
Q3 2022 Performance Summary 

Capital Gearing Trust/ CG Absolute Return Fund / Capital Gearing Portfolio 

• Returns of -2% CGT, -1% CGPF, -1% CGAR in Q3 and -2% CGT, -3% CGPF, -2% CGAR over
the last 12 months;

• The quarter was notable for the severe bond bear market, which was particularly acute in
the UK, with the Sterling Aggregate Bond Index down -14%;

• Despite this backdrop of dramatically rising interest rates, the bond holdings, which
collectively comprise 55% of the portfolio, enjoyed strong relative performance, returning
+1%;

• A majority of the index linked bond holdings are non-sterling denominated (20% in US
TIPS and 5% collectively in Japan, Canada, Australia and Sweden). These overseas holdings
benefited from strengthening currencies relative to sterling;

• The UK index linked holdings (c.12% of the portfolio) and credit holdings (14% of the
portfolio) both benefited from being short duration, and so were not significantly
impacted by rising interest rates;

• The most significant additions during the quarter came during the gilt market selloff, with
purchases of c.4% of gilt positions, mostly buying index linked 2024s and 2028s but
purchasing as long as the 2050s;

• Additions were also made in the credit portfolios, as sterling credit spreads have widened
significantly, likely due to technical factors as pension funds sold a wide range of assets
to raise collateral for derivative positions;

• Exposure to the Japanese Yen increased 2.5% in the quarter. Whilst the Yen is almost as
weak as GBP, it has not experienced problematic inflation and at current levels Yen assets
look attractively priced. Initial additions were made to short bonds and Japanese equities;

• After several quarters of strong outperformance, risk assets (c.37% of the portfolio) had a
relatively weak third quarter, returning -4%, in line with the MSCI UK All Cap but 2% behind
the Investment Trust Index;

• The risk asset weakness was entirely attributable to the property holdings (12% of the
portfolio) that fell by 13% in the period, as rising bond yields undermined property
valuations;

• Fortunately we steadily reduced property over the last year, although with hindsight
should have sold more aggressively over the summer;

• Non-property risk assets collectively delivered a positive return in the quarter, with
another strong performance from the energy holdings;

• Discounts have notably widened for conventional investment trusts. We sold many of the
conventional ETF holdings and rotated into a range of interesting discount opportunities,
without increasing our aggregate exposure to conventional equities; and

• The portfolio remains defensive overall, with an objective of capital preservation and
inflation protection.

Real Return Fund 

• The unhedged share class returned 1% in Q3 and the GBP hedged share class returned -
6%, in line with indices;

• There was a global bond bear market in the period, and the US 2-year interest rate rose
by 1.1% to 4% as central banks battled against increasingly entrenched inflation;

• US CPI sits at 8.3%, Euro area CPI at 9.1% and UK CPI at 9.9% - in each jurisdiction core CPI
is close to or above 5%;
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• Despite the increased experience of inflation, expectations as reflected in breakevens fell
in the period – in the US from 2.3% to 2.2%, and Euro breakevens remain flat at around
2%;

• It is possible that the liquidity preference for nominal bonds during a bear market is
artificially depressing breakevens, as otherwise it is hard to rationalise low and falling
breakevens given the inflationary backdrop;

• The Federal Reserve has led global central banks, increasing interest rates twice in the
period to 3.25%, and indicating further rate rises to come;

• The combination of rising nominal interest rates and flat or falling breakevens resulted in
rapidly rising real interest rates, which are now strongly positive at all maturities in the US
and approaching 2% real for 20-year bonds;

• These high real interest rates appear to offer attractive risk adjusted returns compared to
many other asset classes;

• The fund’s overweight position to US TIPS proved both a blessing (currency strength) and
a curse (weak domestic bond market), which effectively cancelled each other out;

• During the period the fund sold c.2% of short TIPS and reinvested the proceeds into the
Canadian Dollar (c.1%) and Japanese Yen (c.1%); and

• Other than these changes, the portfolio remained largely unchanged, with duration
remaining at c.8.5 years with longer durations in the US, Canada and Australia, and
shorter durations in Japan, Germany & Sweden.

Dollar Fund 

• The unhedged share class returned 2% in Q3 and the GBP hedged share class returned -
7%;

• Both share classes performed c.1% worse than the indices due to the longer duration of
the portfolios;

• There was a global bond bear market in the period, the US 2-year interest rate rose 1.1%
to 4% as central banks battled against increasingly intrenched inflation;

• US CPI sits at 8.3% with core CPI at 6.3%, significantly above the 2% inflation target;
• Despite the increased inflation concerns, 10-year US breakeven fell in the period from

2.3% to 2.2%;
• It is possible that the liquidity preference for nominal bonds during a bear market is

artificially depressing breakevens, as otherwise it is hard to rationalise low and falling
breakevens otherwise given the inflationary backdrop;

• The Federal Reserve has led global central banks, increasing interest rates twice in the
period to 3.25%, and indicating further rate rises to come;

• The combination rising nominal interest rates and flat or falling breakevens resulted in
rapidly rising real interest rates, which are now strongly positive at all maturities in the US
and approached 2% real for 20-year bonds;

• These high real interest rates appear to offer attractive risk adjusted returns compared to
many other asset classes;

• The portfolio remained largely unchanged, with duration remaining at c.9.7 years, about
2.5 years longer than the index.

• Given the back up in real yields and low breakevens we have considered lengthening
duration but have not done so yet.
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IMPORTANT INFORMATION 

CG Asset Management Limited is authorised and regulated by the Financial Conduct Authority to carry on 
regulated activities in the United Kingdom.  The information contained in this document (this "Document") is, in 
the United Kingdom, being made to, or directed to, only (i) persons who have professional experience in matters 
relating to investments (being "investment professionals" within the meaning of Article 19 of the Financial 
Services and Markets Act 2000 (Financial Promotion) Order 2005 (the "FPO")) or (ii) persons falling within Article 
49(2) ("high net worth companies, unincorporated associations etc.") of the FPO or (iii) persons who are 
otherwise permitted by law to receive it (all such persons being "Relevant Persons"). The information contained 
in this Document is not intended to be viewed by, passed on or distributed (directly or indirectly) to, any other 
category of persons. Any investment or investment activity to which this Document relates is available only to 
Relevant Persons and will be engaged in only with Relevant Persons. This Document must not be acted or relied 
upon by persons who are not Relevant Persons. 

This Document is for discussion purposes only. It is not an offer to buy, or a solicitation of offers to purchase, 
any interest or other investment in any fund or any other security or investment product managed or advised 
by CG Asset Management Limited. Any such offer, if made, would only be made by the definitive offering 
document of the relevant fund, security or investment product ("Definitive Document") that sets forth the terms 
of any investment and other material information, including risk factors, conflicts of interest, fees and expenses 
and tax-related information. No investment should be made in any fund, other security or investment product 
without first carefully reviewing the Definitive Document which will entirely supersede this Document. 

The information contained in this Document has been prepared by and is the sole copyright of CG Asset 
Management Limited. This Document is strictly confidential and is intended for its intended recipient(s). It must 
not be copied, reproduced or distributed in whole or in part at any time. This Document may contain proprietary 
information and any further confidential information made available to the recipient must be held in complete 
confidence and documents containing such information may not be reproduced, used or disclosed without the 
prior written consent of CG Asset Management Limited. 

The information contained in this Document is not investment, tax, accounting or legal advice and does not take 
into consideration the investment objectives, financial situation or particular needs of the recipient. Investing 
entails certain risks, including the possible loss of the entire principal amount invested. The recipient of this 
Document should seek its own financial, tax, accounting and legal advice in connection with any proposed 
investment. 

No representation or warranty is made or given by CG Asset Management Limited (or, “CGAM”) or any of their 
respective members, partners, officers, employees or affiliates as to the accuracy, completeness or fairness of 
the information contained in this Document. No responsibility or liability is accepted for any such information. 
The information in this Document has not been independently verified and is subject at all times to the 
conditions, caveats and limitations described in this Document. All opinions, projections and estimates 
constitute the judgment of CGAM as of the date of this Document and are subject to change without notice.  
The delivery of this Document at any time subsequent to the date of this Document will not under any 
circumstances create an implication that the information contained herein is correct as of any time subsequent 
to such date. No reliance may be placed for any purpose whatsoever on the information contained in this 
Document or on its completeness. Any risk guidelines referred to herein are internal risk guidelines and so are 
subject to change at any time by CGAM, without notice to investors. 

This Document is not intended to be distributed in any jurisdiction where such distribution is not permitted by 
the local law. Without prejudice to the generality of the foregoing, this document is not intended, and should 
not be construed as, marketing of any alternative investment fund for the purposes of any legislation 
implementing EU Directive 2011/61/EU on Alternative Investment Fund Managers in any member state of the 
EEA. 

The information contained in this Document has not been approved by the UK Financial Conduct Authority or 
any other regulatory authority, nor has any regulatory authority passed upon the accuracy or adequacy of this 
Document. 

CG Asset Management Limited is Authorised & Regulated by The Financial Conduct Authority © 2022. 3




