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Market review and return drivers
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%, and 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. Meanwhile, global real estate 
investment trusts, another alternative investment, had a weak month, 
losing some of its previous strong performance. Most regional 
developed market equities were pretty flat to positive as economic 
output remained strong, however, there was a 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 the falling US bond 
yields and a weaker dollar over the month.

MATR was down -2.8% in May (net of fees), with year-to-date 
performance at -5.0% (net of fees). The Tactical component was the 
biggest detractor to performance, but the Risk component performed 
positively.

Performance to the latest quarter end

The Market component was down around -0.5% in May with credits 
driving the majority of the losses, across emerging market debt 
and high yield as spreads continued to widen. Thematic equities 
such as infrastructure and our decarbonisation basket continue to 
do well, although our exposure to artificial intelligence continues to 
be swept into the downdrift experienced by broader technology and 
growth stocks.

The Alternative strategies were down around -0.9% during the month. 
The fixed income carry strategy was the only significant contributor to 
the negative performance, with our long positions in Australia and 
Europe unable to outperform the short positions in the US and Canada 
where the peak inflation (and therefore interest rates) narrative seems 
to have passed. The emerging market currency and trend strategy had 
a better month, returning to positive performance on a year-to-date 
basis, benefiting from long positions in Latin American currencies 
which are dominant within the strategy at the moment thanks to 
proactive central banks and a positive terms-of-trade shock after 
sharply rising commodity prices (as they are net exporters of 
commodities). 

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 May 2022 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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Source: Bloomberg, LGIM. For annual performance against the performance objective please see the Key Investor Information Document (KIID). Performance for the Acc 
unit class in GBP, launched on 19 February 2016. Performance is shown net of fees and charges. 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.
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12 months to 31 March (%) 2022 2021 2020 2019 2018

L&G Multi-Asset Target Return 1.49 19.78 -9.84 5.53 3.33

Bank of England base rate 0.19 0.10 0.72 0.67 0.35
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Tactical strategies were down c. -1.5% in May, with disappointing 
results across many asset classes and strategies. Our long position 
in the Israeli shekel was buffeted by the risk off mood in the early part 
of the month and we cut our allocation before it was able to recover. 
The long tech trade in equities continues to hurt. Fixed income was 
no saviour, and our short positions in US real rates and Italian bonds 
were  unable to make up for losses in other fixed income trades.

The Risk component was up 0.1% over the month, with the equity 
protection strategies the main contributor. We closed the equity put 
protection. 

 

Outlook and changes to fund positioning  
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 
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 have little choice in the face of extremely 
elevated inflation, meaning an aggressive set of rate hikes are 
expected through the remainder of this year. This comes despite the 
prospects of higher prices starting to put the stoppers on economic 
growth as consumer confidence sinks.

Undoubtedly, we believe 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 both 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.  

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

•  We went long gilts versus US treasuries. We believe the recent 
news on increased government spending is driving a bout of 
underperformance of gilts on a cross-market basis with UK 
yields up nearly 40 basis points relative to the US since the 
middle of May. There is debate across our Asset Allocation 
team about whether UK fundamentals justify that kind of sharp 
retracement. On the one hand, there is some evidence to 
suggest that the UK has more poorly anchored inflation 
expectations than the US, with higher inflation being negative 
for gilts. On the other hand, it is increasingly clear from the data 
that there is a meaningful hit to consumer spending (in real 
terms) from the energy price shock. Fears of the UK going into 
recession ahead of the US would be positive for gilts relative to 
US treasuries.

Current Asset Allocation MATR Performance

*10 year equivalent exposure. Source: LGIM as at 31 May 2022.  
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 May 2022, 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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Key Risks 

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. 

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.  

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. 
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•  We closed our short Italian BTP position. The initial rationale for 
the trade was that BTPs sensitivity to bunds was likely to rise as 
yields moved higher, so we felt that this trade should work well 
in an environment of rising rates until we get to spread levels 
which call the European Central Bank (ECB) into action. We 
believe that rising bond yields will reawaken the debate about 
Italian debt sustainability. The trade performed well as ECB 
support has been reducing (i.e. lower asset purchases) and 
hawkish ECB rhetoric has picked up (i.e. rate hikes coming). As 
momentum in the sell-off in BTPs faded, our conviction in this 
view also fell, so we closed the position.

•  We entered into a long GBP versus USD risk-reversal position. 
This is similar to an outright long position, but implemented via 
options (buying a cable call option financed by selling a put 
option). Current sentiment towards sterling, but also towards the 
euro-bloc more broadly, is negative, which comes after a period 
of broader US dollar strength. We believe option pricing looks 
attractive. This makes currency options interesting to manage 
certain portfolio risks, in this case a partial reversal of dollar 
strength given stretched sentiment.

•  We turned the short position in US real rates into a short 
position in US inflation as we believed the Fed would have had 
no choice but to slowdown the economy by pushing up real 
rates, as it has to deal with a tight labour market and high 
inflation. We want to keep the short inflation element of the 
trade as US recession risks for 2023 are creeping higher.

Overall risk taking, as reflected by the volatility of the fund, fell from 
6.1% to 4.7% 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



