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THE HEADLINES 

• The S&P reaches all time highs… 

• … Argentinian interest rates at their highest in over a 

decade … 

• … with the other emerging markets feeling the heat 

MARKET OVERVIEW 

There was one place to be for performance in August – the 

United States. US equities gained 3.2%, surpassing their 

previous high. Much of this gain was led by technology stocks, 

with the Nasdaq index up 19.7% year-to-date in USD terms. 

US REITs continued to perform well, and US treasuries posted 

a small gain. 

There were many places not to be for performance in August –

multiple emerging market countries. The  emerging market 

equity asset class was hit by financial crises engulfing 

Argentina and Turkey. There was fierce competition for the 

currency wooden spoon; the Turkish lira declined 25.5%, the 

Argentine peso dropped 27.1% (both versus the US dollar). 

Contagion and other country specific risks also contributed to 

wider emerging market weakness, emerging market local debt 

fell 5.2% in pound sterling terms, emerging market hard 

currency debt was down 3.1% on a hedged basis.  

Elsewhere, performance in most asset classes was generally 

muted. Both European and UK equities dipped; the former 

weighed down by a weak banking sector, where there were 

some fears of Turkish exposure, the latter by banks and 

mining sectors. 

 

 

FUND PERFORMANCE REVIEW 

Each of the Mixed Investment Funds delivered a small 

negative return in August.  

In terms of the individual market performance; US equities led 

the way, and as such, the funds’ allocations to this market 

were the largest positive contributors to returns over the 

month. Global REITs also added to fund performance across 

the board.  

Our positions in both emerging market debt and equities were 

key performance detractors this month. In particular,  in the 

lower risk funds, our proportionately higher  allocation to 

emerging market local currency debt versus our higher risk 

strategies was the main driver of negative performance. 

In August the main changes were to the higher risk funds, 

whereby we slightly reduced our US equities exposure, after 

very strong performance. We also increased our GBP and 

reduced our EUR positions as sterling was rocked again by 

Brexit negotiations and we believe the currency now appears 

attractive.  
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RECENT PORTFOLIO CHANGES 

CHART OF THE MONTH – THE ARGENTINE PESO AND TURKISH LIRA PLUMMET 

Source: LGIM, Bloomberg L.P. as at 31/08/2018.  
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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. 
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MARKET OUTLOOK 

 

Two countervailing forces have been keeping markets in something of a holding pattern recently: growth in the global economy and 

company earnings, and the ascent of populist economic policies. We may learn soon which one will gain the upper hand. Trade 

wars continue to occupy markets’ attention. Although there has yet to be any major fall-out, our economists do anticipate some 

impact upon growth from burgeoning trade wars over the next year, and as such have slightly revised down our GDP forecasts for 

both the US and China. However, they anticipate that it would be negative sentiment rather than the direct implications of tariffs that 

would cause a significant slowdown. 

 

Given the backdrop of ‘good growth and bad politics’ and a mid-to-late cycle economy, we maintain our equity positioning in the 

funds, but would look to reduce exposure if we saw recession pressures building. We also continue to position the funds 

underweight against our strategic allocation to corporate bonds as credit spreads are still not attractive despite some recent 

widening.  Rising US interest rates, leading to a stronger dollar, may negatively impact many emerging markets. For this reason we 

continue to be more selective in taking exposure to emerging market assets. 

 

Lastly, given that heightened political protectionism is likely to be inflationary, we continue to take portfolio protection through 

allotting more of our fixed income allocation to global inflation-linked bonds. 

 

LONGEST BULL RUN IN US EQUITIES  

 

During the month of August, the US equity market reached all-time highs, with the S&P 500 experiencing the longest bull market in 

its history. A ‘bull market’ is defined as a period of rising prices without a drop of more than 20%. Our Bull-o-meter below illustrates 

the last five longest bull markets in US equities, along with the annualised return earned during that period.  

 

So, what is the reasoning behind the resilience of this bull run, you may wonder? Market participants cite several factors, including 

the extremely low starting point for equities after the financial crisis, and the extraordinary amounts of monetary stimulus that has 

been injected into the global economy to remedy the crisis.  

 

This bull market has not only been the longest ever, but colloquially, it has also been termed the “most hated”. This partially explains 

this market cycle’s dampened returns, when compared to several previous lengthy bull runs. Some pundits believe that because 

unorthodox central bank policy has been the key driving force; as opposed to traditional economic growth, investors have been 

reluctant to take the bull by the horns and embrace equity markets. These investors fear a ‘bull in a china shop’ scenario of smashed 

returns. However, this doesn’t necessarily mean we need to start getting worried about the end of the rally. Bull markets do not just 

die of old age – they die of excess. As highlighted in last month’s report, we monitor recession indicators closely, and at the moment 

we hold a neutral view, and neutral positioning versus our long-term allocation, on risk assets overall. We have become slightly more 

cautious on US equities given the recent performance in favour of areas that have not experienced such strong returns, such as 

Japan and Europe. 
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