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Q4 Market Review

The fourth quarter saw positive returns from UK government 
bonds, but only from the extraordinary lows of the Truss 
government period. The fourth quarter began with heightened 
volatility in the UK rates market – the fallout from the 
Truss/Kwarteng fiscal plan causing a wild ride in government 
bond prices, one that necessitated the Bank of England (BoE) to 
intervene to buy both long-dated conventional gilts and 
inflation-linked gilts from stressed pension fund vehicles in 
order to prevent a market breakdown.  In the end, the BoE 
amassed some £19bn in bonds and combined with a change in 
government policy – successfully dampened volatility.

The BoE delivered a 0.75% rate hike in early November and 
another 0.50% in December. However, things did calm down 
somewhat.  Indeed, by the end of the year, market expectations 
for the peak in the Bank Rate ended the year someway off the 
levels seen in October (4.75% vs a high of 6.25%).  Furthermore, 
in December, the BoE managed to start the process of reselling 
the bonds it had bought during the crisis period.

Within the credit market, the Sterling IG Credit market 
outperformed in the fourth quarter. The sterling corporate index 
spreads tightened significantly over the period with excess 
returns for the last quarter of the year of 3.21%. Performance-
wise, from a sector perspective, the tightening was observed 
across sectors. The Utility sector led excess returns over the 
period and delivered 5.3%. From a rating perspective, lower-
rated debt outperformed higher-rated debt as Sterling AAA rated 
debt generated an excess return (vs government bonds) of 
0.52% while Sterling BBB reported excess returns of 4.58% 
From a rating perspective, higher-rated debt outperformed 
lower-rated debt as Sterling AAA rated debt generated an excess 
return of 0.52% while Sterling BBB reported excess returns of 
4.58%. In cross currency terms on a hedged basis, Sterling 
corporates underperformed Euro corporates and US corporates.

Total gross supply in sterling investment grade corporates in Q4 
2022 was £12.35 billion, up £4.6 billion from what was issued 
during the same period in 2021. The jump in issuance 
predominantly occurred in November at £11billion as credit 
spreads tightened on the back of the market rally.  High levels of 
market volatility in September and October dampened volumes 
to a third of their previous year.
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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.

The Fund is actively managed
and the investment manager
(IM) has discretion to select
the Fund’s investments and
in doing so may take into
consideration the FTSE
Actuaries UK Conventional
Gilts All Stocks Index (50%)
and iBoxx Sterling Non-Gilt 1-
10 Year Index (50%).
The IM has discretion to
select the Fund's investments
in accordance with the Fund’s
investment policy.

Unless otherwise stated all data is sourced from BlackRock as at 31 December 2022. The figures shown 
relate to past performance. Past performance is not a reliable indicator of current or future results.
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Q4 Market Review (cont’d)

From a rating perspective during the quarter, according to Moody’s, the upgrade/downgrade 
ratio that emerged during Q4 2022 was the lowest since Q2 2020. During Q4 2022, the rating 
agency upgraded 41 issuers and downgraded 130 issuers, leading to an upgrade to downgrade 
ratio of 0.32x (these figures represent investment grade names in Western Europe only). We 
have not experienced defaults within our Buy and Maintain strategy during Q4 2022.

UK inflation showed signs of easing and the possibility that it peaked in November after coming 
in lower than expected at 10.7% YoY. However, this is still well above the BOE target of 2%. Core 
inflation also came in lower at 6.3%, only the second downside miss of the year. UK CPI reached 
a 41-year high of 11.1% YoY in October. During Q4 the BOE raised rates in two consecutive 
meetings by 75bps and 50bps to conclude the quarter with a base rate of 3.50%.

The bond market in Q4 saw positive returns from UK government bonds – but only from the 
extraordinary lows of the Truss government period. Across the curve, the UK’s benchmark 5-
year, and 10-year UK gilts yields lowered by 78bps to 3.62%, 42bps to 3.67%, and 30-year UK 
gilts yields increased by 13bps to 3.96% respectively which led to steepening the 5s30s curve. 
Longer-dated bonds performed worst in the period due to their greater sensitivity to interest 
rates (known as duration risk).

The ICE BofAML Sterling Non-Gilt index delivered a total return of 6.21%, of which the excess 
return was 3.21%. The ICE BofAML Sterling Corporate and Collateralized index delivered a total 
return of 7.24%, of which the excess return was -4.22%. The tightening in spreads was 
observed across sectors. The Utility sector led excess returns over the period and delivered 
5.3%. Higher-rated debt outperformed lower-rated debt as Sterling AAA rated debt generated 
an excess return of 0.52% while Sterling BBB reported excess returns of 4.58%.

Past performance is not a reliable indicator of current or future results.

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

References
Source: Bloomberg, as of 31 Dec, 2022.
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Calendar Year Net Performance, in percentage return

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 Class Income units in GBP net
of fees. Benchmark: 50% All Stocks Gilt (gov bonds) / 50% iBoxx Sterling Non-Gilt 1-10 Year.
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.

Activity

The Fund returned 4.03% in the fourth quarter of 2022, outperforming its benchmark which
returned 3.38%.

Overall, the duration exposure was positive for performance. We were positioned overweight
duration vs. the benchmark in this period. We remained active in our positioning, reducing
overweight duration back to neutral before a key European Central Bank meeting in December –
this proved to be a catalyst for a renewed rise in bond yields, triggering us to add back duration
exposure and end the year with an overweight position once again.

Curve exposure was negative over the quarter. The portfolio was positioned for steeper curves in
global rates. However, the quarter saw shorter rates pushed higher on average by central bank
action and rhetoric, while longer-dated yields lagged the move as concerns about the impact of
tighter monetary policy on growth outturns increased.

Inflation exposure was positive for performance. We reduced our long-held underweight
exposure to UK inflation during the quarter, as pricing of future inflation was first shocked lower
by the gilt market volatility early in the quarter and then brought lower by falling natural gas
prices towards the end of the year.
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Unless otherwise stated all data is sourced from BlackRock as at 31 December 2022.
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Activity (cont’d)

Overseas exposure was slightly positive for performance over the quarter. We generally
favoured a long allocation to USD rates, with mixed positioning in EUR rates. Market timing in
tactical trades around these positions proved beneficial.

Active credit returns were positive in the period, driven largely by sector selection and the
allocation to EUR denominated credit, which outperformed over the period, benefitting our off-
benchmark EUR holdings. We maintained our modest overweight credit risk profile of 10%.

Sector and security selection positioning was overweight (vs the benchmark) in sectors
correlated with the market recovery over the period such as Corporate Hybrids and
subordinated bonds. Most of our cash bond holdings were concentrated in the Banks sector,
with a bias for higher quality “senior” bonds. Banks outperformed Non-financial institutions
over the period and therefore contributed positively to returns. New issuance in November held
particularly attractive new issue premiums, which performed well into the end of the quarter.
The Fund’s tactical positioning in iTraxx CDS indices marginally detracted from otherwise
positive performance.

Outlook

The Fund’s credit exposure target remained moderately overweight. Credit spreads have
widened to above average levels and outright yields are attractive relative to recent history.
Central bank support for credit is declining globally and credit supply is likely to remain
elevated. Positively, more attractive yields have resulted in flows starting to move back into fixed
income products.

Yields in the UK have experienced significant volatility recently but we now believe the yields on
offer, provide an attractive opportunity to be overweight duration. Recessionary risks and the re-
emergence of end user demand for fixed income in general could provide strong support for UK
government bonds in 2023.

We remain overweight to the financial sector based upon attractive valuations relative to the
corporate market. Capital and liquidity ratios remain robust and we have a focus on high
conviction fundamental credit profiles. Within the capital structure, we retain a preference for
shorter-dated senior debt and selective exposure to subordinated debt.

Risk: There is no guarantee that a positive investment outcome will be achieved.

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

Investment grade corporates : An investment grade is a rating that signifies a municipal or
corporate bond presents a relatively low risk of default.

Curve exposure : The yield curve risk is associated with either a flattening or steepening of the
yield curve, which is a result of changing yields among comparable bonds with different
maturities.

Duration: A measure of the sensitivity of the price of a bond or other debt instrument to a
change in interest rates.

Eurozone sovereign bonds: Eurozone sovereign bonds are sovereign debt publicly issued by
Eurozone country governments.

German Bunds: German Bunds are fixed-interest, euro-denominated securities issued by
Germany's federal government to fund its debt.

Gilt market: The financial market for UK government bonds.

Core CPI: The "Consumer Price Index for All Urban Consumers: All Items Less Food & Energy" is
an aggregate of prices paid by urban consumers for a typical basket of goods, excluding food
and energy. This measurement, known as "Core CPI," is widely used by economists because food
and energy have very volatile prices.

Central bank tightening: central bank tightening is a course of action undertaken by a central
bank such as the Federal Reserve to slow down overheated economic growth, to constrict
spending in an economy that is seen to be accelerating too quickly, or to curb inflation when it is
rising too fast.

Quantitative Easing : is a form of unconventional monetary policy in which a central bank
purchases longer-term securities from the open market in order to increase the money supply
and encourage lending and investment.

Spread widening : The direction of the yield spread can increase, or “widen,” which means that
the yield difference between two bonds or sectors is increasing.

AAA : Credit Rating - Extremely strong capacity to meet its financial commitments. AAA is the
highest issuer credit rating by Standard & Poor’s.

BBB : Credit Rating - Adequate capacity to meet its financial commitments. However, adverse
economic conditions or changing circumstances are more likely to lead to a weakened capacity
of the obligor to meet its financial commitments.

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

Dividend Record

The fund will pay a dividend on 20 January 2023 of approximately 1.50 pence per unit to
investors in the income share class 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.

Yield: 4.1%

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.

Any opinions and/or forecasts represent an assessment of the market environment at a
specific time and is 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. All amounts given
in GBP unless otherwise stated.

Tax treatment depends on the individual circumstances of each client and may be subject to
change in the future.
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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 Charities UK Bond Fund Risks

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

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.

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.

Credit risk and/or issuer defaults risk: credit risk and/or issuer defaults will have a significant
impact on the performance of fixed income securities. Non-investment grade fixed income
securities can be more sensitive to changes in these risks than higher rated fixed income
securities. Potential or actual credit rating downgrades may increase the level of risk.

Concentration Risk: Investment risk is concentrated in specific sectors, countries, currencies or
companies. This means the Fund is more sensitive to any localised economic, market, political,
sustainability-related or regulatory events.

Derivatives Risk: Derivatives may be highly sensitive to changes in the value of the asset on
which they are based and can increase the size of losses and gains, resulting in greater
fluctuations in the value of the Fund. The impact to the Fund can be greater where derivatives
are used in an extensive or complex way.

Counterparty Risk: The insolvency of any institutions providing services such as safekeeping of
assets or acting as counterparty to derivatives or other instruments, may expose the Fund to
financial loss.

Credit Risk: The issuer of a financial asset held within the Fund may not pay income or repay
capital to the Fund when due.

Liquidity Risk: Lower liquidity means there are insufficient buyers or sellers to allow the Fund to
sell or buy investments readily.
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Important information

Issued by BlackRock Investment Management (UK) Limited, 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. 02020394. For your protection
telephone calls are usually recorded. Please refer to the Financial Conduct Authority website for
a list of authorised activities conducted by BlackRock.

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 on our website. 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, and
iSHARES are trademarks of BlackRock, Inc. or its subsidiaries in the United States and
elsewhere. All other trademarks are those of their respective owners.

FIH0123E/S-2688229-8/8


