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A closer look at PruFund:
your quarterly market overview
for July – September 2022
It’s always a good idea to know where your money is invested.
So, if you’ve wanted to know more about PruFund, or if recent
market activity has made you more interested in PruFund, this
market overview is for you.

Let’s get started
As your adviser will have explained when
you first invested, PruFund contains
different types of assets such as shares,
bonds, property and alternatives. Along
with cash, these are the building blocks
of PruFund.

To learn more about how PruFunds
navigate choppy markets and aim to
deliver over the long term, you may want
to visit our website. Please follow this link:
PruFund: Risk Managed Investments |
Prudential (mandg.com)

In this market overview, you’ll learn about
these different types of assets. You’ll also
receive a general summary of how each
type of asset has performed up to the end
of September 2022.

Please be aware that the views
expressed here should not be taken as
a recommendation, advice, or forecast.

For more information about your investments or about PruFund, please speak to
your adviser. They will be familiar with your situation and be able to discuss your
investments in detail. Please also bear in mind that the value of your investments
can rise as well as fall, and you might not get back the amount you invested.

Taking a closer look at shares
Get to know: shares

Market overview: shares

When PruFund buys shares, it’s as if we’re
buying pieces of the companies that we invest
in. Presently, PruFund owns shares in more
than 2,000 different companies from around
the world, including the UK, Europe, the United
States and Asia.

The main themes driving financial markets during this quarter were inflation and interest rates. Most of the
world’s financial markets fell over the quarter, extending their year-to-date losses.

We buy shares across many different types
of businesses to spread risk and provide more
potential opportunities.
By investing across a large number of
companies, only a small part of PruFund is in
any one company. This means if the share price
of an individual company falls, the overall impact
on PruFund is generally small.

There was a brief upturn in July when many financial markets rallied, on hopes that the Federal Reserve
(the US central bank) might reverse their recent interest-rate increases. But after the Federal Reserve made
it clear that they’d continue raising rates to tackle inflation, the rally gave way to a renewed downturn.
The weakness of the pound did help shield UK investors in overseas markets from some of the quarter’s
losses. This is because foreign currencies are worth more when the pound is weak and some negative
returns from overseas markets were positive when translated into sterling.
Although the US stock market declined in dollar terms, it managed to produce a positive return in sterling.
This is because when the pound fell heavily against the dollar, returns from US shares were worth more in
sterling terms.
European shares held up better than the UK market, with the difference magnified by sterling’s weakness
against the euro. Nevertheless, returns were still negative.
One exception to the widespread weakness in financial markets occurred in the energy sector, which
benefitted from rising fuel prices. Another sector producing positive returns overall was consumer
discretionary, which includes non-essential goods and services like entertainment, clothing, and home
improvement. Communication services and real estate produced the weakest returns.
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Market overview: shares (continued)

Late in September, Liz Truss, who at the time was the new prime minister, and Kwasi Kwarteng, at the
time her chancellor, announced a `mini-budget’ which surprised market participants with the extent of its
tax cuts. The new policies led to weakness in the bond markets and the pound, and also contributed to the
overall UK market underperformance this quarter.
In Asia, the Japanese stock market fell heavily during this period. Other Asian markets fell over the quarter
too. China was especially weak as it persisted with its zero-Covid policy, which led to further lockdowns in
many cities. Meanwhile, concerns about China’s debt-burdened property market and tensions over Taiwan
further added to the negative sentiment.
Overall, shares produced negative returns in the third quarter of 2022 which have reduced the returns from
some PruFunds, depending on the amount of investment in shares.

Taking a closer look at corporate bonds
Get to know: corporate bonds

Market overview: corporate bonds

A bond asset is different to an investment bond you
might invest in, and is a loan, usually to a company or a
government. The majority of bonds that PruFund invests
in are corporate bonds – to companies.

Interest rate increases by central banks in many developed countries significantly impacted the
performance of corporate bonds this quarter.

Corporate bonds can help companies raise money to
finance new business opportunities. Companies repay
bonds at a fixed interest rate over a given time period, so
bonds are sometimes called ‘fixed-interest’ investments.
It’s not so different to borrowing money for a car or a
mortgage, and repaying it on a schedule.
The benefit of investing in bonds is that they have the
potential to provide a steady income. They’re generally
less likely than shares to rise and fall in value rapidly over
a short period of time.
PruFund invests in corporate bonds in over 40 different
countries through Europe, North America, South America,
Asia and Africa. By investing in bonds from companies in
many different countries, we’re aiming to achieve good
returns by spreading investments. But there’s no certainty
and there’s still the potential to lose money.

Over this period, the US Federal Reserve raised interest rates in all three months of the quarter.
The Bank of England, the European Central Bank, and central banks in Switzerland, Sweden,
Norway and Denmark also raised interest rates. Japan was an exception – its central bank left
interest rates unchanged.
As central banks continued raising interest rates to combat inflation, government bond yields
rose sharply, which caused bond prices to fall. Consequently, over the quarter, most corporate
bonds produced negative returns, with UK corporate bonds especially weak. However, the
extreme weakness of the pound meant that returns from overseas bonds were sometimes
positive for UK investors although they were negative in local currency.
In the UK, the negative market reaction to the tax cuts announced by Kwasi Kwarteng, the new
Chancellor of the Exchequer, prompted the Bank of England to announce further purchases
of UK government bonds to help steady the markets. Nevertheless, UK gilt yields rose much
further than the bond yields of other developed countries.
Because our investment in bonds is so large and spread out across many countries, whatever
happens in the world will be felt in our bond investments, whether for good or bad.

Taking a closer look at property
Get to know: property

Market overview: property

PruFund invests in a large number of
commercial properties across the UK,
United States, Europe and Asia. Among these
properties are offices, shops, retail parks,
warehouses and industrial units. We invest
primarily in commercial properties because they
offer an attractive, and generally steady income,
and the potential for some growth in the value
of each property.

After performing well in the first half of the year, the UK commercial property market fell this quarter.
Inflation and rising interest rates were among the main factors in this decline. The higher cost of borrowing
has constrained investors in property, which in turn has dampened the recovery in the property market that
followed the lifting of Covid restrictions.
However, food stores performed well, as did retail warehouses. Retail warehouses have benefitted from the
rise in internet shopping during the pandemic, as warehouses form part of the logistics chain for delivering
orders made online. They also benefit from `hybrid’ models of shopping such as `click and collect’, where
people order online but collect in store.
Earlier in the year, industrial property had some of the strongest returns. However, investor sentiment
during the quarter was dampened by fears of a recession and the UK government’s fiscal policy, which
affected returns for industrial property.
The office sector is still suffering from the effects of the Covid pandemic. Working patterns appear to have
changed permanently, with many workers either continuing to work from home or using a `hybrid’ model
that combines home and office work.
Although office occupancy rates have recovered from the lows of 2020, they’re still some way short of
pre-pandemic levels. Capital values have fallen most significantly outside of London.

Taking a closer look at alternatives
Get to know: alternatives
As the name ‘alternatives’ suggests, these aren’t your ‘run of the
mill’ shares or bonds. Although only a relatively small portion of PruFund
is invested in alternatives, alternatives are some of the most interesting
investments in the PruFund portfolio.
PruFund invests hundreds of millions of pounds in alternatives on your
behalf. Because investments in alternatives can perform differently to
what’s happening in the wider economy, they offer another way to help
spread out the risk of investing.
Alternatives can be very complex, but for PruFund there are three
main types:
Private Equity investments: These are investments composed of shares
in companies that are not publicly traded on financial markets.
Real Assets and Infrastructure investments: These are investments into
physical assets that provide services to businesses, regions, or countries.
Some of our investments in real assets are in transportation and agriculture,
whilst some investments in infrastructure are in communication networks,
energy and water.
Diversifying Strategies and Hedge Funds: These are investments that
can behave in very different ways to the other asset classes and offer
diversification benefits to our investors. Music royalties and pharmaceutical
royalties are examples of our Diversifying Strategies investments, whilst
hedge funds are specialist investment partnerships that can make money in
positive and negative markets.

Market overview: alternatives
Private-equity investments slowed over this period. This is attributed to rising
interest rates around the world. When interest rates rise it becomes more costly
to borrow money, which makes investors increasingly cautious and reduces the
number of private-equity deals.
The best performing funds this quarter were `macro’ hedge funds – funds
designed to profit from large market swings caused by economic or
geopolitical events.
Aircraft-leasing companies benefited from a recovery in leasing rates in the
third quarter. The industry had suffered in the wake of Russia’s invasion of
Ukraine, which led European plane-leasing companies to terminate their
agreements with Russian airlines. Since then, a shortage of aircraft and
growing passenger demand around the world have allowed lessors to increase
their rates. This has helped compensate for the loss of revenue from Russia and
has contributed to a better growth outlook for the industry.
Investments in renewable energy and telecommunications continue to stand to
benefit from many governments’ plans to `build back better’ after Covid. Clean
energy is an important focus of many of the economic stimulus packages being
implemented around the world – as is improved broadband infrastructure. The
war in Ukraine and the curtailment of gas supplies from Russia have added
impetus to the shift to clean energy.

We hope that you’ve found this market overview interesting and helpful. For further
information about PruFund, you may want to visit the PruFunds webpage using this link
PruFund: Risk Managed Investments | Prudential (mandg.com)

DpD'o
Do_/

If you’d like to learn more about PruFund

Please remember that if you have additional questions, it’s always best to speak to your adviser. Only your
adviser will have a complete view of your situation and be able to answer questions with your financial
goals in mind.

pru.co.uk
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The views expressed here should not be taken as a recommendation, advice, or forecast.

