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If the first quarter of 2026 was dominated by the Iranian 
conflict and the energy shock triggered by the disruption in 
the Strait of Hormuz, the second has been characterised by 
stalemate, punctuated by occasional progress in negotiations.
The geopolitical picture remains complex, but global markets 
have largely absorbed the uncertainty and moved on. Here  in 
the UK, another Prime Minister has fallen, prompting
renewed headlines about whether the country is becoming 
ungovernable. At the time of writing, the transfer of power
to Andy Burnham appears to be proceeding reasonably 
smoothly. Markets worried briefly but then moved on.
Remarkably, 2026 is shaping up to be an excellent year for 
investors in the UK market.

Fund performance
We are pleased with the fund’s performance this quarter. Returns were 
strong in both absolute and relative terms, extending a good run of
form. We should be careful not to draw too bullish a conclusion from 
recent data, but it’s encouraging to see a clear gap opening between
the fund and our peers’ average return. Importantly, gains appear to
be broadening beyond the largest UK stocks. Weakness among the oil 
majors has also helped us, improving the fund’s chances of matching 
and exceeding passive performance.

Our fund gained 8.2% over the quarter, ahead of the IA UK Equity 
Income sector return of 6.9%, and substantially ahead of the benchmark
FTSE All-Share Index’s 4.7% gain. Year-to-date, the fund is up 10.4%,
versus a sector average of 6.0% and the All-Share Index’s 7.2%.

In the simplest, most reductive, terms, we seem to have benefited from 
three separate but overlapping factors that, on certain days, aligned to 
supercharge our gains. First, quality bond proxies rallied on the back
of more positive inflation/interest rate/ten-year bond gilt yield vibes.
Secondly, that positivity flowed into support for domestic names,
especially those with a consumer tilt. And third, all this drove a rotation 
into mid-caps, or at least away from mega-caps. Throw in a steady 
drumbeat of actual and rumoured takeover activity, and there has been
a lot of good news swirling around.

Key outperformers and laggards
We’ve owned global distributor  DCC  for many years, watching 
management refine its focus on its core energy divisions. Recent years 
have underlined why this strategy has made sense: energy supply and 
security have moved up the agenda, while the case for transitioning
to greener energy has only strengthened. As a supplier and distributor
to a broad range of private and commercial customers, DCC is a key 
facilitator within the broader energy complex. During the quarter,
a consortium of Energy Capital Partners and KKR announced, and
later raised, a takeover offer for the company, with management 
recommending the higher bid. DCC is a high-quality business, and
there are potential hurdles between the current bid and its completion.
Nevertheless, we took advantage of the bid premium and sold.

The second main driver was trading platform IG Group. Its first quarter 
trading update was well ahead of expectations, helped by strong OTC 
(over the counter) derivatives trading as commodity market volatility 
lifted customer activity. Management raised its full-year revenue 
guidance, while customer acquisition and product adoption remained 
healthy. Investors are also gaining confidence that IG can grow beyond 
its core OTC business through stock trading, its UK investing app 
Freetrade, crypto and other new products. Lower interest income 
remains a headwind, but this was already expected and has been 
outweighed by stronger trading revenues and better growth prospects. 

Meanwhile, tech hardware reseller Computacenter continues to 
ride the wave of enthusiasm over any entity that is a play on data and 
broader tech investment. Legal & General had a strong quarter (is this 
another business with the faint whiff of takeover prey?) and business 
supplies distributor Bunzl also performed well, with investors beginning 
to believe that the worst of its travails in the US are behind the business.

The key laggards over the quarter were entirely predictable in light of 
the rollercoaster ride in the Gulf. Having spiked at the height of the 
conflict, the oil price has drifted back to close to pre-war levels. Even 
though stockpiles will need to be refilled, adding extra demand into the 
system, the oil majors’ share prices have fallen in tandem. 

OIL PRICE NEARS PRE-WAR LEVELS

Our biggest drags on performance have, therefore, been BP and Shell. 
Similarly, as the risk of a broader conflict has receded and minds have 
returned to the conundrum of how countries will afford higher defence 
budgets, we have seen further weakness in BAE Systems. We have 
trimmed all three names, in BAE’s case, quite aggressively. Beyond these 
specific stock trims, our only other notable sales involved a slight 
rotation out of some large cap defensive names like GSK and SSE.

Source: FactSet, Brent crude oil global spot price ($/bbl) 
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Outlook
Warren Buffett offered long-term investors a compellingly simple 
story: buy great companies and let their earnings compound over 
time. It’s easy to see why Alice Schroeder decided to evoke the 
cumulative power of compounding by calling her 2009 biography of 
Buffett The Snowball. If only investing were quite that straightforward 
and predictable.

It may not always feel that way, but recent years have been rewarding 
for UK equity investors, with the past 12 months especially strong. 
But the path has been anything but smooth, with returns delivered 
amid volatile global markets, persistent geopolitical strains and the 
UK’s own continuing political drama.

Even so, there are grounds to believe the market can keep climbing this 
wall of worry. Another change of Prime Minister is in the offing, but the 
UK economy continues to edge forward. With oil prices back to near 
pre-conflict levels, inflationary pressures seem to be easing, though this 
is no time for complacency. Employment data, too, have held up better 
than many feared. After a strong run, the UK market still offers good 
value and, in our view, could provide relative shelter if global markets 
stumble. This year’s pick-up in bid activity shows that this value is 
being recognised.

The ride is unlikely to become any smoother, but the direction of travel 
remains encouraging. We now look to the next reporting season to test 
and validate our confidence in the portfolio. Ultimately, our investment 
process will be judged by the results delivered by the businesses 
we own.

Our fund positioning remains dynamic, reflecting both our confidence 
in the resilience of the UK equity market and, more importantly, our 
belief that returns will continue to broaden. UK passive funds are 
increasingly concentrated, with just 13 stocks accounting for more 
than 50% of the FTSE All-Share. We firmly believe the opportunity lies 
beyond these largest names. 

Over the past month, we have added to building products group Genuit 
and homewares retailer Dunelm. We have also introduced two new 
holdings: housing-market platform Rightmove and meat products 
producer and supplier Cranswick. These additions diversify some of 
the portfolio’s idiosyncratic risk, while increasing our exposure to areas 
where we see attractive long-term opportunity.

CARL STICK
Fund Manager

ALAN DOBBIE
Fund Manager

For more info on our fund, including factsheets, performance and fund 
manager views, please click here.

Performance review

 3 months 6 months 1 year 3 years 5 years

Rathbone Income Fund 8.2% 10.4% 23.5% 48.7% 60.4%

IA UK Equity Income Sector 6.9% 6.0% 15.1% 45.8% 50.8%

FTSE All Share Index 4.7% 7.2% 21.9% 53.1% 67.9%

 30 Jun 25-
30 Jun 26

30 Jun 24-
30 Jun 25

30 Jun 23-
30 Jun 24

30 Jun 22-
30 Jun 23

30 Jun 21- 
30 Jun 22

Rathbone Income Fund 23.5% 8.5% 11.0% 9.2% -1.2%

IA UK Equity Income Sector 15.1% 10.5% 14.6% 4.0% -0.5%

FTSE All Share Index 21.9% 11.2% 13.0% 7.9% 1.6%

Source: Morningstar; data to 30 June, I-class, mid price to mid price.

These figures refer to past performance, which isn’t a reliable indicator of future returns.

When you invest, you could lose some or all of your investment.

https://www.rathbonesam.com/uk/financial-adviser/equities/rathbone-income-fund


If you require further clarification on this commentary, then please contact your adviser or Rathbones at the contact details below.

Any views and opinions are those of the investment manager, and coverage of any assets held must be taken in context of the constitution of 
the fund and in no way reflect an investment recommendation. Past performance should not be seen as an indication of future performance. 
When you invest, you could lose some or all of your investment.
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