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Market review and return drivers
October was a mixed month for assets with global equities recovering 
from their September slump whilst sovereign bonds were hindered by 
rising inflationary pressure. Said pressure has led to expectations 
about rate rises being brought forwards across developed markets 
with investors expecting a UK rate hike by the end of the year and a US 
rate hike by the second half of 2022. In the US, President Biden’s 
agenda has been dealt a blow with the more conservative Senators in 
the Democratic Party watering down the administration’s latest 
spending bill which now looks set to pass.

US equities in local currency were the best performers over the month 
encouraged by strong returns from the technology sector, in particular 
Tesla* which returned nearly 50% driven by a large order of cars from 
Hertz*, the rental car company. European (ex-UK) equities also 
performed well, with higher interest rates boosting the performance of 
financials which is the largest sector in the index. Rising yields, 
however, were not good news for developed market sovereign bonds 
which were mostly in negative territory in October. Listed alternatives 
such as REITs and infrastructure fared well over the month though.

MATR was down -1.88% during October, meaning the fund is up 1.97% 
year-to-date. This month’s losses were predominantly driven by the 
Alternative strategies.

Performance

The Market component ended the month down -0.1%. Although many 
equity markets started the month on a weaker footing, they were at 
fresh all-time highs by the end, with developed equities and in particular 
decarbonisation stocks adding healthily over the month. Fixed income 
assets detracted however, with sovereign bonds the worst performer.

The Alternative strategies were the most disappointing component, 
losing -1.1%. The worst performer was the fixed income carry strategy, 
which was hurt by rates rising more in the long legs of Australia and 
New Zealand than the short legs of Norway and the Eurozone. The 
equity factors strategy was the other key detractor, with value stocks 
leading the declines.

Tactical strategies lost -0.3% over the month. Our relative-value equity 
positions lost ground with in particular European telecoms being 
weak. This sector was hit hard by a combination of being a low beta 
sector in an equity rally, some more idiosyncratic factors like an equity 
placing that affected Deutsche Telekom* and a disappointing start to 
the earnings season. However, our relative bond positions performed 
well, with Czech vs Polish rates and gilts vs US T-notes/German bunds 
bouncing back from a more challenging September which led us to 
close both positions. 

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 October 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 September 2021 2020 2019 2018 2017

Fund 8.43 3.14 0.40 3.89 9.81

Bank of England base rate 0.10 0.40 0.76 0.52 0.25

* For illustrative purposes only. The above information does not constitute a recommendation to buy or sell any security.
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The Risk component lost around -0.3% in October. As US equities 
performed well over the month and finished at or close to all-time 
highs, it’s not that surprising that equity put protection, designed to 
insulate the fund in the event of a correction, did not pay off.

Outlook and changes to the Fund positioning  
We remain positive on risk assets over the medium term but remain 
neutral over the short term. We still prefer equities to credit given 
current historically low credit spreads. We continue to monitor 
developments in China including the spread of the Delta COVID-19 
variant in China and the associated growth slowdown, as well as 
regulatory pressure from the Chinese government on certain 
corporate sectors and concerns over its real estate market.

The US Federal Reserve (Fed) has announced the tapering of its 
asset purchases at its recent meeting and is expected to complete 
it by mid-2022. Attention now turns to when the Fed might increase 
interest rates. An area that will have a large bearing on this is 
whether inflation is more persistent than previously expected. Even 
more than the timing, we are particularly interested in the speed and 
ultimate peak in interest rates. We expect this to be faster and 
higher than markets are currently pricing, particularly if the Biden 
administration’s two spending bills are passed.

We will continue to look to buy the dip and cautiously increase our 
allocation to risk assets. 

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

•  In the Market component, we closed our holdings in a global 
infrastructure index fund and replaced it with our own 
infrastructure equity baskets. Infrastructure was the worst 

holding within MATR from an ESG score perspective. Although 
MATR is not an explicit ESG fund, ESG is a key consideration 
and we do look to improve the fund from an ESG perspective 
where possible. We replaced the broad index with a listed 
renewables basket, a networks basket and a water utilities 
basket which together have a high co-behaviour with broad 
infrastructure, but with much improved ESG credentials.

•  In fixed income, we re-introduced a new long position in a South 
African local currency bond (with FX hedged). This trade had 
performed well for us in the past and we see recent spread 
widening as an opportunity to re-enter the position. Even within 
emerging markets, South Africa remains an outlier with an 
unusually steep curve, and unusually high real yields. The South 
African Reserve Bank has started gearing up the market for rate 
hikes, but their inflation forecasts are relatively benign. 
Therefore, we have implemented this through a longer-dated 
bond compared to last time to benefit from curve flattening in 
the event of a pivot in monetary policy.

•  We also closed our short Italian BTPs versus German bunds 
position. The rationale for the trade was both that we believe 
that migration could lead to a rise in the polling of the right and 
speculation of a far-right coalition winning the Italian election in 
2023, and that discussions about the end of the European 
Central Bank’s asset purchase programme would have a big 
impact on Italy given the lingering debt sustainability concerns. 
The latter part of this rationale has played out, whilst we believe 
the former is likely to not be an issue again until next year. 
Therefore, given we’ve seen good performance in this trade, we 
see it as a good time to close the trade and take profits.

Current Asset Allocation MATR Performance

*10 year equivalent exposure. Source: LGIM as at 31 Oct 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 October 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

•  Within FX, we introduced a new long in the Chilean peso versus 
the Colombian peso. The Chilean peso has recently been a large 
underperformer against the Colombian peso, and sentiment is 
negative, so we are looking to push against this. The Chilean 
economy is overheating on the back of loose fiscal and 
monetary policy, to the point where the Chilean central bank had 
to respond by hiking rates aggressively. We see this pivot as 
important as it shows that the central bank is not keen to see 
further currency weakness. Colombia is not that different, but 
always has had even larger current account deficits, which we 
see as an additional risk for the Colombian peso.

•  We also closed the long Peruvian sol versus the US dollar 
position. Our fundamental view remains positive on Peru, but 
leftish politics remain on the forefront with an unclear direction, 
while the Peruvian central bank appears too patient to really 
support the currency. The recent rally after some good news 
provided us with the right opportunity to stop-loss the trade.

Overall risk taking, as reflected by the volatility of the fund, dropped 
slightly from 5.3% to 5.2% 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

