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Hot topics — ‘Top-down’ (market and macroeconomic)
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Exit, followed by inflation. US Federal Reserve (Fed) hikes are 
no longer transitory. The Fed raised interest rates rapidly in 
2022 as it chased after runaway inflation. The benchmark US 
rate jumped from 0.25% at the start of the year to 4.5% by its 
end, the sharpest one-year US hike fest since the early 1980s. 
Inflation started falling in the second half of the year, but it’s 
still very high, both in the US and the rest of the world. So, the 
big question is: how much further will the Fed — and the other 

Back to the cycle. Since 2008 we haven’t really had an economic 
cycle. Covid-19 interrupted our societies, but it wasn’t at all 
like any past economic boom/bust cycle. For the past 14 years 
the global economy has pottered on in a strangely muffled 
state. We still had news and events and scares and surprises, 
but throughout it all the economy seemed smoothed. Zero 
interest rate policy would do that for you. Money was cheap 
and it flowed to all sorts of places in the great scrounge for 
yield. It meant that virtually anyone could borrow some cash 
at a generous rate to paper over some shortfalls between 
income and expenses. There wasn’t much impetus for tough 
decisions about spending. Those days are over, both for people 
and for businesses. After many years of being little more than 
a bogeyman, recession is now looming large over the world. 
Governments, companies and households will have some hard 
decisions to make. Companies must make it very difficult for 
their customers to switch to a cheaper rival or dispense with 
their products all together. Otherwise they will be toast. We have 

central banks — go with tightening? Inflation at between 7% and 
11%, depending on your locale, is a long way from the 2% targets. 
Central bankers will want to see inflation shrinking undeniably 
before they ease off. However, they, more than anyone, know 
that it takes between one and two years for the full effect of a 
rate movement to hit businesses and households. That means 
the American economy is still digesting the first 25-basis-point 
rise of March 2022. There’s another four percentage points 
coming down the pipe. Investors sniff that the Fed must have 
to halt soon before it overdoes its tightening (we think it has 
already). Yet every time bonds and stocks rally in anticipation 
of a ‘pause’, the Fed is quick to talk tough, battering prices back 
down. It’s confusing and it is a major cause of the volatility in 
both bond and stock markets in recent months. We think the 
Fed won’t hike much more from here, despite its rhetoric, yet we 
think forecasts of rate cuts in 2023 are unlikely. Inflation should 
continue to fall steadily from here, but it will plateau higher than 
central bankers’ targets. Meanwhile, the risk of recession in the 
US, Europe and the world is very high. It should be shallow but 
looking at the economic data and the tightening yet to be felt, a 
downturn seems inevitable. Hopefully the Fed sees sense.

been reviewing our investments using this litmus test: are they 
the best value option? And are they making solid profit margins 
that allow them the flexibility to reinvest in themselves and ride 
out difficult times? We want to own resilient businesses as we 
enter what is shaping up to be a bumpy 2023.

Covid Nero. China, the 21st century’s riddle, wrapped up in a 
mystery, inside an enigma, is playing up to its part. After three 
solid years of a strict zero-Covid policy, Chinese citizens had had 
enough. An unusual rash of large protests erupted across the 
country, complaining about harsh lockdowns keeping millions 
shut up at home (or in factories) to avoid Covid from spreading. 
The unrest tarnished President Xi Jinping’s afterglow of getting 
bestowed an unprecedented third term at the party conference 

late last year. Whether bowing to popular opinion, economic 
concerns, or both, in December the Chinese leadership made 
a sharp about-turn and completely dismantled its stringent 
testing regime and social restrictions. Cases soared. We were 
surprised by just how swiftly China reopened — it went from 
zero to 60 quicker than a Tesla. The reawakening of one of the 
world’s largest markets after several years’ curtailment will have 
big implications for the global economy, although this too will 
be an enigma for some months yet. Will it spark an increase 
in demand for petrol, gas and other natural resources? If so, it 
could complicate the descent of inflation. It will definitely boost 
Chinese restaurants, cafes, theatres and other services that have 
been battered by stop-start lockdowns. If our own re-opening is 
anything to go by, retailers could also benefit, particularly strong 
brands like Nike, Estée Lauder and LVMH. After a long stretch 
of isolation, people enjoy letting loose. A pick-up in Chinese 
economic growth could be a blessing for all of us, as it would 
counteract tough times in the West and perhaps even reduce 
jingoism and simmering tensions in the South China Sea. As 
long as inflation remains anchored, that is.
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Portfolio activity

Key purchases/additions

Iceland Bondco 4.375% 2028 (new purchase)

Canadian Pacific Railway (new purchase)

Sartorius Stedim Biotech (new purchase)

Zebra Technologies (addition)

Merck (addition)

Key sales/trims

Caterpillar (trim)

Ashtead (trim)

Dexcom (trim)

Schlumberger (trim)

Lockheed Martin (trim)

Source: Rathbones

With interest rates marching higher all around the world, yields on bonds obviously increased as well over the quarter. For many 
years bonds were often, bluntly, return-free risks. Yields were so low that there was no real return accruing to the holder. There 
was precious little cash flowing back to bondholders in coupons and there was a lot of risk of capital loss if interest rates rose from 
record lows (which came to fruition), particularly for bonds that matured in five, 10, 20 years plus. This is no longer the case. We 
bought some deeply discounted high street food retailer Iceland Bondco 4.375% 2028 in early October. These bonds came with a 
roughly 12% yield to maturity, which shows how distressed this bond is. This is a high-risk investment, but one that is more than 
compensated by its high potential return, in our view. Iceland is struggling, but it is in the business of selling bargain food, which 
should help it deal with a prolonged recession, should it arrive.

The belief that a US Federal Reserve (Fed) pause is just over the rainbow has weakened the dollar considerably as many investors 
have moved their money out of the US and into riskier assets and nations. From its peak in late September to the end of the year, the 
greenback sunk 9.3% relative to a basket of major currencies. Against the pound specifically, the dollar dropped about 11% over the 
same period. This dollar weakness helped emerging market stocks rally significantly into the end of the year. Europe had a stonking 
run as well and even the UK recovered. This is, effectively, a ‘risk-on’ trade. It came at a strange time, in our view, and we haven’t leapt 
onto this bandwagon. There was also a marked buying of gold — typically a ‘risk-off’ trade. About 10% higher over the quarter, the 
gold price continued rising in early January to $1,870, approaching its peak of $2,050 from March 2022. Many investors — including 
ourselves — see it as a useful bit of protection in case the wheels completely come off the global economy, particularly now that rate 
hikes may be coming to an end.

The shifts in energy markets — and the need to reduce emissions — are making rail freight a more attractive long-haul option than 
lorries, in our opinion. Trains take less energy and produce much fewer emissions. Because of this dynamic, we have bought 
Canadian Pacific Railway. Originally established in the 1880s by the fledgling Canadian government as an overture to get British 
Columbia to join the new confederated dominion, it fused the nation together and powered its development. It has grown 
considerably in the centuries since and now extends throughout Canada and the US. It is currently attempting a takeover of Kansas 
City Southern Railway, which would add many more routes, including some in Mexico. If successful, Canadian Pacific will be the 
only railway serving all of North America.

Another addition was German vaccine and drug manufacturing equipment maker Sartorius Stedim Biotech. Sartorius should be a 
long-term beneficiary of multi-year vaccination programmes and a shift in its drug manufacturing technology that allows for much 
faster implementation and scaling of capacity. In fact, we believe it’s safe to say we wouldn’t have had Covid vaccines produced so 
quickly without Sartorius. 

We took profits in big yellow digger manufacturer Caterpillar, US construction equipment hire business Ashtead, diabetes 
monitoring company Dexcom, oil extraction contractor Schlumberger and defence and aerospace contractor Lockheed Martin. 
We used the cash to add a lot to our existing stocks on weakness.

Towards the end of October, we took profits from tobacco manufacturer BAT International Finance 2.25% Senior 2052, which had 
recovered dramatically since we bought it at the tail end of September.

We added to our Put Spread structured product, which protects us against the first 25% of any fall in the US stock market. These 
options are effectively an insurance policy on our US stock portfolio. We pay an upfront premium in return for the right to ‘sell’ a 
given value of the S&P 500 Index at a pre-agreed level.
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Spotlight

In this quarter, the spotlight is on our Ulta Beauty and Assa Abloy.

Assa Abloy

—  Assa Abloy is a global locks and access solutions business which 
is number one or two across most of their divisions — Yale is an 
Assa Abloy brand with which many of you will be familiar

—  Security spend globally is growing and Assa Abloy is well 
placed to benefit from this

—  More than half of sales are now via the electromechanical 
sector where Assa Abloy has leading positions — check your 
hotel key next time you check in somewhere, you are likely 
to find the Assa Abloy logo on it somewhere

—  Focus on the huge potential in virtual keys and shift from 
traditional locks to smart locks — this market is expected to 
triple over the coming decade or so

—  They continue to partner with market leaders in other 
areas — an example of this is their collaboration with LG to 
bring their OLED displays and Assa’s expertise in automatic 
sliding doors together to offer high-definition images and 
video for marketing and ads on those sliding doors

—  Their continued innovation in residential locks holds some 
exciting potential with their new Yale Assure Lock 2 in the 
US and Canada featuring a much more compact and sleeker 
design and enables customers to dispense with keys and use 
the Yale Access app to lock and unlock from anywhere at any 
time — you can also give access to friends and family and get 
notifications of lock activity on your phone

Ulta Beauty

—  Ulta has both a cosmetics and beauty offering so provide a 
one-stop shop of sorts 

—  Number one speciality store in the US with offerings for both 
mass market and prestige — they are the only national player 
in the US to have both

—  Dramatically increasing store footprint across the US, 
including a partnership with large US department store 
chain, Target

—  Majority of purchases made via successful loyalty 
programme, which provides exceptionally valuable 
information to the brands on customer behaviour

—  Ulta also have a great deal of focus on innovation, particularly 
with younger customers in mind — they look to technologies 
such as Augmented Reality (AR) to help customers find colour 
matches and try on the products, and Artificial Intelligence 
(AI)-driven personalisation of the shopping experience

—  Finally, the beauty industry is historically more resilient 
through the economic cycle and Ulta is a key player in 
this space
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Fund performance
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The final quarter of the tumultuous year that was 2022 was a more positive one for markets with major equity indices rising and 
bond yields falling (prices rising). The weakening of inflation data in the US gave investors increasing levels of comfort that we 
have seen the peak in inflation and perhaps the US Federal Reserve (Fed) feel closer to the point at which their job is done when it 
comes to hiking rates. In this backdrop it will come as no surprise that equities were the chief contributor to portfolio returns over 
the quarter, with US equities having the largest positive impact. In particular, names like Dexcom, who beat earnings estimates in 
October and slightly raised their guidance for the full year, along with initiating the much-anticipated rollout of their G7 device in 
the UK, Ireland, Germany, Austria and Hong Kong. Nike also had a stellar quarter after a year where they were impacted by a range of 
factors, not least continued concerns over Chinese growth given the zero-Covid policy and economic weakness there. The company 
reported a sizable beat to earnings estimates in the quarter, with very strong growth in the US, Asia Pacific, and Latin America, along 
with a raise to their full year revenue outlook.

 Fund

 UK CPI +5%*

Data source: FE fundinfoPerformance (based on ‘S-class’ shares).
Net of expenses and tax. Net income reinvested.

Source: RathbonesNote: Top and bottom performers are taken from the list of all holdings of 0.25% and above of the portfolio. 
Performance and contribution data shown above is based on unhedged GBP capital returns.

*At 1 October 2015, the benchmark measure changed to CPI+5%. Price performance based upon bid to bid prior to 21 January 2019 and single price (mid) 
thereafter. Past performance should not be seen as an indication of future performance. The value of investments and the income from them may go down as 
well as up and you may not get back your original investment.

Discrete annual performance

Year to: End Dec 2018 End Dec 2019 End Dec 2020 End Dec 2021 End Dec 2022

Fund -6.44% +20.00% +10.70% +15.86% -12.53%

UK CPI +5% +7.41% +6.46% +5.40% +10.40% +16.19%

Top performers (%)

Holding Performance Contribution

Schlumberger +38.33 +0.44

Christian Hansen +36.91 +0.28

Kion +36.86 +0.22

Caterpillar +36.59 +0.43

Nike +31.01 +0.29

Bottom performers (%)

Holding Performance Contribution

Amazon -30.28 -0.42

UBS -25.88 -0.11

Live Nations Entertainment -14.89 -0.10

Edwards Lifesciences -14.82 -0.20

Nidec -13.95 -0.17



Asset allocation ranges

 Liquidity  Equity-type risk  Diversifiers
     

 0% to 20%  70% to 100%  0% to 20%
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Fund performance (continued)

The first three quarters of 2022 was a period of significant US dollar strength, which meant that our hedging of the US dollar back to 
sterling was a relative headwind. However, that tide turned meaningfully in Q4 as we saw the exchange rate move from around 1.12 
at the end of Q3 to around 1.21 at the end of the year. This resulted in our currency hedging materially protecting the gains from our 
US assets given the 8% fall in the value of the US dollar against sterling. Of course, this was not the whole story as the bottom of the 
currency pairing was around 1.03 in Asia overnight trading at the end of September, and the recovery did reach 1.24 before tailing off 
a touch into the Christmas and new year period. This is just over a 20% move in sterling bottom-to-top over one quarter. Having the 
hedging in place certainly allowed us much better participation in the recovery in US equities in Q4.

Two assets which were detractors for the quarter were assets which have been one of the greatest supports through the course of 
the entire year. Our US rates volatility notes were two key detractors in the portfolio for the quarter given the calming of US rates 
and the return of some positivity to investors. Clearly the reduction of pressure on the Fed has resulted in the rates market being 
able to find an element of equilibrium but also the bond market feels like it has largely moved past the inflation story now and is 
looking toward any looming economic weakness and what this might mean for rates. This environment would likely see a continued 
reduction in rates volatility, but the position is still helpful to balance risk in the portfolio and provide us with some support in the 
event of any upward surprise in inflation or Fed policy. Given the moves in markets and narrative an upwards surprise from here 
could have a large market impact as such retaining some protection against is vital.

Asset allocation change and strategy 

There were no significant changes during the quarter.

Asset allocation split 30.09.22 31.12.22 % Change 12 month change

Liquid assets 0.53% 1.79% 1.26% -0.11%

Equity-type risk 95.90% 95.60% -0.30% 0.42%

Diversifiers 3.57% 2.61% -0.96% -0.31%

100.00% 100.00%

Asset class split 30.09.22 31.12.22 % Change 12 month change

Equities 93.14% 92.63% -0.51% 1.74%

Index-linked bonds 0.00% 0.00% 0.00% 0.00%

Conventional government bonds 0.00% 0.00% 0.00% 0.00%

Corporate bonds 1.43% 1.74% 0.31% 1.74%

Emerging market debt 0.00% 0.00% 0.00% -2.70%

Private equity 1.33% 1.23% -0.10% -0.36%

Alternative investment strategies 3.57% 2.61% -0.96% 1.42%

Property 0.00% 0.00% 0.00% 0.00%

Commodities 0.00% 0.00% 0.00% -1.73%

Cash 0.53% 1.79% 1.26% -0.11%

100.00% 100.00%

For more information on our liquidity, equity-type risk and diversifiers (LED) risk framework, please consult our investor brochure.
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Investment outlook

As 2023 dawns, most people expect another extremely tough year. While falling, inflation is still very high, squeezing everyone’s 
living standards. The war between Russia and Ukraine grinds on, complicating the supply of everything from oil and gas to food 
and metals. While the outlook is grim, we should remember the lesson of 2022: no one knows what tomorrow will bring. And when 
everyone is expecting the worst, there’s a greater chance that things won’t be as bad as they feared.

A year ago, the prevailing belief was that the global economy would disintegrate if American interest rates rose above 2% or so. The 
US benchmark rate should be 5% by early February and while economies are slowing, the world is far from economic Armageddon. 
The UK and the Eurozone are likely already in the midst of a downturn because they are at the epicentre of the energy crisis caused 
by the Ukraine war. While the European recession won’t necessarily be very deep, it is expected to be prolonged — especially in 
the UK, where it may even last all year. The US is still holding up, but it seems destined to slow over the coming 18 months as the 
economic handbrake that is all those rate increases starts to be felt. Exactly how much is the big question. Post-pandemic economic 
data is hard to decipher because of the stark demand and supply changes in all sorts of markets from labour to cars and raw 
materials. We will be watching our investments carefully as the year progresses.



Past performance should not be seen as an indication of future performance. The value of investments and the 
income from them may go down as well as up and you may not get back your original investment.
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