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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. 

THE HEADLINES 

• Boris Johnson prorogues parliament...

• …while trade war ‘flip-flopping’ continues… 

• …and the US yield curve inverts! 

MARKET OVERVIEW 

Risk assets suffered and more defensive assets were given a 

boost during August in what proved to be a volatile month. 

Trade war news flow, weaker economic data from China and 

Germany, and increased concerns about the risk of a 

recession in the US all played a part. Indeed August saw a 

commonly-watched segment of the US yield curve, that 

between two-year and 10-year bonds, inverting, whilst 30-year 

US yields fell to a record all-time low. It was unsurprising then 

that US Treasuries were one of the best performing asset 

classes having their strongest month since 2008. Both gilts 

and bunds also performed well, as did investment grade 

credit, which benefitted from the fall in yields. Other safe 

haven assets like gold, the Japanese yen and the Swiss franc 

also continued to perform well. 

By contrast, equities had a weak month, though the sector 

divergence within equities was more reflective of trade and 

growth concerns. European, US and UK equities were down 

between 1 and 4% (in local currency terms). Interest-rate 

sensitive equity sectors or factors gained over the month. 

FUND PERFORMANCE REVIEW 

August saw negative returns in the higher risk funds, with flat 

to slightly positive returns in funds with lower risk funds and 

therefore more fixed income. 

The largest detraction from performance came from falling 

equity markets, across both developed and emerging markets. 

Sovereign bonds were the largest positive contributor to 

returns as we saw global yields drop, in some cases to all-time 

lows. Investment grade corporate bonds generally saw a more 

modest positive return, and emerging market debt detracted 

from performance, driven by the risk-off sentiment and political 

upheaval in Argentina. The listed alternatives added to return 

with the more defensive real estate and infrastructure gaining 

over the month.  

We continued to increase the sovereign bond exposure given 

the change in our fundamental outlook for growth and interest 

rates. We also lowered our allocation to Chinese equities 

within our emerging market exposure as despite rising risks 

Chinese equities have not under-performed.  

SOVEREIGN BONDS 

  

RECENT PORTFOLIO CHANGES 

MARKET OUTLOOK 

Our overall stance on risk assets remains neutral – with both positive and negative scenarios receiving broadly equal weighting. One 

of the inputs to that assessment is our recession indicators. This has recently worsened and the economic outlook is darkening 

somewhat (compared to what was previously quite positive). Corporate profit margins have fallen and the corporate financing gap 

flashes a warning sign as well. The yield curve is also in the danger zone as the US 2-year/10-year inverted in August. This has 

historically been a good predictor of a recession, albeit not always. While the majority of our recession indicators remains in neutral 

territory, around one third of them now show warning signals and only one out of 20 remains a positive signal; US households are in 

great shape, after the decrease in US interest rates. The latter gives some comfort as we’ve seen examples in the past where 

consumer strength has been able to offset weakness elsewhere.  

Overall, our recession probabilities in the coming 12 months have increased mainly due to trade war concerns. This could be 

temporary, as predicting the geopolitics of Trump is clearly very difficult. An easing of trade war concerns would probably see 

recession probabilities decline and would likely see equities rise. However, we now believe part of the trade war impact will be semi-

permanent in the US as uncertainty around Trump’s erratic US trade policy will remain. Everything else equal, that makes us 

somewhat less willing to buy equities when the market dips.   

 

 

 

 

 

 

 

CHINESE EQUITIES (RELATIVE TO EM) 


