
2020 will be remembered as the 
most challenging year in memory for 
many investors, as a novel virus seized 
hold of the world and subsequently 
markets. More than ever, it was 
important for us to follow our team 
mantra: prepare, don’t predict. 

As always, we view diversification as the only free lunch. There were 
a couple of weeks in March when this was called into question, as 
correlations converged towards one and investors tried to jump ship. 

We adapted to the situation, finding new sources of return while 
ensuring the robustness of our portfolios. In this article, we share with 
you some of the noteworthy positioning changes we made in 2020 
and the rationale for them.

A look back at 2020
Key market moving events

Source: LGIM and Bloomberg L.P. as at 31 December 2020
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Troubled waters ahead  
2020 started somewhat positively for markets, with 
global equity indices setting new records despite 
geopolitical rumblings and murmurs around a novel 
virus emanating from China. Having previously held a 
slightly bearish medium-term view on equities – due, 
amongst other factors, to some of the late-cycle 
dynamics we were experiencing in the economy – we 
upgraded our view to neutral. This followed the 
optimism from the US-China Phase 1 trade deal (now a 
distant memory) and the fact that the economic 
backdrop did not worsen as we had feared. We 
increased equity exposure in most of the portfolios in 
order to reflect this view.

In South Korea, inflation expectations had been steadily 
falling over the two years leading up to 2020, and the 
Bank of Korea had been slow to react. We believed this 
meant the central bank could reduce rates faster than 
the market had priced in, which in our view presented 
an attractive opportunity to purchase South Korean 
government bonds. This was funded by selling bonds 
from some of South Korea’s lower-yielding developed-
market peers in Europe and the US.

 
Sinking feeling 
As February faded, investors were beginning to 
process the potential ramifications of the spread of the 
recently named COVID-19 disease. Markets were in 
freefall as we entered March. One of the market 
impacts we saw was the yield on global high-yield 
bonds rise to multi-year highs. We believed spreads 
had widened to levels that would more than 
compensate for the potential severity of bankruptcies 
that could be experienced, so we took the opportunity 
to increase exposure to global high-yield bonds across 
all funds.

Prior to 2020, we had experienced a multi-decade bull 
market in developed-market government bonds with 
yields in these markets sinking lower and lower. The 
spread of COVID-19 and the associated consequences 
for risk markets only exacerbated this trend as 
investors sought safe-haven assets. We believe the 
payoff profile for government bonds becomes 
increasingly asymmetric as yields reach their lower 
bounds and rate setters run out of room to cut rates. 
We began to see this in Europe and the US in March, so 
in order to diversify our bond exposure further – as 
well as to seek robust downside protection for risk 
markets – we introduced exposure to Swedish and 
New Zealand government bonds, which had higher 
yields than other developed nations of similar 
creditworthiness.

Trim the sails 
The trough for many developed global equity markets 
came on 23 March: enter the cavalry. On 24 March, the 
US Congress passed the CARES Act (a £2 trillion fiscal 
stimulus bill) and was swiftly followed by other 
governments with sizeable spending announcements. 
A combination of policy support from governments 
and central banks was a much-needed tonic for 
markets. Nonetheless, in the space of a few weeks, the 
investment landscape had completely shifted, and 
along with it the relative value of various asset classes. 
Investors, us included, needed to trim the sails to 
acclimatise and take advantage of the new conditions.

In fixed income, we had seen the credit spreads of 
global investment-grade bonds widen significantly; this 
was experienced in even greater magnitude in the 
high-yield and the emerging-market bond markets. We 
felt developed markets had greater capacity to provide 
policy support, a higher level of healthcare, and 
generally lower reliance on tourism versus developing 
nations. For these reasons, we believed that they would 
better cope with the effects of the pandemic. We 
therefore increased our exposure to investment-grade 
and high-yield bonds whilst reducing exposure to 
emerging-market debt in hard currency.

The early recovery in equity markets saw a divergence 
in the fortunes of those companies which stood to 
benefit from the increasingly digital world we were 
living in and those that did not. Unsurprisingly, this 
meant that technology stocks outperformed in relation 
to other stocks on a region-by-region basis. This was 
observed nowhere more than in the US, which has a 
relatively large tech weighting in its main equity 
indices. Pre-pandemic, the large US technology stocks 
already formed a significant portion of global equity 
markets and their post-crash surge left us increasingly 
worried about the concentration risk these stocks 
presented. This was despite our long-held positive view 
on tech stocks. We therefore decided to replace some 
of the exposure to these stocks with an artificial 
intelligence ETF in order to maintain the desired 
exposure to the technology sector, but in a more 
diversified manner.

At the other end of this divergence in the trajectory of 
equity markets, we identified areas where we believed 
there was value over a medium-term investment 
horizon: in so-called laggard stocks. These were 
European automobiles, European value, and US energy 
– areas where we thought investor sentiment was 
excessively negative. We added exposure to these 
markets in favour of broad developed equity markets.

Equities Fixed income Alternatives FX
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Whilst on the topic of alternatives investments, through 
the summer we also took the opportunity to increase 
exposure to listed infrastructure, favouring US utilities 
in particular as we believe they benefit from several 
longer-term structural tailwinds such as grid 
modernisation. This has led to their outperformance 
against the S&P 500 over the past few years, but since 
March they had underperformed sharply which 
prompted our positive medium-term view on these 
stocks.

 
All hands on deck 
As COVID-19 infections once again started to rise 
uncontrollably globally and the US election 
approached, market volatility ratcheted up and we saw 
a significant correction in technology stocks. Ahead of 
some of this turbulence, we decided to take some 
profits from our position in European automobile 
stocks (later removing the position altogether in 
November). The asset class had strengthened in the 
run up to the fourth quarter with the European 
economic outlook improving.

The months leading up to the US election had seen the 
likelihood of a Joe Biden victory and a Democratic 
Party clean sweep (winning the presidency and both 
chambers of Congress) increase. This was considered 
good news for small to medium-sized companies in 
the US, which are more domestically focused than their 
large-cap peers and would stand to benefit from the 
expected increase in fiscal spending from a Democrat 
government. US small-cap stocks therefore 
experienced a surge through the summer and so we 
took the opportunity to sell some of this exposure into 
strength.

A theme of the post-pandemic period had been a weak 
US dollar, and sterling had strengthened versus the 
greenback since March. We therefore took the 
opportunity to reduce sterling exposure, following this 
strength, in exchange for dollar. Elsewhere in 
currencies, we removed a position in the Indonesian 
rupiah given we believed there were more 
vulnerabilities arising from unorthodox government 
financing, increased government debt levels, lower 
exports, and increased worries around corruption.

Choppy waters 
As the summer progressed and countries around the 
world continued the steady but limited reopening of 
their economies, investors began to question the pace 
at which markets had recovered. We saw a period of 
relatively flat returns from equities and the waters 
became increasingly choppy. In the meantime, we 
identified European telecommunications as another 
area that had lagged other sectors in the equity market 
recovery. The sector had seen large underperformance 
for many years and was in deep value territory. We 
believed this could change over the medium term due 
to the potential for regulators to become more lenient 
and because the customer experience over the crisis 
could give the industry more pricing power going 
forwards. Similar dynamics have played out in the 
past. We therefore added exposure to this sector in our 
equity portfolio.

In a very short period of time following the market 
drawdown, investment-grade credit spreads retraced 
much of their earlier widening, leaving them at a level 
where holding investment-grade bonds has not been 
very well rewarded in the past. Given this, and the fact 
we did not think credit represented good value versus 
equities, we reduced exposure to the asset class in 
several of the funds.

We also removed our exposure to New Zealand 
government bonds across all funds. This followed 
strong outperformance from New Zealand bonds 
compared with other developed nations’ bonds – a 
result of the Reserve Bank of New Zealand expanding 
its quantitative easing programme and talking up the 
prospect of negative rates, which drove bond yields 
lower.

We are always looking for ways of diversifying return 
sources for the portfolio, and for ways of doing so in 
the most cost-effective manner while focusing on the 
sustainability of returns. For this reason, we introduced 
another new asset class to the portfolio over this 
period: forestry. Similar to other listed alternatives, 
forestry has a different return pattern from equities. 
We therefore see this as a great diversifier for the 
portfolio. Additionally, given healthier forests improve 
the quality and yields for timberlands, timberland 
companies are incentivised to ensure sustainable 
management of their land. In order to reflect our 
positive view on this asset class, we invested in a 
basket of timberland stocks.

https://www.lgimblog.com/categories/esg-and-long-term-themes/stumbling-stocks-tech-tastrophe-or-tech-tantrum/
https://www.lgimblog.com/categories/markets-and-economics/fixed-income/who-wants-credit-after-the-rally/
https://www.lgimblog.com/categories/investment-strategy/want-a-natural-alternative-asset-invest-in-a-tree/


4

2021  |  Multi-Index 2020 – Plotting a course through infected waters

A rising tide 
The notion that ‘a rising tide lifts all boats’ is not true in 
every walk of life, but it certainly held for risk markets in 
the weeks following the US election result and the 
consecutive positive announcements on COVID-19 
vaccines as equity prices globally rocketed upwards. In 
the process, we saw a rotation out of some of the early 
winners from the pandemic such as technology and 
healthcare stocks into previous losers such as value 
and cyclical stocks. Ahead of the election, we upgraded 
our view on equities to slightly positive, given the extent 
of the market selloff that had been experienced in the 
prior weeks and the fact we are in the early stages of 
the recovery from a deep recession, which tend to be 
the most favourable conditions for stock markets. We 
increased equity exposure in the higher-risk funds to 
reflect this view.

The Democratic win in the US election saw a rise in 
developed-market bond yields as investors anticipated 
a rise in fiscal spending from the US government; other 
developed bond markets have a degree of positive 
correlation to US yields. This left greater capacity for 
bond yields to fall and made us comfortable enough to 
reduce our negative view on duration. Although still 
negative, this change in view prompted a slight 
increase in duration across all Multi-Index funds via an 
increased allocation to government bonds.

As year-end approached, so did the deadline for a 
negotiation on the future trading relationship between 
the UK and Europe. We believed much of the negative 
news around Brexit was priced into the currency and 
that the difference between a ‘no deal’ scenario and the 
type of deal which was ultimately achieved (and 
expected) was small. We believed tail risks were 
therefore skewed to the upside from that point. To 
reflect this view, we increased exposure to sterling 
across all funds.

In the final addition to the portfolio of the year, we 
introduced exposure to Japanese railway stocks in 
some of the funds. This complements our already 
positive view on listed infrastructure, and we see this 
as an attractive way to express the view further. We 
believe these stocks will benefit from normalisation in 
2021 as people return to work in offices. 
 

Key risk 
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.

A look back at 2020
Key positioning changes

Source: LGIM and Bloomberg L.P. as at 31 December 2020
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