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Covid-19 a localised “China” problem 
Global spread 

anticipated 
Panic selling Fiscal and monetary policy stimulus supports markets 

Equities ↑ Equities ↓↓↓ Equities ↓↓↓ Equities ↑↑ 

Alternatives ↑ Alternatives ↓ Alternatives ↓↓↓ Alternatives ↑↑ 

Bonds ↑ Bonds ↑ Bonds ↓↓ Bonds ↑ 

April 2019    |    Portfolio strategy 

 

Source: LGIM, Bloomberg LP, as at 3 June 2020. MSCI World is price index in GBP. 

Past performance is not a guide to the future. There is no guarantee that any forecasts made will come to pass. 1  21 May 2015 to 21 May 2020. 
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Financial markets have reacted in four acts 
Market panic briefly challenged the principles of diversification 
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An act-by-act review of the first quarter 

1 

Index return over period 1 MSCI World 

1 year 10.9% 

2 year 15.7% 

3 year 24.2% 

4 year 64.5% 

5 year 66.3% 
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Assets have recovered in line with their drawdowns 

Asset class performance in drawdown and recovery 

Market panic briefly challenged the principles of diversification in March, but broadly speaking asset 

class performance reflects levels of risk 
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2 Source: Bloomberg, as at 3 June 2020, local-currency terms. 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. There is no guarantee that any forecasts made will come to pass. 
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Drawdown Period (19/2 - 23/3) 

Equities Listed Alternatives Credit, High Yield & EMD Government Bonds

Equities 

-11% 

Listed Alternatives 

-13% 

Credits, High Yield & EMD 

-2% 

Government Bonds 

2% 

Returns since 19 Feb 2020 
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Investors seemingly looking through current earnings drop 
Our central scenarios see US corporate earnings to fall c. 40% in 2020, anchoring the downside risk for 

equities. Markets are currently pricing the upside scenario of a quick earnings recovery 

Index performance since the start of 2020 
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3 

Index return over period 1 S&P 500  TR FTSE 100 TR  MSCI EM TR 

1 year 16.1% -7.7% 0.5% 

2 year 18.8% -10.0% -8.0% 

3 year 35.9% -4.5% 4.7% 

4 year 61.2% 20.7% 33.3% 

5 year 63.6% 12.2% 11.9% 

Source: LGIM, Bloomberg, as at 3 June 2020, Past performance is not a guide to the future. Opinions and estimates are provided for illustrative purposes only. 

There is no guarantee that any forecasts made will come to pass.1  21 May 2015 to 21 May 2020. 

-35%

-30%

-25%

-20%

-15%

-10%

-5%

0%

5%

10%

Jan 20 Feb 20 Mar 20 Apr 20 May 20 Jun 20

S&P 500 TR FTSE 100 TR MSCI EM TR

Earnings season brings micro relief 

Scenario 1: Markets look through earnings drop 

• Earnings trough much less important 

• Focus on the shape of the earnings rebound 

• Return to peak earnings late 2021 

Scenario 2: Markets anchor to earnings drop 

• Peak to trough earnings decline c. 40% 

• Energy sector worst hit 

• Defensives sectors still suffer 
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Could we see the end of the 40-year bond bull market? 

Government bond yield, % 

The world is changing with huge fiscal deficits, rate cuts, quantitative easing and weak economic 

growth, while the US Fed and BoE’s resolve to avoid negative interest rates is being tested 
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4 Source: Bloomberg, as at 3 June 2020. There is no guarantee that any forecasts made will come to pass. 
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Investment grade credit spreads have partially recovered 
Targeted central bank buying has driven a market recovery. Record issuance as companies raised cash 

has checked the market recovery somewhat despite significant inflows 

 
Spreads to government bonds (bps) Spreads to government bonds (bps) 
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5 Source: Bloomberg Barclays indices, LGIM, as at 3 June 2020, Past performance is not a guide to the future. 
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10% 

50% 

40% 

Global economic impact scenarios 

Scenario 1: Strong, partial rebound 

• Initial hit still twice as bad as global financial crisis ‘08 

• Relaxation of most economically damaging restrictions 

• Return to normal by end 2021 

6 

Too early to tell if we are heading for Scenario 1 or 2, but the risk of Scenario 3 has diminished 

Source: BEA, ONS, LGIM estimates as at 19 May 2020. Assumptions, opinions and estimates are provided for illustrative purposes only. 

There is no guarantee that any forecasts made will come to pass. 

Level of GDP scenarios  

Scenario 2: Some recovery, some scarring 

• Restrictions slowly lifted, some re-imposition necessary 

• Unemployment remains high along with bankruptcies 

• The world loses 2-3 years of output growth 

Scenario 3: Persistent slump 

• Restrictions lifted slowly, fully re-imposed later in Q3 

• Understanding of Covid-19 progresses slowly 

• Policy support is exhausted 
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Escaping lockdown: revisiting the economic scenarios 

Probability 
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Summary of views 

7 Source: LGIM. Views current as at 19 May 2020 Forward-looking statements are, by their nature, subject to significant risks and uncertainties 

and are based on internal forecasts and assumptions and should not be relied upon.  

Systemic risk 

Concern around interaction of 

recession and high global debt 

• High uncertainty around the longer term impact of coronavirus 

• Recession could expose the areas of excessive debt 

• Lack of conventional policy space 

Valuations 

Bounce back in assets makes 

valuations more balanced 

• Risk assets appear cheap versus government bonds 

• Equities pricing optimistic shorter term earnings fall 

• Credit spreads have tightened from wide levels on central bank support 

Economic cycle 

Coronavirus pandemic has 

triggered a deep recession 

• Deep initial recession, uncertain rebound 

• Inflation further suppressed 

• Supported by enormous policy response 
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COVID-19 Markets Overly Sanguine 
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LGIM’s approach to stewardship 

• Using our votes  

(not abstaining) 

• Collaborate with others 

 

 

 

 
We integrate ESG  

to make better 

investment decisions  

 

 

 

 
We build trust  

and long-term 

relationships 

 

 

 

 

We escalate  

concerns 

 

 

 

 
We use our scale  

to influence  

• Number one asset manager 

in the UK1 

• Number two institutional 

asset manager in Europe2 

• Firm-wide commitment 

• Address emerging issues 

• Cross-team collaboration 

• Truly long-term views 

• Influence rather than noise 

• Manage conflicts of interest 

Long-term  

returns  

for clients 

Recognised as 

industry leader, 

delivering on  

our vision 

9 Investment Stewardship 
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Key Themes – risks and opportunities 

Identification of engagement priorities 

10 

Market 

Fiscal imbalance 

Short-termism 

Lack of disclosure 

Inadequate governance 

Wealth inequality 

Financial insecurity 

New areas of focus On-going engagement 

Climate  

Change 

Transparency 

Executive  

pay 

Cyber  

Security  

Board  

accountability 

Gender/Broader  

diversity  

Tax 

Low carbon  

solutions 

Privacy/data  

security  

Income  

inequality 

Health 

Demography 

Technology 

Energy 

Digital disruption 

Climate change and resource scarcity 

Investment Stewardship 
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Engagement with consequences 

11 

LGIM’s escalation procedure 

Direct 

engagement 

Quality over quantity 

In 2019, LGIM had 739 engagements with 493 companies. 74% of engagements  

were with companies based outside the UK 

Collaborative  

engagement 
Strengthening our voice 

In 2019, LGIM was actively involved in numerous formal collaborative programs 

Vote against 
LGIM does not sit on the fence and does not abstain 

In 2019, LGIM voted against at least one resolution at 71% of companies 

Capital allocation  
Capital allocation drives change 

In 2019, LGIM’s Future World fund range AUM passed £5bn 

Engage regulator 
In 2019, LGIM met regularly with  

key global regulators, governments and index providers 

Public pressure 
Name and shame 

In 2019, LGIM named 11 companies  

as part of the Climate Impact Pledge 

Investment Stewardship 11 
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12 

These were our top engagement topics 

86 
239 

274 

132 

379 

Number of engagements on 

other topics (e.g. financial 

and strategy 

Number of engagements on  

environmental topics 

Number of engagements on  

social topics 

Number of engagements on  

governance topics 

Number of engagements on 

Future World Protection List 

Top 5 engagement themes 

Climate  

change 

Remuneration Diversity Board 

composition 

Strategy 

Source: LGIM April 2020. 
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Targeted engagements on the environment 

13 

LGIM unveiled the second annual results of its Climate Impact Pledge 

 

 

 

 

 

 

 

 

 

 

Direct engagement 

 

 

 

Sectors Assessment criteria 

We’re very grateful for LGIM pushing us to do 

more on climate change as it’s helped us get 

buy-in to do more. 

Pledge company 
“ 

” 

• Chubb 

• Royal Dutch Shell 

• Daimler 

• Rio Tinto 

• Danone 

• Axa 

• Occidental Petroleum 

• Dominion Energy 

• China Construction Bank 

• Loblaw Companies 

• Japan Post Holdings 

• Rosneft Oil 

• Subaru 

• Sysco Corp 

• ExxonMobil 

• Hormel Foods 

• Kroger 

• MetLife 

• Kepco 

Oil and gas 

Mining 

Auto 

Utilities 

Food 

Financials 

Policy on climate 

Governance and 

transparency  

Strategy of resilience  

and innovation 

Reputation / public policy 

Improvements made:  

“Naming and faming” 

 Vote against and 

divestment from  

Future World funds  

A Sophisticated Investor’s Approach  

to Climate Change: The Case of LGIM 

Forbes 

Major global investor drops US firms 

deemed climate crisis laggards 

The Guardian 

Investment Stewardship 
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Future World protection list 

14 

Climate Impact Pledge 

Update every 12 months 

Applied at fund level 

 

Coal Mining Controversial 

Weapons 

 

 

United Nations Global 

Compact 

Future World Protection List 

Update every six months   

Applied at index construction 

 

Climate 

Governance 

Vote against Chair across the entire LGIM holdings 

Divested/not held within Future World Funds 

 

 

Investment Stewardship 
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Some of our achievements in 2019 

X 

   

.. 

493 50,900 4,000 

11 71% 

Engaged with 

companies 

Voted on 

resolutions1 

Opposed the election of  

more than 

Company directors 

globally in 20191 

Took sanctions  

against 

Companies named as laggards 

under our Climate Impact Pledge 

Voted against 

management at 

of companies, primarily to due to concerns 

around the suitability of directors or auditors, 

pay or other elements of company strategy 

Participated in about 

engagements with regulators and 

policy-makers to improve market 

standards around the world 30 

Source: LGIM April 2020. 
1  These votes represent instructions for our main FTSE pooled index funds. 

15 Investment Stewardship 
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The information contained in this document (the ‘Information’) has been prepared 

by Legal & General Investment Management Limited, or by Legal and General 

Assurance (Pensions Management) Limited and/or their affiliates (‘Legal & 

General’, ‘we’ or ‘us’). Such Information is the property and/or confidential 

information of Legal & General and may not be disclosed by you to any other 

person without the prior written consent of Legal & General.  

No party shall have any right of action against Legal & General in relation to the 

accuracy or completeness of the Information, or any other written or oral 

information made available in connection with this publication. Any investment 

advice that we provide to you is based solely on the limited initial information 

which you have provided to us. No part of this or any other document or 

presentation provided by us shall be deemed to constitute ‘proper advice’ for the 

purposes of the Pensions Act 1995 (as amended). Any limited initial advice given 

relating to professional services will be further discussed and negotiated in order 

to agree formal investment guidelines which will form part of written contractual 

terms between the parties. 

Past performance is no guarantee of future results. 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.  

The Information has been produced for use by a professional investor and their 

advisors only.  It should not be distributed without our permission. 

The risks associated with each fund or investment strategy are set out in this 

publication, the relevant prospectus or investment management agreement (as 

applicable) and these should be read and understood before making any 

investment decisions. A copy of the relevant documentation can be obtained from 

your Client Relationship Manager. 

Confidentiality and Limitations: 

Unless otherwise agreed by Legal & General in writing, the Information in this 

document (a) is for information purposes only and we are not soliciting any action 

based on it, and (b) is not a recommendation to buy or sell securities or pursue a 

particular investment strategy; and (c) is not investment, legal, regulatory or tax 

advice. Any trading or investment decisions taken by you should be based on your 

own analysis and judgment (and/or that of your professional advisors) and not in 

reliance on us or the Information. To the fullest extent permitted by law, we 

exclude all representations, warranties, conditions, undertakings and all other 

terms of any kind, implied by statute or common law, with respect to the 

Information including (without limitation) any representations as to the quality, 

suitability, accuracy or completeness of the Information. 

Any projections, estimates or forecasts included in the Information (a) shall not 

constitute a guarantee of future events, (b) may not consider or reflect all possible 

future events or conditions relevant to you (for example, market disruption events); 

and (c) may be based on assumptions or simplifications that may not be relevant 

to you.  

The Information is provided ‘as is' and 'as available’.  To the fullest extent 

permitted by law, Legal & General accepts no liability to you or any other recipient 

of the Information for any loss, damage or cost arising from, or in connection with, 

any use or reliance on the Information. Without limiting the generality of the 

foregoing, Legal & General does not accept any liability for any indirect, special or 

consequential loss howsoever caused and on any theory or liability, whether in 

contract or tort (including negligence) or otherwise, even if Legal & General has 

been advised of the possibility of such loss. 

Third Party Data: 

Where this document contains third party data ('Third Party Data’), we cannot 

guarantee the accuracy, completeness or reliability of such Third Party Data and 

accept no responsibility or liability whatsoever in respect of such Third Party Data.  

Publication, Amendments and Updates:  

We are under no obligation to update or amend the Information or correct any 

errors in the Information following the date it was delivered to you.  Legal & 

General reserves the right to update this document and/or the Information at any 

time and without notice.  

Although the Information contained in this document is believed to be correct as at 

the time of printing or publication, no assurance can be given to you that this 

document is complete or accurate in the light of information that may become 

available after its publication.  The Information may not take into account any 

relevant events, facts or conditions that have occurred after the publication or 

printing of this document. 

Telephone Recording 

As required under applicable laws Legal & General will record all telephone and 

electronic communications and conversations with you that result or may result in 

the undertaking of transactions in financial instruments on your behalf.  Such 

records will be kept for a period of five years (or up to seven years upon request 

from the Financial Conduct Authority (or such successor from time to time)) and 

will be provided to you upon request. 

Legal & General Investment Management Limited.  Registered in England and 

Wales No. 02091894.  Registered Office: One Coleman Street, London, EC2R 

5AA. Authorised and regulated by the Financial Conduct Authority, No. 119272. 

Legal and General Assurance (Pensions Management) Limited.  Registered in 

England and Wales No. 01006112.  Registered Office: One Coleman Street, 

London, EC2R 5AA. Authorised by the Prudential Regulation Authority and 

regulated by the Financial Conduct Authority and the Prudential Regulation 

Authority, No. 202202. 

The LGIM Workplace Savings division on behalf of both Legal and General 

Assurance Limited.  Registered in England and Wales No. 00166055.  Authorised 

by the Prudential Regulation Authority and regulated by the Financial Conduct 

Authority and the Prudential Regulation Authority. As well as Legal & General 

(Portfolio Management Services) Limited.  Registered in England and Wales No. 

02457525.  Authorised and regulated by the Financial Conduct Authority, No. 

146786. Registered Offices: One Coleman Street, London, EC2R 5AA. 

LGIM:  CC15142020 

Disclaimer and important legal notice 

Investment Stewardship 
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