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Market review and return drivers
The second half of the year got off to a reasonably strong start for 
markets, with most asset classes in positive territory during July. The 
month saw the Chinese stock market rocked by government 
intervention in both the tech sector and the after-school tutoring 
industry in the space of a few weeks. We also saw the Delta variant of 
the COVID-19 virus continue to spread around the world, particularly 
impacting countries with lower vaccination rates. Meanwhile, there 
was another large increase in US inflation over the month.

Emerging market equities in local currency terms were the weakest 
performers over the month, with the spillover from the fall in the 
Chinese stock market and the spread of the Delta variant affecting 
the wider East Asia region. For the most part, developed market 
equities continued to grind higher over the month. Turning to fixed 
income, index-linked gilts had a very strong month, driven by a 
combination of rising inflation expectations and a willingness from 
the Bank of England to adopt a cautious approach to rolling back 
monetary support. Developed market government bonds more 
widely performed well with market participants pushing back their 
expectations for interest rate hikes. Elsewhere, mid-risk assets such 
as emerging market debt in hard currency, global high yields bonds 
and global REITs ranged from mildly positive to fairly strong returns.

MATR was down -0.34% during July, meaning the fund is up 4.18% 
year-to-date. This month’s small loss was driven by positions held 
within risk management, with the Alternative strategies being an 
offsetting positive contributor. 

 

Performance

•  The Market component ended the month up 0.2% with the 
strongest performer being sovereign bonds as yields fell over the 
month. Our farmland & forestry equity basket had a good month 
too, but emerging market equities detracted somewhat as 
government intervention sparked a sharp sell-off in Chinese 
equities.

•  The Alternative strategies saw gains during July of around 0.4%. 
The fixed income carry strategy added close to 0.2% over the 
month; the strategy is structured to be duration-neutral but does 
show interest rate sensitivity and so benefitted from falling yields 
during July. Equity factors also performed well, driven in 
particular by quality stocks. 

Source: LGIM. Chart shows bid-to-bid performance since launch date of 19 February 2016 of the L&G Multi-Asset Target Return Fund to 31 July 2021 for the 
I share class, both net and gross of fees, the target return is gross of fees. Past performance is not a guide to future performance.
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For annual performance against the performance objective please see the Key Investor Information Document (KIID). Performance for the I Acc unit class in GBP, 
launched on 19 February 2016. Source: Lipper. Performance assumes all fund charges have been taken and that all income generated by the investments, after 
deduction of tax, remains in the fund. Past performance is not a guide to the future. 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.

12 months to 30 June 2021 2020 2019 2018 2017

Fund 13.56 -3.80 4.96 4.54 10.04

Bank of England base rate 0.10 0.56 0.71  0.40 0.29
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•  Tactical strategies lost -0.2% over the month. Much of this is 
due to losses in relative equity trades, with European value 
detracting the most as rates falling over the month benefitted 
growth stocks and harmed value. However, the G10 currency 
positions performed strongly, with the long euro versus 
Australian dollar position leading the way as investors worried 
about rising case levels and relatively low vaccination rates in 
Australia. 

•  The Risk component lost -0.7% in July. The main driver again 
this month was a loss on the rates protection strategies that are 
designed to insulate the portfolio in the event of rising interest 
rates. As other parts of the portfolio benefitted from falling 
interest rates over the month, this highlights the importance of 
having protection strategies such as this within the portfolio.

Outlook and changes to the Fund positioning  
We expect the economic recovery to continue, with the near-term 
range of outcomes narrowing as the vaccine rollout continues 
apace worldwide. We expect to see equity markets grind higher, but 
given the risks associated with the spread of the Delta variant in 
China, we move our view on risk down half a notch to marginally 
positive. However, we remain neutral in the short term due to recent 
market strength. Even if this cycle plays out more quickly than the 
previous one, it’s premature to expect equities to price end-of-cycle 
dynamics at this stage. End-cycle is too distant and too uncertain, 
but in any case recession risk is low, in our view.

The big talking point amongst investors in recent months has been 
inflation, particularly in the US. A sustained pickup in inflation would 
be a likely catalyst for central bankers to assume a greater 
propensity for tightening monetary policy. If the Federal Reserve 

tapers bond purchases or raises interest rates earlier and / or faster 
than what is currently priced into markets, this could lead to a 
sell-off in both bonds and risk assets. However, we do not expect a 
sustained pick-up in inflation and believe inflationary pressures will 
prove to be temporary. We also believe central banks will look 
through this transitory inflation period with no major central bank 
rate hikes expected for at least another year.

Additionally, we continue to monitor:

• The UK’s reopening as a possible blueprint for other countries

•  The potential for a more sustained economic boom from 
pent-up savings

• The danger of new, vaccine-resistant COVID-19 strains

•  The next round of US fiscal stimulus, in particular its timing and 
revenue-raising components.

Some of the key changes during the month are as follows: 

•  In equities, we went long Chinese stocks (via HSCEI index 
futures) after a sharp sell-off driven by Chinese authorities 
targeting the profitability of firms in specific industries (in this 
instance, education providers). This intervention comes after a 
crackdown on tech and property sectors and bitcoin. This 
created very negative sentiment and a severe sell-off which we 
saw as an opportunity to go long. Given that this sentiment 
was the main driver, we closed the position when we saw 
sentiment begin to normalise. We nevertheless retained some 
exposure by selling put options on HSCEI to fund some option 
protection on the S&P 500 index.

Current Asset Allocation MATR Performance

*10 year equivalent exposure. Source: LGIM as at 31 July 2021. 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.

Source: LGIM. Table shows performance since launch date of the Multi-Asset 
Target Return Fund I share class (19 February 2016) to 31 July 2021, based on 
bid-to-bid prices, net of fees. Benchmark shown is the return of the objective 
of the fund (Bank of England Base rate + 5% p.a.). *Performance from 
inception (19 February 2016) to 31 December 2016.  Past performance is not a 
guide to the future. 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.
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Important information 

This is not a consumer advertisement. It is intended for professional 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, who may or may not have acted upon them. Legal 
& General Investment Management is authorised and regulated by the Financial Conduct Authority. Issued by Legal & General (Unit Trust Managers) 
Limited. This document should not be taken as an invitation to deal in Legal & General investments or any of the stated investments. Remember, the 
value of investments and any income taken 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. Details of the specific and general 
risks associated with the funds mentioned are contained within the Key Investor Information document for each fund. Legal & General (Unit Trust 
Managers) Limited. Registered in England and Wales No. 1009418. Registered 
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Contact us
For further information about LGIM, please visit lgim.com or contact your usual LGIM representative

•  In fixed income, we closed our long position in Canadian 
duration relative to the US. Going into the trade, one of the 
triggers we noted as something that would make us close it 
was a further booming of the Canadian housing market. If 
macro-prudential policies to control the housing market either 
don’t materialise, or materialise and aren’t effective, the Bank 
of Canada may need to hike rates earlier and more. Since 
opening the trade, the Canadian housing market has continued 
to accelerate. House prices and lending have continued to 
ramp up and show little sign of abating. We therefore closed 
the position with a small loss.

•  Within developed market currencies, we closed our long 
position in the euro against the Australian dollar. Australia 
continues to struggle with its zero Covid-19 strategy and 
needed to impose strict lockdowns affecting half the country. 
The combination of the Delta variant and low vaccination rate 
makes this strategy even harder. We felt the market was 
approaching peak concerns over the Delta variant and the 
Australian dollar was hit by deteriorating sentiment on China, 
underperforming significantly versus other developed 
currencies; this offered us an attractive point to exit with 
healthy profits.

•  We also closed our long position in sterling versus the euro. 
We implemented this position before the Brexit deal was 
agreed in late 2020. When we entered the position, sterling 
was unloved by many investors. Since then, sentiment and 
valuations have normalised as the currency has performed 
well, though we’re now more cautious on the UK economy, 
with a raft of temporary Covid-19 support measures due to 
peter out.

Overall risk taking, as reflected by the volatility of the fund, 
dropped from 5.9% to 5.5% over the month.

Update from the Multi-Asset team
We are committed to keeping investors informed of our current 
thinking, which you can read on our new LGIM blog

For further information on any of our multi-asset capabilities, 
please contact your usual LGIM representative or visit lgim.com

https://www.lgimblog.com
http://www.lgim.com



