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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

• UK narrowly avoids a recession…

•…the ECB turns increasingly hawkish…

•…US unemployment lowest since 1969

MARKET OVERVIEW

After a strong start to the year, risk assets delivered a mixed

performance in February as the market narrative shifted away

from expectations of a soft landing and the prospect of more

hawkish central bank policy weighed on sentiment. Investors'

hopes were dashed by a slew of economic data showing

labour markets to be stronger and inflation stickier than

expected. Early in the month US data showed the country to

have added 517,000 jobs in January, more than double the

consensus estimate. This pushed the US unemployment rate

to its lowest level since 1969. Later, US inflation data also

surprised to the upside at 6.4% year-on-year. Similarly, euro

area inflation and GDP growth exceeded expectations.

US equities underperformed on concerns that the country’s

tight labour market and persistently elevated inflation will force

the Federal Reserve to continue hiking interest rates. This also

led to a stronger dollar over the period, triggering a decline in

emerging market equities. UK and European equities fared

better on the back of strong PMI survey results, which boosted

sentiment for economically sensitive sectors such as

industrials and financials. Within alternatives, most asset

classes declined over the month, while UK property was

approximately flat. Credit also performed poorly, driven by

investors’ fears over the ability of borrowers to withstand

higher interest rates. Similarly, sovereign bonds were

challenged as investors pushed out rake hike expectations.

FUND PERFORMANCE REVIEW

The Mixed Investment Funds’ performance was negative in

February. The funds with more equity exposure fared slightly

better than the funds with more fixed income exposure given

the weak returns for bonds.

In fixed income, we further reduced our exposure to global

investment grade credit in line with our existing negative view.

This followed some strong performance for the asset class at

the start of the year as investors became more confident that a

developed market recession would be avoided. We increased

exposure to US treasuries to maintain duration exposure.

Later in the month, we further increased US treasury exposure

as US real rates moved beyond our estimate of the country’s

long-term growth rate, which has been a positive signal histori-

cally. Additionally, at the yield levels at the time, we believed

sovereign bonds were well positioned to provide support to

investors in the case of a slowdown in growth. We also added

to our position in South African bonds across all funds.

In equities, we reduced exposure to US technology stocks in

favour of broad market US equities. This follows a very strong

start to the year for the sector that has left relative valuations

for tech companies relative to the market around the level of

the highs seen during peaks seen during the pandemic.

US TREASURIES, US EQUITIES

RECENT PORTFOLIO CHANGES

MARKET OUTLOOK

We maintain our cautious view of risk assets, looking through near-term market oscillations to lean against market strength. We

believe the strength of recent economic data merely postpones rather than reduces the risk of recession. In our view, the continued

tightening of labour markets in the US and elsewhere will perpetuate inflationary pressures, forcing central banks to raise interest

rates higher than previously expected. This means that the recession, when it comes, will be deeper and more severe than

consensus estimates. While precisely timing a recession is challenging, we think the UK will slip into recession in the next few

quarters, followed by the US and Europe, as the effect of higher interest rates and reduced real incomes feeds through to consumer

spending.

As markets have priced in further central banks rate hikes, we once again consider real interest rates to be at unsustainable levels.

Consequently, as at the end of February, we have an upgraded view on sovereign bonds, especially US inflation linked bonds. In

addition to attractive returns, we believe that as economic growth weakens, sovereign bonds will fortify portfolios in the face of equity

market declines. We maintain our negative view on equities, favouring Japanese equities on a relative basis given the country’s

potential to outperform relative to other regions.

GLOBAL INVESTMENT GRADE CREDIT, US

TECHNOLOGY STOCKS


