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THE HEADLINES 

• Yellen spends Valentine’s day in front of the Senate 

• Investors’ love affair with Trump continues… 

• … but markets get cold feet with European politicians 

MARKET OVERVIEW 

Investors appeared to still be enamoured with risk in February 

and not yet ready to shrug off their optimism. The month saw 

gains across virtually all asset classes while volatility remained 

low. The excitement in markets was further encouraged by 

confidence surveys in the US which saw a sharp increase (see 

the Chart of the Month below). Time will tell whether reality will 

meet these high expectations, leading to an acceleration of 

growth.  

On Valentine’s day Janet Yellen, the Chair of the US Federal 

Reserve gave congressional testimony to the US Senate. 

While her speech was relatively balanced, it was soon 

followed by more hawkish statements from other Fed 

speakers, implying that interest rates were likely to increase 

sooner rather than later. This caused a number of knock-on 

effects over the rest of the month: it led markets to believe that 

a  March rate hike was more likely than not; the dollar 

recovered some of its January weakness; and equities rallying 

as investors took comfort in the Fed’s view on the strength of 

the US economy.  

On this side of the Atlantic investors grew more cautious, 

recognising the risks associated with upcoming European 

elections. In France, new allegations put in question the 

candidacy of the Republican candidate, Francois Fillon. This 

was seen by some to increase the chances of either a far-right 

or a far-left candidate becoming president, neither of which is 

likely to be welcomed by the markets.  

 

FUND PERFORMANCE REVIEW 

All of the funds delivered positive returns over the month, with 

higher risk funds outperforming lower risk funds. All major 

asset classes delivered a positive contribution to overall 

portfolio return. In particular, the performance on lower-risk 

funds was lifted by the strong returns on UK nominal gilts and 

UK corporate bonds, while higher-risk funds benefited mainly 

from the exposure to US and UK equities.  

Within our portfolios, we maintain our preference for 

developed market equities over emerging markets, but we 

continue to search for additional opportunities within the 

emerging market universe. We added a small position to 

Indian equities, at the expense of broad emerging market 

equities. As a relatively closed economy, it is less exposed to 

the protectionist policies that may emanate from the US and 

we are  optimistic about the medium term impact of the 

structural reforms carried out by Prime Minister Modi.  

Within fixed income, we further increased our overweight 

position in US inflation-linked bonds. If President Trump 

manages to push through some of the policies he outlined this 

month, these are likely to be inflationary. Hence, our portfolio 

position should provide some protection against the rise in 

inflation.  We also reduced our UK gilt and German sovereign 

debt exposure.  

CHART OF THE MONTH – US REAL GDP AND CONFIDENCE SURVEYS 

*Average of ISM, NAHB, NFIB, CB and UoM confidence; Source: Macrobond 
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RECENT PORTFOLIO CHANGES 



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. 

FOR INVESTMENT PROFESSIONALS ONLY FEBRUARY 2017  L&G MIXED INVESTMENT FUNDS 

MARKET OUTLOOK 

Overall, we maintain a somewhat cautious position on risk assets in the funds. While recent economic data was broadly positive and 

the economic cycle is still supportive of risky assets, we need to balance that with systemic risks that are looming on the horizon. 

Despite all of the enthusiasm about Trump’s promises, we are sceptical about the lack of detail and what can actually be delivered. 

However, the inflationary nature of his policies combined with stronger economic data may force the Federal Reserve to hike rates 

more aggressively to prevent the economy from over-heating. This would in turn increase the recession risk over the medium-term. 

We also monitor medium term risks in China where build-up of debt and capital outflows continue. Finally, European politics 

continues to keep us busy with anti-establishment, anti-globalisation, far-right parties such as Marine Le Pen’s National Front in 

France and Geert Wilders’ Freedom Party in the Netherlands both polling well going into their respective elections. 

THE LONG TERM VIEW – TRUMP FIGHTING THE DEMOGRAPHIC TIDE 

“To get the economy back on track, President Trump has outlined a bold plan to … return to 4% annual economic growth”, so says 

the White House’ official website. 4% is some way above what most economists, including our own, forecast for US long term trend 

growth. Trump and the Republicans are calling on America to return to the Reagan years, but the country is missing something now 

that it had back in the 1980s. A demographic tailwind in the Reagan years was down to two factors; rising female participation rates 

and the echo of the post-war baby boom. Female participation in the US is now one of the highest in the world so gains there would 

appear limited. Population growth is also nowhere near the levels it used to be (see graph below) and on top of that Trump’s 

immigration plans, limiting (or even deporting) the influx of overseas workers entering the economy, makes it hard to see where 

labour force growth will come from. In fact, forecasts show the growth to be barely positive in the next decade. With no labour force 

growth, economic growth can only come from productivity gains, which have been lacklustre for the past years and are certainly not 

boosted by protectionist policies. We believe this puts a severe limit on long term growth for the economy and any growth above 

trend rates is most likely to be short lived and inflationary.  
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