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THE HEADLINES 

• The S&P came tumbling down… 

• …as trade tensions ebbed and flowed … 

• … while the EU rejects the Italian budget 

MARKET OVERVIEW 

There were few places to hide in October, as markets sold off 

on worries over trade wars, the impact of rising rates and the 

sustainability of earnings growth. US equities were down 

6.9%: giving up more than two-thirds of their year-to-date 

gains; and technology stocks, as represented by the Nasdaq 

index, were down over 9%. Other equity markets experienced 

a broadly similar pattern, with the UK and Europe down 5.2% 

and 5.6% respectively (local currency terms). High yield 

bonds, REITs and infrastructure also lost ground. 

There were few safe havens, but certain fixed income asset 

classes such as  UK gilts, German bunds, Australian 

government debt and UK credit offered some protection. 

The last few days of the month also offered hope that asset 

may recover some lost ground as equity markets started to 

rebound into the end of the October. 

Uncertainty over the global economic outlook, as well as 

suggestions that China and India would ignore US sanctions 

on Iran, exerted downward pressure on oil. Oil fell from $75 to 

$65 a barrel. 

FUND PERFORMANCE REVIEW 

All of the Mixed Investment Funds delivered a negative return 

in October. This was unsurprising given the sell-offs in risk 

assets throughout the month.  

Most of the funds’ negative performance can be attributed to 

equities, while fixed income was closer to flat across many 

regions. This also explains why the higher risk funds 

underperformed the lower risk funds  

Our overweights in emerging market debt and infrastructure 

were the most advantageous for the funds’ performance as 

they held up relatively well during the recent sell-off.  

During October, in some of the funds, we replaced some of 

our French government bond exposure with Italian 

government bonds, to take advantage of the relative value that 

opened up amid the Italian budget tensions. We think that the 

fracas will blow over in the long-run. We also reduced some of 

our UK duration exposure in some of the funds, as gilt yields 

fell. Despite the sell off, we were not inclined to reduce risk in 

the fund, actually preferring to look to add risk where 

appropriate.  

 

ITALIAN SOVEREIGN BONDS 

FRENCH SOVEREIGN BONDS 

 

RECENT PORTFOLIO CHANGES 

CHART OF THE MONTH – THE S&P 500 TAKES A TUMBLE 

Source: LGIM, Bloomberg L.P. as at 31/10/2018.  



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 

 

The recent weakness experienced by stock markets is consistent with the ’bumpy journey’* our Chief Investment Officer Anton Eser 

described in his recent outlook – anticipating that the removal of central bank largesse would stoke market volatility. But it’s difficult 

to identify a single convincing catalyst for it, despite the long list of culprits cited by market participants. One thing that does ring true, 

in our opinion, is that the declines were supported by investors being overly optimistic on US equities. We had anticipated that this 

optimism would increase the risk that smaller catalysts would trigger more market corrections like the ones seen recently. However, 

we did not — and still currently do not — see this as a reason to fear the beginning of a long bear market. Whilst investor confidence 

has undoubtedly been shaken, it is important try to look at the bigger picture and not get caught up in the day-to-day noise.  

 

The correction was large enough that US equities now look less expensive. Indeed, equity markets do not now look expensive, 

especially when compared to other asset classes such as government bonds. Secondly, the global economy looks to be in good 

shape, with a combination of solid growth, low recession risk and transparent central banks: a generally supportive environment for 

equities. So, we retain our equities in the funds, but in the longer run will look to reduce exposure when we see recession pressures 

building. We still hold a negative view of corporate bonds, as they look expensive relative to other bonds and credit spreads do not 

appear attractive. Lastly, given that heightened protectionism (i.e. tariffs) is likely to be inflationary: we are protecting the portfolios 

by taking more of our fixed income exposure via global inflation-linked bonds. 

 

EQUITY RETURNS CAN BE STRONG JUST BEFORE THE BULL MARKET PEAK 

 

As we highlighted in a previous commentary**, we are now in the longest US bull market since the second world war. Naturally this 

can cause some concern about when it will come to an end. Bull markets typically do not come to an end gradually, they often 

precede a significant drop in average equity prices. Many investors would like to de-risk just before the peak, however, timing the 

peak is extremely difficult. A  lot can be said for the potential returns you can earn just before the peak, so there is merit in staying 

invested and not trying to de-risk too early. Here we have looked back historically at US equity returns around the peak of a bull 

market, and as you can see on average US equities have returned c. 15% in the last year. So, at this stage of the cycle there’s an 

element of balancing your ‘fear of missing out’ with sensible caution. To do this we monitor many driving factors closely including 

recession indicators, economic fundamentals and asset class valuations. 
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Source: LGIM, Bloomberg S&P 500. Past performance is no guarantee of future results. 
*http://www.lgim.com/uk/en/insights/our-thinking/market-insights/expect-the-bumpy-journey-to-continue.html 
** http://www.lgim.com/uk/ad/insights/our-thinking/market-insights/keeping-calm-and-staying-invested.html  
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