last 
12 months. The materials sector returned +10%, and while most other market sectors were negative, many of the 
largest UK companies have large overseas revenues. These were amplified when converted into GBP, which fell 
compared to most currencies over the 12 months.

•  The fund ended the period at -0.2% after charges, in line with returns from the FTSE All Share Index when dividends 
are reinvested.

The Global Share Fund invests 25% in UK shares, the same in shares of companies in emerging markets (like China and 
India) and 50% in overseas shares from developed markets. For example, in Europe and the US.

•  Developed stock markets had a tough year with the Russian invasion of Ukraine and rising interest rates, making it 
more expensive for companies to borrow money. The UK stock market performed 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 the US by 19% and Europe (ex-UK) by 14% – returns for 
UK investors were propped up by currency appreciation versus sterling.

•  The fund returned -6.7% for this period, after charges.

The Climate Change Fund invests in companies from around the world that develop or use products and services 
designed to maximise resource efficiency, support the transition to a low carbon economy and address wider 
environmental challenges.

•  The Fund doesn’t invest in fossil fuel companies, so didn’t benefit from the rise in value of oil and gas companies 
unlike the benchmark. The Fund was also dragged back by the wider inflationary and interest rate pressures 
mentioned earlier. 

•  However, the Fund did benefit from the global drive to be more energy independent and sustainable following the 
start of the Ukraine-Russia conflict. Wind turbine manufacturers and sustainable energy companies both benefitted 
from this as well as the US Inflation Reduction Act which saw increased investment in both sectors.

•  The fund finished the 12 months at -13.4% after charges.

• We made a few changes to the Fund in July 2022:

 •  Going global – the fund previously invested at least 80% in European companies. However, climate change is a 
worldwide issue and needs global solutions. The fund now looks for opportunities from around the world, investing 
in companies with climate change solutions and adopting best environmental practice. We’re confident that 
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 won’t. We will not invest in companies with material revenues from fossil fuels, tobacco or prohibited 
weapons. We will also only invest in organisations that are part of the UN Global Compact sustainability initiative. 
This 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. This is in line with the new global approach.

 •  New Investment Adviser – we’ve moved from MAN GLG to abrdn. They’re experts in their field and do the right 
company-specific research to pick which shares the fund holds.

 •  We firmly believe these changes will improve the environmental focus of the fund and deliver better investment 
results in the long term.
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Unit Trust Managers Limited have obtained full licence from FTSE International Limited to use such copyright in the creation of this product. FTSE 
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