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Important notice

This is not a consumer advertisement. It is intended for professional financial advisers and should not be relied upon by

private investors or any other persons. The views expressed within this document are those of Legal & General Investment

Management Limited, who may or may not have acted upon them. Legal & General Investment Management Limited is

authorised and regulated by the Financial Conduct Authority and is the Investment Adviser to the Legal & General Mixed

Investment funds, UK authorised unit trusts. The value of investments and any income from them may fall as well as rise,

and investors may get back less than they invest. Past performance is not a guide to future performance. Exchange rate

changes may cause the value of any overseas investments to rise or fall. Mixed Investment funds are sensitive to interest

rate changes. At times, especially over shorter timescales, lower risk-profiled funds may fall in value by more than higher

risk-profiled funds. An increase in medium to long-term interest rates is likely to reduce the value of an investment in these

funds. The funds invest in riskier bonds, known as sub-investment grade bonds. These bonds pay higher interest rates to

try to provide more attractive income returns. The value of property is generally a matter of valuer’s opinion rather than fact.

Details of the specific and general risks associated with the funds mentioned are contained in the Key Investor Information

document(s).Legal & General (Unit Trust Managers) Limited. Authorised and regulated by the Financial Conduct Authority.

THE HEADLINES

• Bank of England and US Fed both raise interest rates…

•…commodities continue to outperform…

•…UK inflation hits a 40-year high

MARKET OVERVIEW

May was a mixed month for risk assets, with some asset

classes rebounding from losses in the previous month. In the

US, headline inflation was recorded at 8.3%, which while still

very much elevated was lower than the previous month. The

UK saw inflation reach 9%, the highest in 40 years as the cost-

of-living crisis deepens. Meanwhile, some positive news in

China, with several announcements in recent weeks designed

to support consumption, the property market and infrastructure

spending. Additionally, Chinese Premier Li suggested that

policymakers need to strike a better balance between

economic activity and COVID-19 control.

Listed infrastructure was one of the strongest performers in

May, boosted in part by surging inflation. However, it is difficult

to spot another catalyst for this. Meanwhile, global REITs,

another alternative investment, had a weak month, losing

some of their previous strong performance. Most regional

developed market equities were pretty flat to positive as

economic output remained strong. However, there was

divergence in developed market bond yields, with investors

attempting to anticipate the trajectory of global monetary

policy. Meanwhile, emerging market debt had a relatively

strong month; a by-product of falling US bond yields and a

weaker dollar over the month.

FUND PERFORMANCE REVIEW

The Mixed Investment Funds’ performances were slightly

negative in May, all less than a 1% decline. The funds with

more exposure to equities fared slightly worse than the funds

with more bond exposure.

Over the month we increased exposure to UK gilts versus US

treasury bonds in most of the funds. Recent news on

increased government spending has been driving a bout of

underperformance of gilts on a cross-market basis. There are

arguments to suggest the UK's interest rate hiking path could

be more aggressive i.e. inflation expectations are less

anchored than in the US. But we believe market pricing was

exaggerating this given the fact that, in our estimation, the UK

has a greater chance of a recession in the next year than the

US, and we are already seeing signs of meaningful

deterioration.

We also increased exposure to the UK pound versus the US

dollar in the mid-risk funds following underperformance of

sterling versus the dollar. While we believe much of the recent

underperformance can be explained, we find the

underperformance over the longer term (since the onset of the

pandemic) difficult to justify, which indicates the pound could

be undervalued.

UK GOVERNMENT BONDS, UK STERLING

RECENT PORTFOLIO CHANGES

MARKET OUTLOOK

The mix of macroeconomic data and news continues to flow uncomfortably in the direction of both persistently elevated inflation and lower

economic growth. The war in Ukraine further challenges squeezed commodity markets. China’s own war on COVID-19 has clearly

impacted its growth path, and any efforts to stimulate the economy by policy makers are failing to gain traction as long as the threat of

harsh lockdowns looms. Across developed markets, but especially in the US, central bankers face little choice in the face of extremely

elevated inflation, meaning an aggressive set of rate hikes is expected through the remainder of this year. This comes despite the

prospects of higher prices starting to dampen economic growth as consumer confidence sinks.

Undoubtedly, recession risks have grown. Uncertainty in the outlook is widely acknowledged, with several possible scenarios ahead, but

among them recession in the second half of 2023 has now become our baseline view. But in the near term, we still see enough

momentum in the economy, backed by a strong housing market, to stave off an immediate economic slump. Setbacks in markets are not

uncommon around the first rate hike in a cycle, and on this occasion that has also coincided with negative idiosyncratic events pushing

markets further down. The weakness we have seen has triggered a sharp drop in investor sentiment and tumbling valuations, meaning we

believe much of the bad news has already been priced into markets. That gives us grounds to stay positive on equities, although that has

clearly been uncomfortable in recent months. The scope for significant near-term gains admittedly looks more challenged until both

inflation cools and recession risks subside. We therefore see our equity positioning as more tactical. We are willing to buy into further

weakness from here, but we are also likely to tone down our view in time as the prospects of a recession grow with the passage of time.
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