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Market Review

After a short period of respite from market falls in October
and November, December proved to be another
disappointing month for asset returns. This rounded off an
extremely challenging year across markets with equities
posting their worst annual return since 2008, and global
government bonds experiencing their first bear market in 70
years.

Typically, government bonds provide more of a cushion to
investors in uncertain environments. This did not prove to be
the case in 2022 as higher and more persistent inflation led
to central banks to raise rates further than had been
expected coming into the year. The resulting rise in yields
across sovereign and credit markets led to the worst
performance in a generation.

Commodity markets were one of the very few areas to
generate positive returns over the year as the tragic war in
Ukraine caused energy and food prices to rise. However,
energy markets give back some of these price gains in the
final quarter of the year in response to signs of a much
milder winter in Europe in addition to measures that were
introduced to reduce demand, thereby keeping gas storage
levels relatively high.

One of the main features of 2022 was the sizeable
outperformance of “value” oriented equity sectors relative to
more interest rate sensitive “growth” sectors. This remained
a theme over the final quarter in aggregate. In addition to
the negative impact of higher interest rates, growth stocks,
particularly in the technology sector, had become
increasingly expensive in terms of their valuations coming
into 2022.

Asian equities performed notably well in the final quarter
driven by some easing of Covid control measures in China.
This move towards greater re-opening came amidst the
backdrop of a weaker dollar, which is typically supportive of
emerging market assets. The rebound in Asian equities late
in the year was in sharp contrast to the moves seen in the
preceding three quarters of the year where these assets had
been one of the most severe areas of decline.

Unless otherwise stated all data is sourced from BlackRock as at 31 December 2022.
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Capital at risk.
The value of investments and
the income from them can fall
as well as rise and are not
guaranteed. Investors may not
get back the amount originally
invested.

Exchange rate risk
The return of your investment
may increase or decrease as a
result of currency fluctuations.

Interest rate risk
The fund invests in fixed
interest securities such as
corporate or government bonds
which pay a fixed or variable
rate of interest (also known as
the ‘coupon’) and behave
similarly to a loan. These
securities are therefore
exposed to changes in interest
rates which will affect the value
of any securities held.

Risk to capital growth through
distributions
The fund may make
distributions from capital as
well as income or pursue
certain investment strategies in
order to generate income.
Whilst this might allow more
income to be distributed, it may
also have the effect of reducing
capital and the potential for
long-term capital growth.
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Market Review (continued)

Despite a weaker finish to the year, the US dollar proved to be a bright spot for
investors in 2022. It benefited from its traditional “safe haven” status in addition to
the rising rate environment in the US. In contrast, Pound Sterling declined over the
course of the year, alongside UK government bonds given investor risk aversion and
the extreme levels of uncertainty created by the Autumn mini budget proposals. On
a more positive note, the fall in Sterling did serve to boost the FTSE All-Share given
the majority of the underlying index constituent companies have overseas revenues.

Performance, Calendar Year and Rolling Net Returns

The figures shown relate to past performance. Past performance is not a reliable
indicator of current or future results and should not be the sole factor of consideration
when selecting a product or strategy.

Source: BlackRock, 31 December 2022. Performance shown for A Income units in GBP net
of fees. *Benchmark: 30% UK FTSE All-Share Index; 30% MSCI World ex-UK Index (GBP);
20% Bloomberg Barclays GBP Gilts Index; 10% IPD All Balanced Funds Index; 10% Cash
(3M SONIA compounded in arrears). **Launch: 02 September 2002.

Index returns are for illustrative purposes only. Index performance returns do not reflect any
management fees, transaction costs or expenses. Indices are unmanaged, and one cannot
invest directly in an index.

Performance Commentary

The Fund delivered a positive return over the quarter, driven largely by stronger returns
from UK equities and to a lesser extent global equities. The key detractor from returns was
the property allocation, also detracting, but to a lesser extent were alternatives, fixed
income, and the fund’s currency positioning as the pound strengthened as a result of a
relatively more stable political environment in the UK following Rishi Sunak’s appointment
as Prime Minister.

Past performance is not a reliable indicator of current or future results and should not
be the sole factor of consideration when selecting a product or strategy.

Unless otherwise stated all data is sourced from BlackRock as at 31 December 2022.

Q4 2022
(%)

1 year           
(%)

3 year            
p.a. (%)

5 year          
p.a. (%)

10 year       
p.a. (%)

S.I. p.a. 
(%)**

Fund (net) 0.0 -10.6 3.3 4.0 7.1 7.4

Benchmark* 2.1 -8.3 2.4 3.4 7.0 7.2

Net relative performance -2.1 -2.3 +0.9 +0.6 +0.1 +0.2
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Performance Commentary (continued)

the Fund underperformed its benchmark driven by asset allocation decisions as well as
security selection from underlying managers. From an asset allocation perspective, the
underweight to UK government bonds detracted as yields fell from their highs as many of
the measures in the “mini-budget” were reversed. Our defensive positioning, underweight
equity and overweight cash, also detracted as equity markets rallied, particularly in the first
half of the period on hopes of more dovish policy stance from central banks. From an
underlying manager perspective, outperformance of the UK Equity portfolio was offset by
underperformance of the European Unconstrained portfolio and high growth US equity
positions.

Within global equities, the BlackRock European Unconstrained portfolio, despite
underperformance versus the broad European equity market, was the key positive
contributor to returns, with the Preserving the Planet and Low Carbon Transition Energy
thematic baskets also performing strongly. These baskets enable us to isolate long-term
themes around climate change and the focus on the transition to net-zero, in particular the
impact on energy producers, energy efficiency, and the development of new green
technologies such as battery storage. Given the rally in markets these positive returns were
partially offset by hedging strategies.

The Fund benefitted from strong returns from its UK equity exposure as the UK market
rallied over the period. The quarter saw almost all sectors rally with both defensives, such as
healthcare and utilities, outperforming alongside cyclical names such as mining and
financials. The UK equity portfolio also benefitted from positive security selection, with
stocks in the infrastructure, financial, and consumer discretionary sectors all performing
well.

Elsewhere, within Fixed Income, negative returns from US and UK inflation-linked bonds as
well as our Short European 30-year inflation swap offset gains from UK government bonds.
Whilst the allocation to Property was the key detractor as the COIF Charities Property Fund
was impacted by sharply higher rates in the UK, and pressure around the social housing
sector.

Within Alternatives the allocation to renewable energy was broadly flat as investors
assessed the implications of windfall taxes for ongoing profitability. The Schiehallion Fund
struggled during the period given the difficult environment for early-stage capital
investments, though Syncona contributed positively following positive news from one of its
portfolio companies.

Past performance is not a reliable indicator of current or future results and should not
be the sole factor of consideration when selecting a product or strategy.

Risk: Reference to the names of each company mentioned in this communication is merely
for explaining the investment strategy, and should not be construed as investment advice
or investment recommendation of those companies.
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Unless otherwise stated all data is sourced from BlackRock as at 31 December 2022.
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Fund Positioning, by asset class versus benchmark and top 10 holdings

Source: BlackRock, 31 December 2022. Reference to the names of companies mentioned in
this communication should not be construed as investment advice or investment
recommendation of those companies. UK and global equity positioning shown on a look-
through basis. Totals may differ slightly when comparing high level strategy asset
allocation given that cash is held in some underlying vehicles and differences in how
underlying securities are classified. Top 10 holdings on a non-look-through basis.

*Strategic Benchmark: 30% UK FTSE All-Share Index; 30% MSCI World ex-UK Index (GBP);
20% Bloomberg Barclays GBP Gilts Index; 10% IPD All Balanced Funds Index; 10% Cash
(3M SONIA compounded in arrears).

Changes to Positioning

From a broad positioning perspective, we maintained a defensive stance for most of the 
period.  We tactically increased the exposure to equities early in the period closing the 
hedge we were holding on emerging market equities and reduced the hedge on European 
equities. As equity markets rallied, we took profits from some of our German equity options, 
keeping some exposure should markets continue to rally. However, we also added hedging 
strategies on US equities, semiconductor and US homebuilder exposure, and trimmed our 
energy basket as the outlook for markets deteriorated. 

At the portfolio level, we continued to run a low duration profile in the expectation that 
central banks will raise interest rates further to curb inflation albeit the extent of this was 
reduced over the period. We prefer short-term government bonds for income as the surge in 
yields reduces the need to take on duration risk by seeking yield further out the curve.

Towards the end of the period, we evolved the Preserving the Planet basket, by splitting it 
into two baskets representing the underlying themes of Resource Efficiency and Green 
Technology.  We also introduced a new relative value strategy that seeks to benefit from the 
transition to a net-zero economy by including long positions in those companies that can 
demonstrate a material commitment to the transition within their businesses versus short 
positions in selected companies that do not demonstrate these characteristics.  We also 
added a small position in Biotechnology given the current attractive valuations.

Risk: There can be no guarantee that the investment strategy can be successful and the 
value of investments may go down as well as up.

Top 10 holdings
Portfolio 
weight (%)

COIF Charities Property Fund 5.5%

Starwood European Real Estate Finance Ltd 3.8%

Blackstone Loan Financing Ltd 3.7%

Bluefield Solar Income Fund Ltd 2.7%

BlackRock UK. Smaller Companies Fund 2.7%

AstraZeneca plc 2.6%

Shell plc 2.5%

US 5Y Inflation-Linked Government Bonds 2.5%

Greencoat UK Wind plc 2.5%

UK Government Bonds 2.5%
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Unless otherwise stated all data is sourced from BlackRock as at 31 December 2022.
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Equity Positioning, by region and by sector

Source: BlackRock, 31 December 2022. Equity allocation shown on a look-through basis.
Totals may differ slightly when comparing high level strategy asset allocation given that
cash is held in some underlying vehicles and differences in how underlying securities are
classified.

*Strategic Benchmark: 30% UK FTSE All-Share Index; 30% MSCI World ex-UK Index (GBP);
20% Bloomberg Barclays GBP Gilts Index; 10% IPD All Balanced Funds Index; 10% Cash
(3M SONIA compounded in arrears).

Market Outlook

2022 proved to be one of the most challenging market environments recorded in history
with meaningfully negative returns across equity and fixed income assets. Moving into the
new year, whilst asset class prices have generally moved down to more favourable valuation
levels versus a year ago, similar risks remain present. The key challenges remain high
inflation, more restrictive central bank policies, geopolitical tensions and a potential
European energy crisis. The extent to which these factors impact economic growth will be a
critical factor in establishing market sentiment through 2023.

The trade-off faced by central banks of taming inflation by hiking interest rates or
preserving growth is likely to be a principal focus. Over recent months, it has become
clearer that central banks are intent on aggressive tightening to try to rein in inflation. We
believe that makes recession inevitable. We don’t believe central banks will reverse rate
hikes in the near term although expect them to do so eventually as the economic damage
becomes reality. We expect inflation to cool but stay persistently higher than central bank
targets of 2%.

Risk: Diversification and asset allocation may not fully protect you from market risk.

Risk: There is no guarantee that a positive investment outcome will be achieved.
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Unless otherwise stated all data is sourced from BlackRock as at 31 December 2022.
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Market Outlook (continued)

Despite these factors, the market is tending to react positively to any sign that central banks
may pivot to a more benign path of interest rates sooner than expected, which in turn could
reduce the negative impact on economic growth. The potential for short and rapid rebounds
in markets, underpins the need to adopt a truly dynamic and diversified approach to
managing portfolios. Striking a balance between providing protection in periods of
drawdown and capturing upside as opportunities to generate returns arise remains key.

We are likely to continue to see volatility surrounding the energy markets, driven by the
ongoing conflict in Ukraine, expected economic growth momentum and weather patterns.
In the near term, the market is taking comfort from some unseasonably warm winter
weather across Europe and healthy gas storage levels. This has led to some decline in
energy prices from the highs in 2022. Longer term, the war in Ukraine has underlined the
importance for countries to build out domestic energy security, particularly so in Europe.
The path to building out renewable energy infrastructure was already underway given
governments’ commitments to reach Net Zero and we anticipate governments will seek to
accelerate their plans in this area.

Emerging market assets, driven by China are starting to become more appealing. The
prospect of a weaker dollar and generally softer policy would likely be supportive for
emerging market assets, but momentum behind the re-opening in China will be a critical
catalyst. The positive growth impact from a widespread re-opening would be supportive for
China but is likely to have broader global ramifications. We will be monitoring developments
closely in order to harness opportunities to generate alpha.

Portfolio resilience is at the fore; we continue to believe that active asset management and
dynamic monitoring of positioning remain important parts of our toolkit. They provide an
effective means of navigating periods of uncertainty. Further volatility in markets will
necessitate more frequent portfolio changes by balancing views on risk appetite with
estimates of how markets are pricing in economic damage. It also calls for taking more
granular views by focusing on sectors, regions and sub-asset classes, rather than on broad
exposures.

Any opinions and/or forecasts represent an assessment of the market environment at a
specific time and are not intended to be a forecast of future events or a guarantee of
future results. There is no guarantee that any forecasts made will come to pass.

Risk: Diversification and asset allocation may not fully protect you from market risk.

Risk: There is no guarantee that a positive investment outcome will be achieved.
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Unless otherwise stated all data is sourced from BlackRock as at 31 December 2022.

MASH0123E/S-2695106-6/8



Dividend Record

The Fund will pay a dividend on 20 January 2023 of 2.10 pence per unit (“ppu”) to investors
in the income share class, up from 2.05 ppu last quarter, to represent the income
accumulated between 1 October 2022 and 31 December 2022.

Past performance is not a reliable indicator of current or future results and should not
be the sole factor of consideration when selecting a product or strategy.

Source: BlackRock, 31 December 2022. Quarterly distributions chart shows distribution
paid for the Armed Forces Charities Growth & Income Fund A Inc share class.

Distribution Yield: 3.8%

The distribution yield represents the ratio of distributed income over the last 12 months to
the fund’s current NAV. The published figures do not reflect any initial charges nor the
impact of tax which may be incurred by an investor.

Risk: Tax treatment depends on the individual circumstances of each client and may be
subject to change in the future.
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Advisory Committee Members

Mr Guy Davies (Chair)
Lieutenant General Sir Andrew Gregory KBE, CB, DL
Major General Paul Griffiths
Major General Tim Hyams CB, OBE
Major General Richard Semple CBE
Major General Ashley Truluck CB, CBE
Brigadier Anna Luedicke OBE
Colonel Paul Mitchell

Mr James Duckworth-Chad MVO
Mr Michael Adler TD
Mr Michael Baines
Mr Jonathan Beatson-Hird
Ms Victoria Fakehinde
Mr Anthony Scott

Unless otherwise stated all data is sourced from BlackRock as at 31 December 2022.
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Risk Warnings

Capital at risk. The value of investments and the income from them can fall as well as rise and
are not guaranteed. Investors may not get back the amount originally invested.

Past performance is not a reliable indicator of current or future results and should not be the
sole factor of consideration when selecting a product or strategy.

Changes in the rates of exchange between currencies may cause the value of investments to
diminish or increase. Fluctuation may be particularly marked in the case of a higher volatility
fund and the value of an investment may fall suddenly and substantially. Levels and basis of
taxation may change from time to time.

BlackRock Armed Forces Charities Growth & Income Fund risks

Smaller companies risk. Smaller company investments are often associated with greater
investment risk than those of larger company shares.

Liquidity risk. The Fund’s investments may have low liquidity which often causes the value of
these investments to be less predictable. In extreme cases, the Fund may not be able to realise
the investment at the latest market price or at a price considered fair.

Important information

This is Issued by BlackRock Advisors (UK) Limited, which is authorised and regulated by the
Financial Conduct Authority. Registered office: 12 Throgmorton Avenue, London, EC2N 2DL,
Tel: +44 (0)20 7743 3000. Registered in England and Wales No. 00796793. For your protection,
calls are usually recorded. Please refer to the Financial Conduct Authority website for a list of
authorised activities conducted by BlackRock.

This document is marketing material. BlackRock Charities Funds (the “Trust”) is a charity
authorised investment fund (“CAIF) regulated as a charity by the Charity Commission for
England and Wales and authorised as a non-UCITS retail scheme by the Financial Conduct
Authority (‘FCA’). The Trust’s FCA product reference number is 839484 and the registered
charity number is 1182766. The Trust is constituted as an authorised unit trust umbrella
scheme. In order to subscribe for units in a Sub-Fund in the umbrella, investors must complete
an appropriate application form. Any decision to invest must be based solely on the information
contained in the current Prospectus, the most recent financial reports and the Key Investor
Document pursuant to the PRIIPs Regulations, which are available in registered jurisdictions
and available in local language where registered can be found at www.blackrock.com on the
relevant product pages. Investors should understand all characteristics of the funds objective
before investing. Blackrock may terminate marketing at any time.. Prospectuses, Key Investor
Documents and application forms may not be available to investors in certain jurisdictions
where the Trust in question has not been authorised for distribution.

Any research in this document has been procured and may have been acted on by BlackRock for 
its own purpose. The results of such research are being made available only incidentally. The 
views expressed do not constitute investment or any other advice and are subject to change. 
They do not necessarily reflect the views of any company in the BlackRock Group or any part 
thereof and no assurances are made as to their accuracy. 

This document is for information purposes only and does not constitute an offer or invitation to 
anyone to invest in any BlackRock funds and has not been prepared in connection with any 
such offer. 

© 2023 BlackRock, Inc. All Rights reserved. BLACKROCK, BLACKROCK SOLUTIONS, 
iSHARES, BUILD ON BLACKROCK and SO WHAT DO I DO WITH MY MONEY are trademarks 
of BlackRock, Inc. or its subsidiaries in the United States and elsewhere. All other 
trademarks are those of their respective owners. 
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