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What's the story?
The second quarter of 2022 was particularly challenging for investors, continuing a weak start to 
the year, as central banks became increasingly determined to rein in inflation, prompting growing 
recessionary fears. In the US, we saw two rate hikes over the quarter, ending with an almost 
unprecedented 0.75% raise, leaving the headline rate at 1.75%. The Bank of England also raised rates 
twice over the quarter, in 0.25% increments, to 1.25%, its highest in 13 years. Meanwhile, the European 
Central Bank is set for a 25bps hike in July and has strongly signposted a 50bps raise in September.
Global equities had a tough quarter, with US equities notably weak given their bias towards mega cap 
tech stocks (which have shown high sensitivity to interest rate rises). Elsewhere, developed market 
sovereign bonds were weak due to the increasingly aggressive hiking path from central banks. 
Meanwhile, emerging market debt in hard currency suffered, partly due to US dollar strength. After a 
strong run since the start of 2021, commodities softened (ignoring currency effects) given growing 
recessionary pressures. 

Performance (%)
12 months to 30 June  2022  2021  2020  2019  2018

Fund ‑9.21 18.61 ‑2.21 5.73 4.52

Source: Lipper, LGIM as at 30 June 2022. Total Return net of tax and charges. C‑Class GBP 
Accumulation. 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.

Fund review
The fund delivered a negative return over the period. The main negative contributors to performance 
were US equities, Europe (ex‑UK) equities and UK small‑cap equities. Foreign currency holdings were 
somewhat beneficial as the pound fell.
We increased exposure to UK gilts and reduced exposure to US treasury bond as we expect the 
UK will face a worse growth outlook than the US as a result of higher energy prices, which could 
ultimately lead to fewer interest rate hikes from the Bank of England. However, the UK government’s 
announcement in May that all households would receive an energy bill discount changed our 
assessment somewhat, so we switched our preference to German bonds instead of gilts as we see 
Europe facing a number of risks to growth and increased chance of a recession.
We increased our exposure to South African local currency bonds. We believe these bonds continue 
to look attractive as South Africa is one of the few countries with below target core inflation and the 
nation has one of the highest real yields in emerging markets.
We increased our allocation to global equities slightly following recent weakness.
Within equities, we have increased our exposure to European defensive stocks, such as companies 
with the telecommunications and food and beverages sectors, whilst reducing exposure to broad 
European equities. The primary reason for this is that we believe recession risk is more discussed 
than it is priced. If the narrative changes to 'recession imminent', we believe there would be far greater 
adjustment within equities than at the absolute level and that the primary expression for this would be 
in the relationship between defensive and cyclical stocks.

Outlook
We expect the next six months to remain challenging for investors, while providing some opportunities 
for active asset allocation. Even though the outlook remains shrouded in uncertainty, we expect central 
banks to enforce an aggressive set of rate hikes through the remainder of the year, even though higher 
prices are already stunting economic growth as consumer confidence sinks. A US recession in the 
second half of 2023 is now our base‑line view.
In the near term, we still see enough momentum in the economy, backed by a high level of savings, 
to stave off an immediate slump. Setbacks in markets are not uncommon around the start of a rate‑
hiking cycle, which on this occasion has also coincided with negative idiosyncratic events – not least 
Russia’s invasion of Ukraine. The declines have prompted tumbling valuations and a sharp drop in 
investor sentiment; a fair amount of bad news has already been priced into markets, in our view.
Against this backdrop, we remain slightly positive on equities and have started to decrease our 
underweight in corporate bonds. However, the scope for significant gains looks limited until there is 
clear evidence of inflation cooling and recessionary risks subsiding. We see our positioning in equities 
as more tactical – willing to buy into further market weakness, as we have recently done – but also 
ready to dial down our stance should the prospects of a recession grow. We expect such signs to 
emerge around the turn of the year.

Fund managers
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CORE VIEW ON RISK ASSETS
Slightly positive
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Economic cycle
Baseline recession view for 2023. Central 

banks single-minded about inflation
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Valuations
Relative valuations remain attractive and 

absolute valuations fair
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Systemic risk
Significant negative news and uncertainty 

has been priced into markets
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Asset allocation breakdown
All data source LGIM unless otherwise stated. Totals may not sum due to rounding. As at 30 June 2022.

Important information
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 per‑
sons. 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 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 val‑
ue 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.
© 2022 Legal & General Investment Management. All rights reserved. No part of this document may be reproduced in whole or in part without the prior writ‑
ten consent of Legal & General Investment Management.
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Charges may vary

For Professional Clients

Equities 66.3
UK Equity 19.9

North America Equity 18.0

Europe ex UK Equity 13.3

Japan Equity 5.7

Emerging Market Equity 5.2

Asia Pacific ex Japan Equity 4.2

Alternatives 9.2
Listed Infrastructure 5.2

Real Estate Investment Trusts 4.1

Cash 0.5
Cash 0.5

Government Bonds 4.2
Dev ex UK Sovereign 3.9

Gilts 0.3 Credit and Emerging Market Debt 19.7
Emerging Market Bonds (Local) 5.2

Global Corporates 4.7

High Yield 4.1

Emerging Market Bonds (Hard Currency) 4.0

UK Corporate Bonds 1.7


