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Active Fixed Income 
 

Absolute Return Bond Fund 

 

Over the quarter, the L&G Absolute Return Bond Fund (Z share class Acc.) delivered a performance of 1.67%, 

versus the comparator benchmark ICE BofA SONIA 3-Month Constant Maturity Total Return Index’s return of 

0.75%, an outperformance of 0.92%. Performance is gross of fees; the effect of fees and charges would reduce 

the returns shown. 

 

Key positive contributors: 

Our Corporate bond exposure contributed to performance as credit market eventually rallied after challenging 

returns for most of the year. Particularly, our higher-yielding exposures such as Emerging Market Debt, sub-

Investment Garde bonds, Cocos and Corporate Hybrids were the best performing and contributed to returns. 

Additionally, we had increased exposure to short-dated Sterling Corporates in October following the 

underperformance of those following the mini-Budget, which benefitted the fund as they recovered through the 

quarter. 

 

Our positioning on interest rates also contributed to returns. We’ve added duration predominantly through Gilts 

throughout October, for two reasons. Firstly, we believed that the volatility in the Gilts market following the mini-

Budget would abate and that UK Pension Funds would continue having to own gilts for the foreseeable future. 

Secondly, we believed that as volatility died away, UK rates would be more strongly linked with economic data - 

and we expected UK data to continue to deteriorate. This view materialised and we took profit on the position 

following the strong rally in Gilts. 

 

Key negative contributors: 

Our credit hedges which we implement via Credit-Default Swap Indices detracted from returns as credit markets 

rallied and hedges didn’t perform. 

Additionally, our exposure to REITs underperformed during the quarter, due to the large move higher in interest 

rates and the distress within parts of the REIT sector (in Scandinavia in particular). 

 

Positioning: 
Over the quarter we slightly increased the fund’s credit exposure closer in line with our neutral target (from 

defensive during the previous quarter). We purchased Sterling short-dated corporate bonds following the 

underperformance of that part of the market in September and early October amidst the turmoil in Gilt markets. 

Additionally, we marginally reduced the amount of credit protection we had by closing some Credit Default Swap 

Index hedges. 

 

On the other hand, we have reduced our exposure to Cocos and Corporate Hybrids following an improvement in 

performance throughout the quarter. We have generally improved the credit profile of this exposure by switching 

into higher quality issuers and into bonds which we believe are more likely to get called at the first call date. 
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This quarter again we have taken advantage of the volatility in rates markets to position dynamically through the 

quarter, within the fund’s tight interest rates exposure (duration) limits. We have generally been more inclined to 

buy duration and took advantage of the gilt market dislocation to increase exposure to that space.  

 

Outlook: 

We believe a potentially better option for income appears to be corporate investment grade credit, despite the 

outlook for economic growth and company earnings. In euro and sterling investment grade credit markets, 

spreads already seem to be compensating investors for recession risk and, therefore, could provide a large 

cushion to absorb bad news. As economic indicators across the world show signs of slowing, the operating 

backdrop for companies looks much tougher in 2023. We would ordinarily expect significant increases in both 

defaults and ‘fallen angels’ in a recession but we believe that credit market fundamentals are unusually well-

positioned ahead of this downturn. For investment grade corporates, the companies that remain in that space 

after Covid-19 have proven they have business models that can withstand a severe shock. They have felt the 

benefits of the more prudent financial policies adopted in 2020, and as profitability fully recovered. We think that a 

recession in 2023 will likely stymie this recovery, and lead to a small net deterioration in credit quality, but 

nowhere close to the levels witnessed due to COVID-19. 

 

 

Absolute Return Bond Plus Fund  

 

 

Performance: 

Over the quarter, the L&G Absolute Return Bond Plus Fund (Z share class Acc.) delivered a performance of 

4.40%, versus the comparator benchmark ICE BofA USD 3 Month Deposit Offered Rate Constant Maturity Total 

Return Index Total Return Index’s return of 0.82%, an outperformance of 3.58%. Performance is gross of fees; 

the effect of fees and charges would reduce the returns shown. 

 

Key positive contributors: 

Our Corporate bond exposure contributed to performance as credit market eventually rallied after challenging 

returns for most of the year. Particularly, our higher-yielding exposures such as Emerging Market Debt, sub-

Investment Garde bonds, Cocos and Corporate Hybrids were the best performing and contributed to returns. 

Additionally, we had increased exposure to short-dated Sterling Corporates in October following the 

underperformance of those following the mini-Budget, which benefitted the fund as they recovered through the 

quarter. 

 

Our positioning on interest rates also contributed to returns. We’ve added duration predominantly through Gilts 

throughout October, for two reasons. Firstly, we believed that the volatility in the Gilts market following the mini-

Budget would abate and that UK Pension Funds would continue having to own gilts for the foreseeable future. 

Secondly, we believed that as volatility died away, UK rates would be more strongly linked with economic data - 

and we expected UK data to continue to deteriorate. This view materialised and we took profit on the position 

following the strong rally in Gilts. 
 

Key negative contributors: 

Our credit hedges which we implement via Credit-Default Swap Indices detracted from returns as credit markets 

rallied and hedges didn’t perform. 
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Additionally, our exposure to REITs underperformed during the quarter, due to the large move higher in interest 

rates and the distress within parts of the REIT sector (in Scandinavia in particular). 

 

Positioning: 

Over the quarter we slightly increased the fund’s credit exposure closer in line with our neutral target (from 

defensive during the previous quarter). We purchased Sterling short-dated corporate bonds following the 

underperformance of that part of the market in September and early October amidst the turmoil in Gilt markets. 

Additionally, we marginally reduced the amount of credit protection we had by closing some Credit Default Swap 

Index hedges. 

 

On the other hand, we have reduced our exposure to Cocos and Corporate Hybrids following an improvement in 

performance throughout the quarter. We have generally improved the credit profile of this exposure by switching 

into higher quality issuers and into bonds which we believe are more likely to get called at the first call date. 

This quarter again we have taken advantage of the volatility in rates markets to position dynamically through the 

quarter. We have generally been more inclined to buy duration and took advantage of the gilt market dislocation 

to increase exposure to that space.  

 

Outlook: 

We believe a potentially better option for income appears to be corporate investment grade credit, despite the 

outlook for economic growth and company earnings. In euro and sterling investment grade credit markets, 

spreads already seem to be compensating investors for recession risk and, therefore, could provide a large 

cushion to absorb bad news. As economic indicators across the world show signs of slowing, the operating 

backdrop for companies looks much tougher in 2023. We would ordinarily expect significant increases in both 

defaults and ‘fallen angels’ in a recession but we believe that credit market fundamentals are unusually well-

positioned ahead of this downturn. For investment grade corporates, the companies that remain in that space 

after Covid-19 have proven they have business models that can withstand a severe shock. They have felt the 

benefits of the more prudent financial policies adopted in 2020, and as profitability fully recovered. We think that a 

recession in 2023 will likely stymie this recovery, and lead to a small net deterioration in credit quality, but 

nowhere close to the levels witnessed due to COVID-19. 

 

 

 

Active Corporate Bond All Stocks 

 

 

Performance: 

Over the quarter, the Active Corporate Bond-All Stocks-Fund delivered a total return of 6.05%, versus the 

benchmark of the Markit iBoxx Sterling Non-Gilts Index’s total return of 5.73%, hence delivered a positive 

outperformance of 0.32% for the period. This brings the full year 2022 relative positive performance to 0.43% 

versus the benchmark. Performance is gross of fees; the effect of fees and charges would reduce the returns 

shown. 

 

Key negative contributors: 

An overweight positioning in banks detracted from performance as financials underperformed non-financials 

due to supply and their sensitivity to growth 

Credit selection detracted given exposure to AA bond and Canary Wharf   
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Overweight in Credit Suisse also detracted given news flow but we remain moderately positive on the name 

due to its strong liquidity position and capital ratios. Debt reduction in the form of a bond tender was 

announced early October which was supportive. 

Positioning  

• Over Q4, and particularly after the LDI-related volatiliy, we maintained a cautious but constructive outlook 

on Sterling investment grade credit. We initially used some of the credit spreads weakness on the back of 

the LDI crisis to add selectively on attractive valuations and reduce some of our underweights particularly 

in telecoms and some utility names where they had been approaching the covid wide levels of 2020. 

• However thereafter, the main portfolio activity was centered on reducing risk (especially focusing on 

cyclicals / lower rated credits), taking profit on new issues and upgrading portfolio quality as credit 

valuations came in. 

• Sector wise we remain overweight financials based on attractive valuations, which was offset by an 

underweight in corporates that look increasingly fully priced.  

• In terms of duration, we closed the short duration position initiated in November and ended the quarter 

broadly flat duration as we recognise that substantial policy moves are by now priced in. 

• We continue to run historically high gilt exposure, giving us valuable optionality given the ongoing 

uncertain backdrop for all risk assets in 2023. 

 

 

 

 

 

Active Corporate Bond Over 10 Year 

 

 

Performance:  

Over the quarter, the Active Corporate Bond-Over 10 year-Fund delivered a total return of 8.18%, versus the 

comparator benchmark of the Markit iBoxx Sterling Non-Gilts 10+ year Index’s total return of 7.48%, hence 

delivered a positive outperformance of 0.70% for the period. Performance is gross of fees; the effect of fees and 

charges would reduce the returns shown. 

 

Key positive contributors: 

• Active duration management was the dominant contributor as we used the market rally post mini-budget 

to initiate a short duration which then was reversed into year end.  

• Credit allocation was positive driven by insurance and utilities as the rally in credit spreads gained 

momentum.  

• The underweight to sub-sovereigns also added to performance as the sector lagged in the rally.  

Key negative contributors: 

An overweight positioning in banks detracted from performance as financials underperformed non-financials 

due to supply and their sensitivity to growth. 
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Credit selection detracted given exposure to AA bond and Canary Wharf. 

Overweight in Credit Suisse also detracted given news flow but we remain moderately positive on the name 

due to its strong liquidity position and capital ratios. Debt reduction in the form of a bond tender was 

announced early October which was supportive. 

Positioning  

• Over Q4, and particularly after the LDI-related volatiliy, we maintained a cautious but constructive outlook 

on Sterling investment grade credit. We initially used some of the credit spreads weakness on the back of 

the LDI crisis to add selectively on attractive valuations and reduce some of our underweights particularly 

in telecoms and some utility names where they had been approaching the covid wide levels of 2020. 

• However thereafter, the main portfolio activity was centered on reducing risk (especially focusing on 

cyclicals / lower rated credits), taking profit on new issues and upgrading portfolio quality as credit 

valuations came. 

• Sector wise we remain overweight financials based on attractive valuations, which was offset by an 

underweight in corporates that look increasingly fully priced.  

• In terms of duration, we closed the short duration position initiated in November and ended the quarter 

broadly flat duration as we recognise that substantial policy moves are by now priced in. 

• We continue to run historically high gilt exposure, giving us valuable optionality given the ongoing 

uncertain backdrop for all risk assets in 2023. 

 

 

Active GBP Collateralised and Corporates Fund 
 
 

Performance: 

Over the quarter, the Active GBP Collaterised and Corporates Fund delivered a total return of 6.73%, versus the 

benchmark of the Markit iBoxx Sterling Collaterised and Corporates Index’s total return of 6.70%, hence delivered 

an overperformance of 0.03% for the period. Performance is gross of fees; the effect of fees and charges would 

reduce the returns shown. 

. 

Key positive contributors: 

• Active duration management was the dominant contributor as we used the market rally post mini-budget 

to initiate a short duration which then was reversed into year end. 

• Credit allocation was positive driven by insurance and household goods   

• The underweight to sub-sovereings also added to performance as the sector lagged in the rally   

Key negative contributors: 

An overweight positioning in banks detracted from performance as financials underperformed non-financials 

due to supply and their sensitivity to growth 

Credit selection detracted given exposure to AA bond and Canary Wharf   
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Overweight in Credit Suisse also detracted given news flow but we remain moderately positive on the name 

due to its strong liquidity position and capital ratios. Debt reduction in the form of a bond tender was 

announced early October which was supportive 

Positioning:  

• Over Q4, and particularly after the LDI-related volatiliy, we maintained a cautious but constructive outlook 

on Sterling investment grade credit. We initially used some of the credit spreads weakness on the back of 

the LDI crisis to add selectively on attractive valuations and reduce some of our underweights particularly 

in telecoms and some utility names where some names had been approaching the covid wide levels of 

2020. 

• However thereafter, the main portfolio activity was centered on reducing risk (especially focusing on 

cyclicals / lower rated credits), taking profit on new issues and upgrading portfolio quality as credit 

valuations came in. 

• Sector wise we remain overweight financials based on attractive valuations, which was offset by an 

underweight in corporates that look increasingly fully priced.  

• In terms of duration, we closed the short duration position initiated in November and ended the quarter 

broadly flat duration as we recognise that substantial policy moves are by now priced in 

• We continue to run historically high gilt exposure, giving us valuable optionality given the somewhat 

uncertain backdrop for all risk assets in 2023 

Outlook: 
 
It is hard to find evidence that the UK economy is not in or about to enter a meaningful recession in 2023, with 

PMIs remaining below 50, weak and falling retail sales, falling house prices and ongoing consecutive quarters of 

GDP contraction. Furthermore, consumer confidence is in its longest pessimistic streak in 50 years.   

 

While we believe inflation is nearing its peak, the chances of it remaining ‘sticky’ are not zero, so while the end of 

interest rate hikes may be in sight, the outlook remains gloomy. LGIM is below consensus in forecasting a 4% 

peak in base rate, in contrast to the market pricing in 4.5%. 

 

Against this backdrop, what, if anything, do sterling credit spreads tell us as potential leading indicators of what 

might be in store for 2023?   

 

Credit spreads have retraced around 50% of their 2022 ranges since early October as financial order of some sort 

has been restored. The absolute level of yields has attracted fresh money to the asset class, as well as prompting 

reversal of some of the collateral, raising related outflows seen in late September into early October.  

 

At current spread levels, investment grade fixed income can now at least provide the portfolio protection it has 

historically provided if yields fall as inflation eases and policy is (eventually) eased – with the caveat that we 

believe policy is unlikely to ease before 2024.  

 

This should provide a good environment for continued inflows over 2023. However, given the scale of the reversal 

from October’s wides, we remain cautious and believe we will at some point receive a better opportunity to take 

advantage.  
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Buy and Maintain 

 
The portfolio return was positive for the fourth quarter as gilt yields fell and credit spreads tightened. Bank of 

England (BoE) intervention, a U-turn in the government’s fiscal policy and the resignation of Prime Minister Liz 

Truss restored relative calm and brought to the gilt crisis to an end. The 30-year gilt hit a high of 4.8% during 

October and finished the quarter at 3.9%. The fall in gilt yields mean that the UK DB scheme asset sales, 

including investment grade corporate bonds, to fund derivative margin payments for liability hedging strategies, 

abated which contributed to credit spreads tightening.  

 
Monetary policy tightened during the quarter. The US Federal Reserve raised rates from 3.25% to 4.50% with a 

0.75% followed by a 0.5% increase. The ECB increased rates from 1.25% to 2.5% and the Bank of England from 

2.25% to 3.5% over the quarter. The expectation is for central banks to continue to tighten monetary policy 

although at a slower pace, given the effects of monetary policy are lagged.  

 
Inflation dominated policy and headlines in 2022. UK headline inflation hit 11%, Euro area inflation remained over 

10% and US inflation rate fell from 8% to 7% during the fourth quarter. Equity markets, rallied temporarily on the 

news US inflation fell, however headline inflation remains hostage to energy and food prices. Our expectation is 

for inflation to fall in the months ahead on base effects (high inflation months from a year ago falling out of the 

calculation). Looking through all the data, the US jobs market remains robust and is still left with sticky services 

prices. Hence, any premature policy pivot risks a protracted stagflation battle – akin to the late 1970’s. 

 

Looking ahead, we expect that market volatility will remain high as monetary policy remains restrictive. A 
prolonged, deeply inverted US yield curve suggests that the US will not avert recession. As we move further into 
2023, we believe that fundamentals like issuer earnings compression will begin to exert themselves and we 
expected credit spreads to widen. However, we believe the interplay between government debt and corporate 
bonds should help make investment grade credit appealing from an all-in-yield perspective providing the sort of 
income of which investors have been starved for more than a decade. 
 

 
 
 
Core Plus Fund 
 
 
Performance: 

Over the quarter, the L&G Core Plus Bond Fund (C share class Acc.) delivered a performance of +6.23%, versus 

the comparator benchmark iBoxx Sterling Non-Gilts Total Return Index’s return of +5.74%, an outperformance of 

0.49%. Performance is gross of fees; the effect of fees and charges would reduce the returns shown. 

 

Key positive contributors: 

Our positioning on interest rates also contributed to returns. We’ve added duration predominantly through Gilts 

throughout October, for two reasons. Firstly, we believed that the volatility in the Gilts market following the mini-

Budget would abate and that UK Pension Funds would continue having to own gilts for the foreseeable future. 

Secondly, we believed that as volatility died away, UK rates would be more strongly linked with economic data - 
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and we expected UK data to continue to deteriorate. This view materialised and we took profit on the position 

following the strong rally in Gilts. 

 

On the credit side, our higher-yielding exposures such as Emerging Market Debt, sub-Investment Garde bonds, 

Cocos and Corporate Hybrids were the best performing and contributed to returns. Additionally, we had increased 

exposure to short-dated Sterling Corporates in October following the underperformance of those following the 

mini-Budget, which benefitted the fund as they recovered through the quarter. 

 

Key negative contributors: 

Our exposure to REITs underperformed during the quarter, due to the large move higher in interest rates and the 

distress within parts of the REIT sector (in Scandinavia in particular). 

 

Positioning: 

Over the quarter we added Sterling credit exposure given the opportunities presented by the sell-off in that space 

late September and early October. We also mitigated the impact of our overweight exposure by moving up in 

quality, particularly in the coco space, where we have swapped long call, lower-quality banks for short call, higher-

quality banks. 

 

On the other hand, we have reduced our exposure to Cocos and Corporate Hybrids following an improvement in 

performance throughout the quarter. We have generally improved the credit profile of this exposure by switching 

into higher quality issuers and into bonds which we believe are more likely to get called at the first call date. 

 

This quarter again we have taken advantage of the volatility in rates markets to position dynamically through the 

quarter. We have generally been more inclined to buy duration and took advantage of the gilt market dislocation 

to increase exposure to that space.  

 

Outlook: 

We believe a potentially better option for income appears to be corporate investment grade credit, despite the 

outlook for economic growth and company earnings. In euro and sterling investment grade credit markets, 

spreads already seem to be compensating investors for recession risk and, therefore, could provide a large 

cushion to absorb bad news. As economic indicators across the world show signs of slowing, the operating 

backdrop for companies looks much tougher in 2023. We would ordinarily expect significant increases in both 

defaults and ‘fallen angels’ in a recession but we believe that credit market fundamentals are unusually well-

positioned ahead of this downturn. For investment grade corporates, the companies that remain in that space 

after Covid-19 have proven they have business models that can withstand a severe shock. They have felt the 

benefits of the more prudent financial policies adopted in 2020, and as profitability fully recovered. We think that a 

recession in 2023 will likely stymie this recovery, and lead to a small net deterioration in credit quality, but 

nowhere close to the levels witnessed due to COVID-19. 

 

 

 

Global Corporate Bond Fund  

 

Performance: 

Over the quarter, the L&G Global Corporate Bond Fund GBP unhedged (C share class Acc.) delivered a 

performance of -2.02%, versus the comparator benchmark Bloomberg USD/EUR/GBP Corporates 1% issuer-
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capped Total Return Index’s return of -2.03%, an outperformance of 0.01%. Performance is gross of fees; the 

effect of fees and charges would reduce the returns shown. 

 

Key positive contributors: 

Our positioning on interest rates also contributed to returns. We’ve added duration predominantly through Gilts 

throughout October, for two reasons. Firstly, we believed that the volatility in the Gilts market following the mini-

Budget would abate and that UK Pension Funds would continue having to own gilts for the foreseeable future. 

Secondly, we believed that as volatility died away, UK rates would be more strongly linked with economic data - 

and we expected UK data to continue to deteriorate. This view materialised and we took profit on the position 

following the strong rally in Gilts. 

 

Additionally, we had increased exposure to short-dated Sterling Corporates in October following the 

underperformance of those following the mini-Budget, which benefitted the fund as they recovered through the 

quarter. 

 

Key negative contributors: 

our exposure to REITs underperformed during the quarter, due to the large move higher in interest rates and the 

distress within parts of the REIT sector (in Scandinavia in particular). 

 

Positioning: 

Throughout the quarter we have accentuated our underweight in US Dollar credit given the tighter valuations in 

that space. We have also purchased Sterling short-dated corporate bonds following the underperformance of that 

part of the market in September and early October amidst the turmoil in Gilt markets. 

 

We have reduced our exposure to Cocos and Corporate Hybrids following an improvement in performance 

throughout the quarter. We have generally improved the credit profile of this exposure by switching into higher 

quality issuers and into bonds which we believe are more likely to get called at the first call date. 

 

This quarter again we have taken advantage of the volatility in rates markets to position dynamically through the 

quarter. We have generally been more inclined to buy duration and took advantage of the gilt market dislocation 

to increase exposure to that space.  

 

 

Outlook: 

 

We believe a potentially better option for income appears to be corporate investment grade credit, despite the 

outlook for economic growth and company earnings. In euro and sterling investment grade credit markets, 

spreads already seem to be compensating investors for recession risk and, therefore, could provide a large 

cushion to absorb bad news. As economic indicators across the world show signs of slowing, the operating 

backdrop for companies looks much tougher in 2023. We would ordinarily expect significant increases in both 

defaults and ‘fallen angels’ in a recession but we believe that credit market fundamentals are unusually well-

positioned ahead of this downturn. For investment grade corporates, the companies that remain in that space 

after Covid-19 have proven they have business models that can withstand a severe shock. They have felt the 

benefits of the more prudent financial policies adopted in 2020, and as profitability fully recovered. We think that a 

recession in 2023 will likely stymie this recovery, and lead to a small net deterioration in credit quality, but 

nowhere close to the levels witnessed due to COVID-19. 
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Index-Linked Bond Fund 
 

Performance: 

Over the quarter, the Index-Linked Bond Fund delivered a performance of -6.79%, versus the comparator 

benchmark FTSE Index Linked over 5 Years Total Return Index’s return of -7.53%, an outperformance of 0.74%. 

Performance is gross of fees; the effect of fees and charges would reduce the returns shown. 

 

Key positive contributors: 

We took advantage of the volatility in Rates market during the quarter which was more pronounced at the 

beginning of the period as Gilts markets were rattled by the mini-Budget.  

We added duration predominantly through Gilts throughout October, for two reasons. Firstly, we believed that the 

volatility triggered by the mini-Budget would abate and UK Pension Funds would continue having to own gilts for 

the foreseeable future. Secondly, we believed that as volatility died away, UK rates would be more strongly linked 

with economic data - and we expected UK data to continue to deteriorate. This view materialised and we took 

profit on the position following the strong rally in Gilts. 

 

We had sold Japanese government bonds during the previous quarter as pressures continue to build on Bank of 

Japan to give up on yield curve control. We took profit on the position in December following the Bank’s decision 

to loosen control on the 10-year point. 

 

We had a short European swap spread position since summer 2022. The rationale for this trade was that we 

expected several technical factors driving swap spreads wider throughout the year (notably mortgage resetting 

flows) to either moderate or reverse as rates rose and the ECB tightened policy. These factors, one of them the 

scarcity in bunds, eased during the quarter and the position contributed to returns. 

 

Key negative contributors: 

We had added positions which were driven by our belief that the US labour market would start weakening in the 

coming months. As part of this medium-term view, we bought 2-Year US Treasuries and sold 10-Year US 

treasuries (“steepener” position) as we believe that in this recessionary scenario 2-Year US Treasury yields would 

decline. This view has not yet materialised as the US labour market continues to be strong and the position 

slightly detracted from returns. 

 

 

Positioning: 

This quarter again we have taken advantage of the volatility in rates markets to position dynamically throughout. 

We have generally been more inclined to buy duration and took advantage of the gilt market dislocation to 

increase exposure to that space.  

 

We have continued to position on markets which we believe will feel pressure from the Fed and from US rates, 

such as Japanese and European rates which have had to reprice from their past negative yield levels. 

 

We have begun to build into positions which would benefit from the UK Treasury miscalculating demand in what is 

set to the be heaviest supply year on record. 
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And we continue to look for signals in the economic data to convince us that the Fed will reverse course on rates 

allowing for rates markets to find a floor and for curves to re-steepen from extremely flat levels. 

 

Outlook: 

There are considerable lags and uncertainty around exactly when the labour market will turn, but recession and 

rising unemployment should reduce wage pressures as the year unfolds. Unlike last year, we believe that there 

are more than enough additional hikes priced in for the US Federal Reserve and Bank of England and we also 

see the prospect for rate cuts towards the end of the year. 

 

We are, therefore, positive on duration going into 2023, looking for nominal and real government bond yields to 

drift lower after shooting higher in 2022. The repricing of real yields over the last 12 months is one of the most 

profound changes in the investment landscape. That should offer some respite to assets which have been 

punished as yields moved rapidly higher. 

 

We continue to believe that in an environment of de-synchronized global growth, there are opportunities to 

generate returns by positioning across markets, and we intend to pursue such opportunities when they arise.   

. 

 

 

 

Secure Income Assets Fund 

 

In the final quarter of what was a turbulent year for debt capital markets, we drew capital into five assets, bringing 

the portfolio total to 20. The team were able to capitalise on a heightened spread environment to increase the 

yield of the fund whilst decreasing credit risk . The investments were into residential real estate, UK student 

accommodation, telecoms and smart metering, and two short-dated capital call facilities. The financings are 

reflective of the diversification achieved at fund level across each of our core asset classes – corporate & 

alternative, infrastructure and real estate debt.  

 

The portfolio has remained resilient during the period, demonstrating the value of the multi-asset strategy. Our 

approach to picking credits continues to be naturally defensive, avoiding those with significant/excessive 

consumer (specifically, discretionary) risk and an inability to manage inflation and/or pass through inflating costs.  

 

UK inflation fell slightly in December (to 10.7%) and market consensus believes that it has now peaked. 

Notwithstanding, given the still-elevated inflation levels and persisting labour market strength, the BoE is expected 

to continue with a further 50bps of rate hikes. As with public bond markets, yields in private credit assets have 

substantially increased due to widening credit spreads and higher base rates. We are currently seeing greatest 

value in the higher quality part of the market (i.e., investment grade). Lastly, we have a good pipeline of 

opportunity, across a range of sectors including consumer non-cyclical, transport, logistics and residential 

housing; these should have a lower correlation to the economic cycle.   
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UK Fixed Interest All Stocks 

 

Performance: 

Over the quarter, the UK Fixed Interest - All Stocks – Fund delivered a performance of 2.31%, versus the 

comparator benchmark FTSE UK Gilts All Stocks Total Return Index’s return of 1.69%, an outperformance of 

0.62%. Performance is gross of fees; the effect of fees and charges would reduce the returns shown. 

 

Key positive contributors: 

We took advantage of the volatility in Rates market during the quarter which was more pronounced at the 

beginning of the period as Gilts markets were rattled by the mini-Budget.  

 

We added duration predominantly through Gilts throughout October, for two reasons. Firstly, we believed that the 

volatility triggered by the mini-Budget would abate and UK Pension Funds would continue having to own gilts for 

the foreseeable future. Secondly, we believed that as volatility died away, UK rates would be more strongly linked 

with economic data - and we expected UK data to continue to deteriorate. This view materialised and we took 

profit on the position following the strong rally in Gilts. 

 

We had sold Japanese government bonds during the previous quarter as pressures continue to build on Bank of 

Japan to give up on yield curve control. We took profit on the position in December following the Bank’s decision 

to loosen control on the 10-year point. 

 

We had a short European swap spread position since summer 2022. The rationale for this trade was that we 

expected several technical factors driving swap spreads wider throughout the year (notably mortgage resetting 

flows) to either moderate or reverse as rates rose and the ECB tightened policy. These factors, one of them the 

scarcity in bunds, eased during the quarter and the position contributed to returns. 

 

Key negative contributors: 

We had added positions which were driven by our belief that the US labour market would start weakening in the 

coming months. As part of this medium-term view, we bought 2-Year US Treasuries and sold 10-Year US 

treasuries (“steepener” position) as we believe that in this recessionary scenario 2-Year US Treasury yields would 

decline. This view has not yet materialised as the US labour market continues to be strong and the position 

slightly detracted from returns. 

 

Positioning: 

This quarter again we have taken advantage of the volatility in rates markets to position dynamically throughout. 

We have generally been more inclined to buy duration and took advantage of the gilt market dislocation to 

increase exposure to that space.  

 

We have continued to position on markets which we believe will feel pressure from the Fed and from US rates, 

such as Japanese and European rates which have had to reprice from their past negative yield levels. 

 

We have begun to build into positions which would benefit from the UK Treasury miscalculating demand in what is 

set to the be heaviest supply year on record. 

 

And we continue to look for signals in the economic data to convince us that the Fed will reverse course on rates 

allowing for rates markets to find a floor and for curves to re-steepen from extremely flat levels. 
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Outlook: 

There are considerable lags and uncertainty around exactly when the labour market will turn, but recession and 

rising unemployment should reduce wage pressures as the year unfolds. Unlike last year, we believe that there 

are more than enough additional hikes priced in for the US Federal Reserve and Bank of England and we also 

see the prospect for rate cuts towards the end of the year. 

 

We are, therefore, positive on duration going into 2023, looking for nominal and real government bond yields to 

drift lower after shooting higher in 2022. The repricing of real yields over the last 12 months is one of the most 

profound changes in the investment landscape. That should offer some respite to assets which have been 

punished as yields moved rapidly higher. 

 

We continue to believe that in an environment of de-synchronized global growth, there are opportunities to 

generate returns by positioning across markets, and we intend to pursue such opportunities when they arise.   
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Multi Asset 
Diversified Fund 

 

Market conditions: 

The final quarter of 2022 brought relief for investors as risk assets saw a broad rally due to a cooling of inflation 
in the US and Euro area. Despite some December falls, all major equity markets managed gains for the full 
quarter in local currency terms, with UK and Euro area equities outperformed their US peers.  

 

European economies benefited from a continued fall in energy prices, as warm weather helped preserve natural 
gas stores, softening the slowdown in GDP growth. While the Bank of England persevered with steady rate 
hikes, the US Federal Reserve and European Central Bank began to slow the pace. That first allowed for some 
recovery in bond markets, but central banks messaging stayed hawkish into year end, leading again to higher 
yields and an overall flat return for most sovereign bond markets in the quarter. The slowdown in US rate hikes 
did, however, bring an end to the US dollar’s relentless march higher. Most currencies gained against the dollar, 
with pound sterling gaining around 8%.  

 

The UK’s political turmoil continued, as Rishi Sunak became the UK’s third prime minister of the year after Liz 
Truss resigned. Sunak’s promise of greater fiscal restraint reassured gilt markets, with 10-year gilt yields ending 
the quarter at 3.7%, nearly 1% below September’s peak. 

 

In emerging markets, Chinese assets were particularly volatile over the quarter, selling off sharply in October as 
President Xi secured a third term in office, with no clear successor appointed at the 20th Chinese Communist 
Party National Congress. Later in the period Chinese markets rallied sharply in response to a government policy 
pivot, which signalled an end to China’s ‘zero COVID’ policy and a reopening of the economy.  

 

Meanwhile credit performed strongly with spreads tightening steadily over the quarter. Within alternatives, most 
asset classes delivered positive returns except for UK property, which was challenged by higher interest rates 
and a contracting UK economy.   

 

The DF returned +2.4% over the quarter. Its long-term comparator of developed global equities (as measured by 

the FTSE Developed World Index, 50% hedged to GBP) returned +4.7%. Since inception the DF has returned + 

6.8% p.a. Realised returns for the long-term comparator (FTSE Developed World Index, 50% hedged to GBP) 

were +11.2% p.a. Our long-term return expectation (for both developed equities as well as for the Diversified 

Fund) is around risk-free rates +3.5-4% or c. 4.3% since inception. We don’t expect the DF to match equity 

returns in an extended market rally given the DF’s diversified composition and in general expect the DF to 

outperform equities in a downmarket given its diversified asset allocation. 

 

The fund’s realised volatility since inception reflects 63% of the volatility of its long-term comparator, developed 

global equities (as measured by the FTSE Developed World Index, 50% hedged to GBP). This is in line with the 

fund’s volatility target. 

 

Contributions to Fund Return: 
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Most asset classes delivered positive returns over the quarter. The largest asset class contributions to the fund’s 

positive performance came from European (ex UK) equities, UK credit and UK equities. Currency hedging also 

added significantly to the fund’s performance as GBP strengthened over the quarter. On the other side, UK 

property was the largest negative contributor to fund performance. Frontier equities, commodities and US inflation 

linked bonds also detracted from fund performance over the quarter. 

 

Fund Positioning: 

We have increased the fund’s duration exposure while reducing our money market allocation. Following this 

year’s sharp rise in interest rates, bond yields are now at more attractive levels. We believe that these higher real 

and nominal yields mean that bonds now offer a stronger risk/return profile for long-term investors. Additionally, 

there is now much greater scope for yield compression should interest rates fall. Consequently, this positioning 

change should provide some additional protection when, as we anticipate, the correlation between equity and 

bond prices reverts to negative territory during the next recession.  

 

Furthermore, we reduced our allocation to emerging market debt and opened a position in insurance-linked 

bonds. This represents a new asset class for the fund, which we believe provides an attractive and highly 

diversified source of return. Since insurance-linked bond returns are driven by insurance risk, typically that 

associated with natural catastrophes, rather than the credit risk of the issuer. Therefore, this allocation should add 

to the fund’s resilience in an economic downturn through diversification and overall provide an extra source of 

return for the fund. 

 

 

 

Dynamic Diversified Fund 

 

We continue to hold a pessimistic outlook for developed market economies and expect rapid and widespread 
monetary policy tightening to push much of the world into recession in 2023. This includes the US, which we 
believe is likely to enter recession within the next 6 months. Against this backdrop and following the recent rally in 
global equities we have downgraded our medium-term view for equities and now enter 2023 slightly underweight 
the asset class. Within equities we continue to favour Japan, although this view has moderated, following the 
Bank of Japan’s relaxation of its yield curve control policy and the subsequent strengthening of the yen.  
 
Despite the breakneck pace of interest rate hikes this year, the US labour market has remained buoyant. In our 
view, this limits the potential for treasury yields to fall significantly from current levels. As we expect that policy 
makers will want to see the impact of tighter monetary policy feed through to the labour markets in the form of 
rising unemployment, before calling an end to their rate hiking cycle. Consequently, we have decreased our 
outlook for government bonds and now hold a neutral view on the asset class. In credit, we see potential for 
spread widening as deteriorating economic conditions pressure corporate balance sheets, consequently we 
maintain our cautious outlook for credit.  
 

 

Market conditions:  

The final quarter of 2022 brought relief for investors as risk assets saw a broad rally due to a cooling of inflation 
in the US and Euro area. Despite some December falls, all major equity markets managed gains for the full 
quarter in local currency terms, with UK and Euro area equities outperforming their US peers.  

 

European economies benefited from a continued fall in energy prices, as warm weather helped preserve natural 
gas stores, softening the slowdown in GDP growth. While the Bank of England persevered with steady rate 
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hikes, the US Federal Reserve and European Central Bank began to slow the pace. That first allowed for some 
recovery in bond markets, but central banks’ messaging stayed hawkish into year end, leading again to higher 
yields and an overall flat return for most sovereign bond markets in the quarter. The slowdown in US rate hikes 
did, however, bring an end to the US dollar’s relentless march higher. Most currencies gained against the dollar, 
with pound sterling gaining around 8%.  

 

The UK’s political turmoil continued, as Rishi Sunak became the UK’s third prime minister of the year after Liz 
Truss resigned. Sunak’s promise of greater fiscal restraint reassured gilt markets, with 10-year gilt yields ending 
the quarter at 3.7%, nearly 1% below September’s peak. 

 

In emerging markets, Chinese assets were particularly volatile over the quarter, selling off sharply in October as 
President Xi secured a third term in office, with no clear successor appointed at the 20th Chinese Communist 
Party National Congress. Later in the period Chinese markets rallied sharply in response to a government policy 
pivot, which signalled an end to China’s ‘zero COVID’ policy and a reopening of the economy.  

Meanwhile credit performed strongly with spreads tightening steadily over the quarter. Within alternatives, most 
asset classes delivered positive returns except for UK property, which was challenged by higher interest rates 
and a contracting UK economy.   

 

The DDF returned 4.1% over the quarter. This takes since inception performance to 5.6% p.a. versus the 

objective of 5.0%. 

 

Contributions to Fund Return:  

The DDF returned 4.1% over the period. In terms of broad asset classes, emerging market sovereign debt was 
the largest contributor to performance, benefiting from the positive market sentiment generated by the reopening 
of the Chinese economy. GBP non-gilts, gold mining & forestry, and Europe ex UK equity were also significant 
contributors to performance.  

 

Meanwhile, UK physical property was a detractor from performance as the sector was negatively impacted by 
higher interest rates and contracting UK GDP. 

 

Foreign Currency exposure, in particular the US dollar, was the main negative contributor to performance as the 
pound strengthened vs. other currencies. This is largely a reversal of the contribution to returns from foreign 
currency in Q3, when the pound had declined sharply versus the dollar. 

 

Fund Positioning: 

Within the DDF we made the following changes over the quarter: 

Equities. We entered the quarter with a neutral overall equity weight. Following sharp declines in Chinese 
equities at the start of the period, we took profit on our Chinese equity protection, substituting with an equivalent 
reduction in Emerging Market equities. After markets recovered mid-quarter, we initiated option protection on 
both our European and North American equity holdings. Towards the end of the quarter, we downgraded our 
outlook for equities and so added further to our North American option protection, ending the quarter slightly 
underweight the asset class.  

Government bonds. We closed our Australian bonds versus US treasuries position following the out-
performance seen in the Australian market as the RBA adopted a measured approach to further rate hikes 
amidst a slowing housing market. We continue to hold New Zealand bonds and expect a similar dynamic. In 
response to a substantial rise in gilt yields following September’s ‘mini-budget’, we increased our holdings of UK 
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long-dated linkers. We subsequently took profits after a material recovery in the market. Later in the quarter we 
became more positive on bonds generally, expressing this through an increase in our US Government bond 
allocation, this increased portfolio duration as we became more confident of near-term recession risks. We have 
managed this position in line with yields, reducing following a drop in yields, then adding to US inflation-protected 
bonds as real yields rose.  

Currency. In response the rebound of sterling at the start of the quarter we reduced some of our additional 
hedging into GBP, though have continued to hold some option protection against further currency strength. We 
also added to a long position on Indonesian rupiah versus South Korean won and Singapore dollar, given 
attractive relative valuations. 

Alternatives. We trimmed our position in gold miners after a period of strength, this in part reflects the fact that 
the relative valuation of gold versus US real yields is less attractive. We continue to expect central bank buying to 
provide a tailwind for gold. During the quarter we reduced our Direct property exposure and established a social-
purpose listed real estate allocation. This basket has low cyclical risks compared to other listed real estate and 
offers attractive valuations and inflation-linked cash flows. 

 

Outlook:  

We continue to hold a pessimistic outlook for developed market economies and expect rapid and widespread 

monetary policy tightening to push much of the world into recession in 2023. This includes the US, which we 

believe is likely to enter recession within the next 6 months. Against this backdrop and following the recent rally in 

global equities we have downgraded our medium-term view for equities and now enter 2023 slightly underweight 

the asset class.  

 

Despite the breakneck pace of interest rate hikes this year, the US labour market has remained buoyant. In our 
view, this limits the potential for treasury yields to fall significantly from current levels as we expect that policy 
makers will want to see the impact of tighter monetary policy feed through to the labour markets in the form of 
rising unemployment, before calling an end to their rate hiking cycle. Consequently, we have decreased our 
outlook for government bonds and now hold a neutral view on the asset class. In credit, we see potential for 
spread widening as deteriorating economic conditions pressure corporate balance sheets, consequently we 
maintain our cautious outlook for credit. 
 
 
 

Diversified Multi-Factor Equity Fund 

 
Market review: 

The final quarter of 2022 brought relief for investors as risk assets saw a broad rally due to a cooling of inflation 
in the US and Euro area. Despite some December falls, all major equity markets managed gains for the full 
quarter in local currency terms, with UK and Euro area equities outperforming their US peers. European 
economies benefited from a continued fall in energy prices, as warm weather helped preserve natural gas stores, 
softening the slowdown in GDP growth. This helped more economically sensitive equity market sectors to 
outperform.  

 

While the Bank of England persevered with steady rate hikes, the US Federal Reserve and European Central 
Bank began to slow the pace. That first allowed for some recovery in bond markets, but central banks messaging 
stayed hawkish into year end, leading again to higher yields and an overall flat return for most sovereign bond 
markets in the quarter. The slowdown in US rate hikes did, however, bring an end to the US dollar’s relentless 
march higher. Most currencies gained against the dollar, with pound sterling gaining around 8%. The UK’s 
political turmoil continued, as Rishi Sunak became the UK’s third prime minister of the year after Liz Truss 
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resigned. Sunak’s promise of greater fiscal restraint reassured gilt markets, with 10-year gilt yields ending the 
quarter at 3.7%, nearly 1% below September’s peak. 

 

In emerging markets, Chinese equities were particularly volatile over the quarter, selling off sharply in October as 
President Xi secured a third term in office, with no clear successor appointed at the 20th Chinese Communist 
Party National Congress. Later in the period Chinese markets rallied sharply in response to a government policy 
pivot, which signalled an end to China’s ‘zero COVID’ policy and a reopening of the economy.  

 

Meanwhile credit performed strongly with spreads tightening steadily over the quarter. Within alternatives, most 
asset classes delivered positive returns except for UK property, which was challenged by higher interest rates 
and a contracting UK economy.   

 
Fund review: 
The diversified multi-factor equity fund was up 6.7% in the final quarter of 2022, outperforming its comparator 
which was up 5.8%. 
 
This brings the fund return since inception to 5.7% p.a. which is behind the comparator, which has returned 6.6% 
p.a. 
 
Performance drivers: 
As equity markets rallied during the period, the fund’s structurally lower market exposure (as measured by beta) 
detracted from fund returns. However, this was more than offset by other performance drivers.  
 
Regional diversification had the largest positive contribution to performance over the period. The fund has a 
greater allocation to the UK than the long-term comparator and so benefited as UK equities outperformed. 
Similarly, stock diversification also contributed positively to performance, as smaller companies in the UK and 
Europe outperformed during the market rally. Smaller companies tend to be more sensitive to their domestic 
economy and so within Europe these stocks benefited disproportionately from stronger than expected economic 
growth.  
 
Factors again, were a significant driver of outperformance over the quarter. Value performed particularly well, 
assisted by the relative outperformance of the energy and financial sectors which makes up a higher proportion of 
value strategies than the broader market. FX hedging also delivered returns during the quarter, as the USD 
weakened against developed market peers.   
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Euro Diversified Fund 

 

The EDF returned +3.0% over the quarter. Its long-term comparator of developed global equities (as measured by 

the FTSE Developed Index, 50% hedged to EUR) returned +4.0%.  

 

Since inception the EDF has returned + 3.7% p.a. realised returns for the long-term comparator (FTSE Developed 

Index, 50% hedged to EUR) were +8.1% p.a. Our long-term return expectation (for both developed equities as 

well as for the EDF) is around risk-free rates +3.5-4% or c. 3.3% since inception. We don’t expect the EDF to 

match equity returns in an extended market rally given the EDF’s diversified composition and in general expect 

the EDF to outperform equities in a downmarket given its diversified asset allocation. 

 

The fund’s realised volatility since inception reflects 64% of the volatility of its long-term comparator, developed 

global equities (as measured by the FTSE Developed Index, 50% hedged to EUR). This is in line with the fund’s 

volatility target. 

 

Contributions to Fund Return: 

Most asset classes contributed to the fund’s positive performance over Q4 2022. The largest positive contributors 

to performance were European (ex UK) equities, global high yield and US Credit. The most significant detractors 

from performance were, frontier equities, US inflation linked bonds and global small/mid cap equities.  

 

Fund Positioning:  

We have increased the fund’s duration exposure while reducing our money market allocation. Following the  

sharp rise in interest rates over 2022, bond yields are now at more attractive levels. We believe that these higher 

real and nominal yields mean that bonds now offer a stronger risk/return profile for long-term investors. 

Additionally, there is now much greater scope for yield compression should interest rates fall. Consequently, this 

positioning change should provide some additional protection when, as we anticipate, the correlation between 

equity and bond prices reverts to negative territory during the next recession. 

 

Furthermore, we opened a position in insurance-linked bonds. This represents a new asset class for the fund, 

which we believe provides an attractive and highly diversified source of return. Since insurance-linked bond 

returns are driven by insurance risk, typically that associated with natural catastrophes, rather than the credit risk 

of the issuer. Therefore, this allocation should add to the fund’s resilience in an economic downturn through 

diversification and overall provide an extra source of return for the fund. 
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Euro Dynamic Diversified Fund 

 

Market conditions: 

The final quarter of 2022 brought relief for investors as risk assets saw a broad rally due to a cooling of inflation 
in the US and Euro area. Despite some December falls, all major equity markets managed gains for the full 
quarter in local currency terms, with UK and Euro area equities outperformed their US peers.  

 

European economies benefited from a continued fall in energy prices, as warm weather helped preserve natural 
gas stores, softening the slowdown in GDP growth. While the Bank of England persevered with steady rate 
hikes, the US Federal Reserve and European Central Bank began to slow the pace. That first allowed for some 
recovery in bond markets, but central banks messaging stayed hawkish into year end, leading again to higher 
yields and an overall flat return for most sovereign bond markets in the quarter. The slowdown in US rate hikes 
did, however, bring an end to the US dollar’s relentless march higher. Most currencies gained against the dollar, 
with pound sterling gaining around 8%.  

 

The UK’s political turmoil continued, as Rishi Sunak became the UK’s third prime minister of the year after Liz 
Truss resigned. Sunak’s promise of greater fiscal restraint reassured gilt markets, with 10-year gilt yields ending 
the quarter at 3.7%, nearly 1% below September’s peak. 

 

In emerging markets, Chinese assets were particularly volatile over the quarter, selling off sharply in October as 
President Xi secured a third term in office, with no clear successor appointed at the 20th Chinese Communist 
Party National Congress. Later in the period Chinese markets rallied sharply in response to a government policy 
pivot, which signalled an end to China’s ‘zero COVID’ policy and a reopening of the economy.  

 

Meanwhile credit performed strongly with spreads tightening steadily over the quarter. Within alternatives, most 
asset classes delivered positive returns except for UK property, which was challenged by higher interest rates 
and a contracting UK economy.   

 

Contributions to Fund Return:  

The majority of assets made positive contributions to fund performance during the quarter. The most significant 

positive contributions came from equities most notably Europe (ex UK) equities, minimum volatility equities and 

UK equities. Within alternatives, REITs and infrastructure also made strong contributions to funds returns.  

The main performance detractors were North American and Japanese equities, due to currency effects. 

 

Fund Positioning: 

Within the EDDF we made the following changes over the quarter: 

 

Equities. Early in the period we decreased our overall equity weight, through a reduction in our exposure to 
emerging market equities, in-line with our neutral view of overall risk. As equity markets rallied mid-quarter, we 
downgraded our outlook for equities. This was expressed through a further reduction in emerging markets 
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equities. We also reduced our allocation to minimum volatility equities, taking profits after a period of 
outperformance. This reduced the funds overall equity allocation to slightly underweight at quarter end.  

Government bonds. At the start of the quarter, we closed our positive Australian bonds versus US treasuries 
position, following a period of strong relative outperformance by Australian bonds. Later in the period, we 
upgraded our outlook for government bonds in response to the significant increase in yields and signs that 
inflation had peaked. This was expressed through an increase in our allocation to US treasury and German bund 
futures. We also added to our US inflation protect securities holdings, given more attractive real yields.   

Credit. We took profits on our long-standing position in Croatian bonds, with Croatian debt gaining ahead of the 
country’s accession to the Euro as we expected in our trade rationale. In line with our cautious outlook for credit 
we reduced credit exposure over the quarter, trimming our holdings of EUR corporate bonds and emerging 
market debt (hard).   

Alternatives. In November we initiated a new allocation to a multi-asset target return strategy. As a new asset 
class for the fund, we believe target return provides an attractive and highly diversified source of return. The 
target return strategy dynamically manages exposure to traditional market risk premia, alternative risk premia and 
tactical strategies to deliver returns that are less correlated to equity markets. We anticipate this will be a long-
term holding for the fund and one through which the fund can express LGIM’s tactical and medium-term asset 
allocation views.  

 

 
 

 

 

Future World Multi-Asset Fund 

 

The Future World Multi-Asset Fund returned +3.8% over the quarter versus its formal comparator (ABI 40-85% 

sector) which returned +2.9% over the quarter. The fund has returned 3.3% p.a. since inception (June 2018) 

versus the sector which has returned 2.5% p.a. The fund’s realised volatility since inception was 9.5% and reflects 

60% of the volatility of its long-term comparator, developed global equities (as measured by the FTSE Developed 

World Index, 50% hedged to GBP). This is slightly below the fund’s volatility target. 

 

Market Conditions: 

The final quarter of 2022 brought relief for investors as risk assets saw a broad rally due to a cooling of inflation 
in the US and Euro area. Despite some December falls, all major equity markets managed gains for the full 
quarter in local currency terms, with UK and Euro area equities outperformed their US peers.  

 

European economies benefited from a continued fall in energy prices, as warm weather helped preserve natural 
gas stores, softening the slowdown in GDP growth. While the Bank of England persevered with steady rate 
hikes, the US Federal Reserve and European Central Bank began to slow the pace. That first allowed for some 
recovery in bond markets, but central banks messaging stayed hawkish into year end, leading again to higher 
yields and an overall flat return for most sovereign bond markets in the quarter. The slowdown in US rate hikes 
did, however, bring an end to the US dollar’s relentless march higher. Most currencies gained against the dollar, 
with pound sterling gaining around 8%.  

 

The UK’s political turmoil continued, as Rishi Sunak became the UK’s third prime minister of the year after Liz 
Truss resigned. Sunak’s promise of greater fiscal restraint reassured gilt markets, with 10-year gilt yields ending 
the quarter at 3.7%, nearly 1% below September’s peak. 
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In emerging markets, Chinese assets were particularly volatile over the quarter, selling off sharply in October as 
President Xi secured a third term in office, with no clear successor appointed at the 20th Chinese Communist 
Party National Congress. Later in the period Chinese markets rallied sharply in response to a government policy 
pivot, which signalled an end to China’s ‘zero COVID’ policy and a reopening of the economy.  

 

Meanwhile credit performed strongly with spreads tightening steadily over the quarter. Within alternatives, most 
asset classes delivered positive returns except for UK property, which was challenged by higher interest rates 
and a contracting UK economy.   

 

Contributions to Fund Return 

Most asset classes experienced positive returns over the quarter. The largest positive contributors to fund 

performance were Europe (ex UK) equities, UK Credit, and North American equities, which all benefited from a 

broad rally in risk assets over the period. On the other side, overseas currency exposure detracted from 

performance as GBP strengthened significantly over the quarter.  

 

Fund Positioning  

We have begun to increase the fund’s duration exposure. Following the sharp rise in interest rates over 2022, 

higher real and nominal bond yields mean that bonds now offer a more attractive risk/return profile for long term 

investors. In contrast to when bond yields were quite close to zero, there is now much greater scope for yield 

compression and gains on bonds to help protect portfolios, for example during a recession when central banks 

typically cut interest rates. 

 

This increase in duration was partly achieved by adding a longer-dated “green” gilt. In contrast to the past, these 

green gilts now trade at a slightly higher yield than standard gilts. This and other bonds purchased also served to 

increase the allocation to sustainable bonds towards 5% of the fund. 

 

 

 

Multi-Asset Fund 

 

Market conditions: 

The final quarter of 2022 brought relief for investors as risk assets saw a broad rally due to a cooling of inflation 
in the US and Euro area. Despite some December falls, all major equity markets managed gains for the full 
quarter in local currency terms, with UK and Euro area equities outperformed their US peers.  

 

European economies benefited from a continued fall in energy prices, as warm weather helped preserve natural 
gas stores, softening the slowdown in GDP growth. While the Bank of England persevered with steady rate 
hikes, the US Federal Reserve and European Central Bank began to slow the pace. That first allowed for some 
recovery in bond markets, but central banks messaging stayed hawkish into year end, leading again to higher 
yields and an overall flat return for most sovereign bond markets in the quarter. The slowdown in US rate hikes 
did, however, bring an end to the US dollar’s relentless march higher. Most currencies gained against the dollar, 
with pound sterling gaining around 8%.  
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The UK’s political turmoil continued, as Rishi Sunak became the UK’s third prime minister of the year after Liz 
Truss resigned. Sunak’s promise of greater fiscal restraint reassured gilt markets, with 10-year gilt yields ending 
the quarter at 3.7%, nearly 1% below September’s peak. 

 

In emerging markets, Chinese assets were particularly volatile over the quarter, selling off sharply in October as 
President Xi secured a third term in office, with no clear successor appointed at the 20th Chinese Communist 
Party National Congress. Later in the period Chinese markets rallied sharply in response to a government policy 
pivot, which signalled an end to China’s ‘zero COVID’ policy and a reopening of the economy.  

 

Meanwhile credit performed strongly with spreads tightening steadily over the quarter. Within alternatives, most 
asset classes delivered positive returns except for UK property, which was challenged by higher interest rates 
and a contracting UK economy.   

 
The Multi-Asset Fund returned +3.6% over the quarter versus its formal comparator (ABI 40-85% sector) which 

returned +2.9%. It has returned +6.6% p.a. since inception compared to its formal comparator ABI which has 

returned 5.9% p.a.  

 
The fund’s realised volatility since inception is 8.0% and reflects 67% of the volatility of its long-term comparator, 
developed global equities (as measured by the FTSE Developed World Index, 50% hedged to GBP). This is in 
line with the fund’s volatility target.  
 
Contributions to Fund Return: 

The fund’s positive performance was predominately driven by equities, most notably Europe (ex UK) and UK 

equities and to a lesser extent Japanese equities. Within fixed income UK credit also contributed significantly to 

the fund’s positive performance. On the other side, US inflation linked bonds and North American equities were 

the largest detractors from performance.  

 

Fund Positioning:  

We have increased the fund’s duration exposure while reducing our money market allocation. Following this 

year’s sharp rise in interest rates, bond yields are now at much more attractive levels. We believe that these 

higher real and nominal yields mean that bonds now offer a more attractive risk/return profile for long term 

investors. Additionally, there is now much greater scope for yield compression should interest rates fall. 

Consequently, this positioning change should provide some additional protection when, as we anticipate, the 

correlation between equity and bond prices reverts to negative territory during the next recession. 

 

 

 

Retirement Income Multi-Asset Fund  

 

RIMA’s return was 3.7% over the period. The main asset contributions to performance came from UK corporate bonds 
(+0.59%), emerging market debt (hard) (+0.46%), and global infrastructure (+0.42%).  

 

On the other side, overseas currency exposure (-0.43%) detracted from performance, as the USD weakened against GBP. UK 

property (-0.34%) also detracted from performance despite the lowest holding since the fund’s inception in 2014, with the 

sector challenged by rising interest rates and contracting UK GDP. 
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Outlook and changes to the Fund positioning:   

Equities Early in the period we decreased our overall equity weight (-0.5%) in-line with our 

neutral view of overall risk. We also took profit on our Chinese equity protection, substituting 

with an equivalent reduction in Emerging Market equities. Later, in response to a rally in risk 

assets we moved to a negative outlook for equities. Consequently, we further reduced our 

overall equity position (-2.0%) while adding put option protection (+1%), favouring protection 

on European and North American equities. 

Alternatives. We decreased overall exposure during the period (-3.0%), closing our 
commodities position (-0.75%) at the start of the period and then later our allocation to gold 
miners (-0.50%), following period of strong performance. We also reduced our exposure to 
property (-0.5%) and infrastructure (-1.25%), as part of our more negative view on risk assets.  

Government bonds. The funds overall duration remained unchanged over the period at 

approximately 4 years. We closed our Australian bonds (-4%) versus US bonds position 

following a period of relative outperformance. We added to our US treasury allocation (+8%). 

Later in the period, following a substantial tightening of UK gilt spreads versus German bunds, 

we sold UK bonds (-4%) while adding to German bunds (+4%).  

Inflation. Early in the quarter, we tactically bought UK Inflation-linked gilts (+0.5%) following 

the market dysfunction which spilled over from September, later taking profits on this position 

after a significant drop in UK real yields. We also added to our US TIPS allocation over Q4, 

given attractive real yields, this increased the funds overall allocation to inflation linked bonds 

(+4%). 

Currency.  As GBP strengthened over October, we took profits on our additional GBP 
exposure versus EUR and JPY. We also further reduced some of our additional hedging into 
the Pound. Later, we added to our option protection against continued GBP strengthening. 
The overall effect of this changes was an increased exposure to USD (+4.5%) and a GBP 
decrease (2.5%), this is consistent with our strategy to push against FX weakness, which can 
reduce the value of our overseas holdings. 

We also expressed some tactical currency views over the quarter, initiating an increase in 
CHF (+0.5%) and SEK (+0.5%) versus USD (-1%) in November, which we later closed 
towards years end.  

Credit.  We took profits on our Hungarian bond position (-1%), after a rally in Hungarian 
sovereign debt. We also trimmed our long-standing Croatian bond position, taking profits 
following as the bonds repriced in anticipation of Croatia’s accession to the euro. We added to 
our investment grade corporate bond allocation (+1.0%) from low levels as the start of the 
period. We favoured EUR credit (+3.5%) and GBP credit (+2%), while closing our USD 
corporate bond position (-4.5%). We also added to our private market credit allocation (+1%).  
During the quarter we established a new asset allocation to insurance-linked bonds (+0.5%). 
We believe this new asset class provides an attractive and highly diversified source of return. 
Since insurance-linked bond returns are driven by insurance risk, typically that associated with 
natural catastrophes, rather than the credit risk of the issuer. 
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We continue to hold a pessimistic outlook for developed market economies and expect rapid and widespread 
monetary policy tightening to push much of the world into recession in 2023. This includes the US, which we 
believe is likely to enter recession within the next 6 months. Against this backdrop and following the recent rally in 
global equities we have downgraded our medium-term view for equities and now enter 2023 slightly underweight 
the asset class. Within equities we continue to favour Japan, although this view has moderated, following the 
Bank of Japan’s relaxation of its yield curve control policy and the subsequent strengthening of the yen.  
 
Despite the breakneck pace of interest rate hikes this year, the US labour market has remained buoyant. In our 
view, this limits the potential for treasury yields to fall significantly from current levels. As we expect that policy 
makers will want to see the impact of tighter monetary policy feed through to the labour markets in the form of 
rising unemployment, before calling an end to their rate hiking cycle. Consequently, we have decreased our 
outlook for government bonds and now hold a neutral view on the asset class. In credit, we see potential for 
spread widening as deteriorating economic conditions pressure corporate balance sheets, consequently we 
maintain our cautious outlook for credit.  
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Real Assets 
LPI Income Property Fund 

 

Investment discourse across all sectors was dominated in Q4 2022 by the backdrop of rising gilt rates and the 

rising all in cost of debt which negatively impacted on asset valuations as property yields increased to retain an 

appropriate illiquidity premium over risk free rates.  As a result, the Fund delivered -13.0% in Q4, taking the full 

year performance to -8.1%.  

 

The Fund remains well positioned to offer resilience going forward given its high income linkage to inflation and 

the strength of the tenant covenants, in addition to the quality of the underlying assets including their ESG 

credentials. 

 

During Q4 the Fund carried out 14 rent reviews, all of which were reviewed on an upward only basis in line with 

RPI subject to the relevant caps where applicable.  In Q1 the Fund is expecting to complete the acquisition of a 

new headquarters office building in Cardiff which will be let to an investment grade corporate for 25 years from 

completion, with annual rent reviews in line with RPI, capped at 5%, therefore aligning with the Fund’s investment 

criteria.   

 

The team continues with the strategy of looking to recycle capital from legacy holdings with weaker underpin, 

where there is limited potential to restructure leases.  Alongside this we continue to make progress in line with our 

ESG targets including risk mitigation relating to MEES legislation and utilising the procurement of net zero carbon 

roadmaps to engage proactively with our occupiers.  

  
 

The Managed Property Fund  

 

The implications of the UK’s mini-budget and the subsequent political volatility had a significant impact on returns 

in Q4 2022. Real estate values reacted to these external signals, with the Fund delivering -12.8% NAV growth in 

the quarter, against a benchmark of -14.1%. The Fund’s large, prime, lower-yielding assets were particularly 

impacted, albeit we expect these assets to perform strongly over the longer term. The Industrial sector was the 

most impacted over the quarter, returning -18.4%, however there are signs that this has since stabilised.  

 

The Fund experienced neutral flows in the quarter, and undertook £105m of sales across all sectors to increase 

liquidity and provide capital to facilitate opportunistic purchases in H1 2023. The team completed 28 asset 

management transactions in the quarter, delivering £17.1m of Added Value. The Office sector was the stand out 

performer, providing 45% of the enhanced value across 10 new letting transactions, which reduces void and 

improves the income profile of the Fund.  

 

In addition, the Fund continues to make good progress with its ESG targets and this quarter partnered with a new 

ESG data and reporting platform, Deepki. This platform will enhance our data coverage and allow us to make 

more informed decisions to reach our net zero goals at both an asset and fund level. The Fund has actioned 

100% installation of automatic meter readers in landlord-controlled areas, with 95% fully completed and the 

remaining 5% in progress.  
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Contact us 

 

For further information about LGIM, please visit lgim.com or contact your usual LGIM representative 

 

 

 

 

 

 

LGIM Disclaimer and important legal notice  

The information contained in this document (the ‘Information’) has been prepared by Legal & General Investment 
Management Limited, or by Legal and General Assurance (Pensions Management) Limited and/or their affiliates 
(‘Legal & General’, ‘we’ or ‘us’). Such Information is the property and/or confidential information of Legal & 
General and may not be disclosed by you to any other person without the prior written consent of Legal & 
General. 
 
No party shall have any right of action against Legal & General in relation to the accuracy or completeness of the 
Information, or any other written or oral information made available in connection with this publication. Any 
investment advice that we provide to you is based solely on the limited initial information which you have provided 
to us. No part of this or any other document or presentation provided by us shall be deemed to constitute ‘proper 
advice’ for the purposes of the Pensions Act 1995 (as amended). Any limited initial advice given relating to 
professional services will be further discussed and negotiated in order to agree formal investment guidelines 
which will form part of written contractual terms between the parties.  
 
Past performance is no guarantee of future results. The value of an investment and any income taken from it is 
not guaranteed and can go down as well as up, you may not get back the amount you originally invested.  
The Information has been produced for use by a professional investor and their advisors only. It should not be 
distributed without our permission.  
 
The risks associated with each fund or investment strategy are set out in this publication, the relevant prospectus 
or investment management agreement (as applicable) and these should be read and understood before making 
any investment decisions. A copy of the relevant documentation can be obtained from your Client Relationship 
Manager.  
 
Confidentiality and Limitations:  
 
Unless otherwise agreed by Legal & General in writing, the Information in this document (a) is for information 
purposes only and we are not soliciting any action based on it, and (b) is not a recommendation to buy or sell 
securities or pursue a particular investment strategy; and (c) is not investment, legal, regulatory or tax advice. Any 
trading or investment decisions taken by you should be based on your own analysis and judgment (and/or that of 
your professional advisors) and not in reliance on us or the Information. To the fullest extent permitted by law, we 
exclude all representations, warranties, conditions, undertakings and all other terms of any kind, implied by statute  
or common law, with respect to the Information including (without limitation) any representations as to the quality, 
suitability, accuracy or completeness of the Information.  
 
Any projections, estimates or forecasts included in the Information (a) shall not constitute a guarantee of future 
events, (b) may not consider or reflect all possible future events or conditions relevant to you (for example, market 
disruption events); and (c) may be based on assumptions or simplifications that may not be relevant to you.  

 
 

  
  

 
 

 
 
 

 

https://twitter.com/LGIM
https://www.linkedin.com/company/legal-&-general-investment-management/
https://www.youtube.com/channel/UCUmfV6VjfydEykC6QzXNPSQ
https://www.lgim.com/uk/en/insights/podcast/
https://www.lgim.com/uk/en/insights/podcast/
https://www.lgimblog.com/
https://www.lgimblog.com/
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The Information is provided ‘as is' and 'as available’. To the fullest extent permitted by law, Legal & General 
accepts no liability to you or any other recipient of the Information for any loss, damage or cost arising from, or in 
connection with, any use or reliance on the Information. Without limiting the generality of the foregoing, Legal & 
General does not accept any liability for any indirect, special or consequential loss howsoever caused and on any 
theory or liability, whether in contract or tort (including negligence) or otherwise, even if Legal & General has been 
advised of the possibility of such loss.  
 
Third Party Data:  
 
Where this document contains third party data ('Third Party Data’), we cannot guarantee the accuracy, 
completeness or reliability of such Third Party Data and accept no responsibility or liability whatsoever in respect 
of such Third Party Data.  
 
Publication, Amendments and Updates:  
 
We are under no obligation to update or amend the Information or correct any errors in the Information following 
the date it was delivered to you. Legal & General reserves the right to update this document and/or the 
Information at any time and without notice.  
 
Although the Information contained in this document is believed to be correct as at the time of printing or 
publication, no assurance can be given to you that this document is complete or accurate in the light of 
information that may become available after its publication. The Information may not take into account any 
relevant events, facts or conditions that have occurred after the publication or printing of this document.  
 
Telephone Recording:  
 
As required under applicable laws Legal & General will record all telephone and electronic communications and 
conversations with you that result or may result in the undertaking of transactions in financial instruments on your 
behalf. Such records will be kept for a period of five years (or up to seven years upon request from the Financial 
Conduct Authority (or such successor from time to time)) and will be provided to you upon request.  
Legal & General Investment Management Limited. Registered in England and Wales No. 02091894. Registered 
Office: One Coleman Street, London, EC2R 5AA. Authorised and regulated by the Financial Conduct Authority, 
No. 119272.  
 
Legal and General Assurance (Pensions Management) Limited. Registered in England and Wales No. 01006112. 
Registered Office: One Coleman Street, London, EC2R 5AA. Authorised by the Prudential Regulation Authority 
and regulated by the Financial Conduct Authority and the Prudential Regulation Authority, No. 202202.  
The LGIM Workplace Savings division on behalf of both Legal and General Assurance Limited. Registered in 
England and Wales No. 00166055. Authorised by the Prudential Regulation Authority and regulated by the 
Financial Conduct Authority and the Prudential Regulation Authority. As well as Legal & General (Portfolio 
Management Services) Limited. Registered in England and Wales No. 02457525. Authorised and regulated by 
the Financial Conduct Authority, No. 146786. Registered Offices: One Coleman Street, London, EC2R 5AA. 
 


