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Highlights
•	Most stockmarkets rallied in the first quarter of 2019, with investors encouraged by the likelihood that interest rates will
not rise further this year in either the US or Europe, as well as signs of progress in trade talks between the US and China.
Government bond prices also rose, but lagged corporate bonds.
•	The fund produced a positive return over the quarter with most of the performance generated by the allocation to
equities, particularly positions in European financial stocks and financial and technology shares from the US.
• Since we remain comfortable with the positioning of the fund, we made no material changes during the quarter.
Main risks associated with this fund:
For any past performance shown, please note that past performance is not a guide to future performance.
The value and income from the fund’s assets will go down as well as up. This will cause the value of your investment to fall
as well as rise. There is no guarantee that the fund will achieve its objective and you may get back less than you originally
invested.
The fund may use derivatives to profit from an expected rise or fall in the value of an asset. Should the asset’s value vary
in an unexpected way, the fund may lose as much as or more than the amount invested.
The fund is exposed to different currencies. Derivatives are used to minimise, but may not always eliminate, the impact of
movements in currency exchange rates.
Further risk factors that apply to the fund can be found in the fund’s Key Investor Information Document (KIID).
Things you should know:
The fund allows for the extensive use of derivatives.
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Past performance is not a guide to future performance.
Source: Morningstar, Inc., Pan-European database as at 31 March 2019. Euro A class shares, net income reinvested, price-to-price basis.
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On 16 March 2018, the M&G Income Allocation Fund, a UK-authorised OEIC, which launched on 7 November 2013,
merged into the M&G (Lux) Income Allocation Fund, a Luxembourg-authorised SICAV, which launched on 16 January 2018.
The SICAV is run by the same fund manager, applying the same investment strategy, as the UK-authorised OEIC.
1
Since launch refers to the launch date of the M&G Income Allocation Fund, which was 7 November 2013.

Fund performance
Most stockmarkets started 2019 in a vigorously positive
manner. Investors were encouraged by the less aggressive
stance of the US Federal Reserve, which signalled that US
interest rates were unlikely to rise again this year. Further
positive stimulus came from the European Central Bank,
which is also minded to keep interest rates stable, as well as
signs of progress in trade talks between the US and China.
This overcame persistent concern about declining economic
growth and signs that corporate earnings forecasts were
being reduced. Some of the largest gains were seen in China
and the US, particularly among technology stocks, while
Japan lagged. Most emerging markets also rose, although
some, including Argentina and Turkey, suffered their own
idiosyncratic problems.
Fixed income markets were also positive, as investors seized
upon the more dovish stance of the US Federal Reserve.
Government bond prices rallied significantly in March,
although a higher appetite for risk throughout the quarter
led investment grade and, especially, high yield corporates to

outperform during the period. Credit spreads narrowed during
the three months. The weakness of the euro relative to most
other currencies boosted the returns of foreign assets to eurobased investors.
The fund produced a positive return over the quarter, with
most of the performance generated by the allocation
to equities, particularly positions in European financial
stocks and financial and technology shares from the US.
Useful contributions were also generated by UK equities
and Japanese non-financial shares, although our stakes in
Japanese bank equities were notable laggards.
Government bonds also added value as investors seized upon
the more dovish stance of the US Federal Reserve. These also
provided worthwhile diversification when our equities declined
in March. Longer-dated US Treasuries contributed substantial
value. Holdings of government bonds from Spain also rallied,
while, among emerging markets, sovereign debt from Mexico
rose in price, as did our holdings of corporate bonds.

Fund management
Although the moves in the equity markets are encouraging,
we are comfortable retaining a bias towards the asset class
given the scale of the falls experienced in late 2018. We still
believe that the elevated level of the equity risk premium is
a compelling valuation signal, making equities much more
attractively valued than most mainstream government bonds.
The exception is US government bonds, which we hold
to diversify the risk from our equity holdings and for
their reasonable level of yield. We were heartened by the
diversification properties that US Treasuries demonstrated
in March. We remain comfortable with the position in US
government bonds, but are closely monitoring indicators of
inflationary pressure. With the Federal Reserve apparently
comfortable with increasing wages and employment feeding
through to higher inflation, we think higher inflation is a
bigger risk than the US economy falling into recession. If
inflation in the US does seem to be on the rise, we may scale
back our position in US Treasuries.
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Accordingly, we made no changes to the overall positioning of
the portfolio during the quarter. We do not think fundamental
data signals recession and hence retain a positive stance
towards risk assets.

Distributed income by calendar year (pence per share)
2014

31.5

2015

32.2

2016

33.4

2017

32.9

2018

33.6

12 months historical yield
(as at 31 March 2019)

3.4

Past performacne is not a guide to future performance.
Currency breakdown (%)
Fund
Euro

72.0

US dollar

4.6

Mexican peso

3.1

Brazilian real

2.9

British pound

2.8

Japanese yen

2.7

Korean won

2.7

South African rand

2.6

Canadian dollar

2.5

Other

4.0

Asset breakdown (%)
Fund
Equity

47.9

UK

2.3

Europe

15.1

US

10.8

Japan

13.4

Asia Pacific ex Japan

3.5

Global equity funds

0.0

Other

2.7

Government bonds

43.6

UK

-0.6

Europe

9.8

US

22.2

Japan

0.0

Asia Pacific ex Japan

0.0

Other

12.2

Corporate bonds

4.4

Investment grade

2.1

High yield

2.2

Global bond funds

1.5

Convertible bonds

0.0

Property funds

0.5

Cash

2.2

Source of all portfolio data: M&G, as at 31 March 2019.

Outlook
Although there was some short-term equity volatility in response
to falls in US bond yields and the European Central Bank’s
surprisingly bearish tone, we are not convinced that global
recession is likely. In fact, we think the outlook should be seen
as positive for equities. Remember, US short-term bond yields
are the basic building block of asset price valuations, being the
risk-free rate used to discount future cashflows. The idea that US
interest rates were on an ever-rising path had put considerable
downward pressure on asset prices last year, so the likelihood
that rates have reached a ceiling should now be supportive.
This, and the persistently high level of the equity risk premium,
explains why we maintain a bias towards equities, which in
general appear better value than most mainstream government
bonds. We retain significant exposure to the equity of European,
US and Japanese banks, as well as general Japanese shares, with
the potential risk offset by meaningful holdings of longer-dated
US Treasuries. The price of these bonds would be expected to
increase if weaker US economic growth is evident. They also
offer a relatively attractive yield. The fund holds higher-yielding
government bonds from emerging markets as well.
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We remain cautious on most other mainstream government
bonds, since we believe these assets look increasingly overvalued
and vulnerable to price falls in the event of better economic
data and increased expectations of higher interest rates.

Consequently, the fund holds no government bonds from Japan,
the UK or Germany.
Although the first quarter of 2019 proved positive for global
stockmarkets and for the fund, we saw, in late 2018, how quickly
things can change. There are all manner of events that could
cause investor sentiment to deteriorate, from unexpectedly
poor, or even good, economic data, adverse signals on trade
or an unforeseen geopolitical development. Therefore, it is
important to keep a close eye on the fundamental economic
and earnings data to gauge whether price movements are
justified, or whether they might reverse. Investors have certainly
not succumbed to complacency and much commentary
continues to focus on the possibility of recession, a scenario that
we do not believe fits the facts. In our view, there is still scope for
potential surprises to the upside, although we acknowledge that
we must also beware of our own possible complacency.
We see price volatility as a positive factor, since changes in asset
prices and valuations should present investment opportunities
that we can exploit using our valuation-driven approach. To
generate the best returns for our investors, we will continue to
invest in those areas of the market that we believe combine
strong growth characteristics with attractive valuations,
while diversifying the fund across asset classes, sectors and
geographies.
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For Investment Professionals, Institutional Investors, Accredited Investors and Professional Investors only. Not for onward
distribution. No other persons should rely on any information contained within. Distribution of this document in or from
Switzerland is not permissible with the exception of the distribution to Qualified Investors according to the Swiss Collective
Investment Schemes Act, the Swiss Collective Investment Schemes Ordinance and the respective Circular issued by the
Swiss supervisory authority (“Qualified Investors”). Supplied for the use by the initial recipient (provided it is a Qualified
Investor) only. In Spain the M&G Investment Funds are registered for public distribution under Art. 15 of Act 35/2003 on Collective
Investment Schemes as follows: M&G (Lux) Investment Funds 1 reg. no 1551. The collective investment schemes referred to in
this document (the “Schemes”) are open-ended investment companies with variable capital, incorporated in England and Wales
in respect of M&G Investment Funds and in Luxembourg in respect of M&G (Lux) Investment Funds. In the Netherlands, all funds
referred to are UCITS and registered with the Dutch regulator, the AFM. For Hong Kong only: The contents of this document
have not been reviewed by any regulatory authority in Hong Kong. You are advised to exercise caution in relation to the offer of
any funds mentioned in it. If you are in any doubt about any of the contents of this document, you should obtain independent
professional advice. Shares, units or other interests in the funds mentioned in this document may only be offered or sold in Hong
Kong to persons who are “professional investors” as defined in the Securities and Futures Ordinance (“Ordinance”) and any rules
made under the Ordinance – or in circumstances which are permitted under the Companies (Winding Up and Miscellaneous
Provisions) Ordinance. In addition, distribution of this document in Hong Kong is restricted. It may not be issued or possessed for
the purposes of issue, whether in Hong Kong or elsewhere, and shares, units or other interests in the funds mentioned may not be
disposed of to any person unless such person is a “professional investor” as defined in the Ordinance and any rules made under the
Ordinance or as otherwise may be permitted under Hong Kong law. For Singapore only: This advertisement has not been reviewed
by the Monetary Authority of Singapore. The Funds referred to in this document are each a restricted scheme under the Sixth
Schedule to the Securities and Futures (Offers of Investments) (Collective Investment Schemes) Regulations of Singapore and are
not authorised by the Monetary Authority of Singapore (MAS) and are not registered for retail public distribution in Singapore.
M&G Investments (Singapore) Pte. Ltd. (Co. Reg. No. 201131425R) may distribute information/research produced by its respective
foreign affiliates within the M&G Group of companies pursuant to an arrangement under Regulation 32C of the Financial Advisers
Regulations. Where the information/research is distributed in Singapore to a person who is not an Accredited Investor, Expert
Investor or an Institutional Investor, M&G Investments (Singapore) Pte. Ltd. accepts legal responsibility for the contents of the
report to such persons only to the extent required by law. Singapore recipients should contact M&G Investments (Singapore) Pte.
Ltd. at (65) 64365315 for matters arising from, or in connection with the information distributed. This information/research is
intended for general circulation. It does not take into account the specific investment objectives, financial situation or particular
needs of any particular person. You should take into account your specific investment objectives, financial situation or particular
needs before making a commitment to invest, including seeking advice from an independent financial adviser regarding the
suitability of the investment, under a separate engagement, as you deem fit. No representation or warranty is given as to the
accuracy or completeness of this information. Consequently, any person acting on it does so entirely at their own risk. In addition
to the disclaimer above, the information does not contain a record of our investment product prices, or an offer of, or solicitation
for, a transaction in any investment product. Any views and opinions expressed may be changed without an update. All investment
products detailed in this presentation may only be invested by “Accredited Investors” or “Institutional Investors” as defined in
section 4A(1) of the Securities and Futures Act, Chapter 289 of Singapore (the “SFA”) and in accordance with the conditions
of, any other applicable provision of the SFA and its subsidiary legislations. M&G Investments (Hong Kong) Limited and M&G
International Investments S.A. and the Funds referred to in this document may not be authorised, recognised or regulated by the
local regulator in your jurisdiction. This information is not an offer or solicitation of an offer for the purchase or sale of investment
shares in one of the Funds referred to herein. Purchases of a Fund should be based on the current Prospectus. The Instrument
of Incorporation Prospectus, Key Investor Information Document, the, annual or interim Investment Report and Financial
Statements, are available free of charge, in paper form, from one of the following: the Luxembourg paying agent: Société Générale
Bank & Trust SA, Centre operational 28-32, place de la Gare L-1616 Luxembourg; the Danish paying agent: Nordea Bank Danmark
A/S Issuer Services, Securities Services, Hermes Hus, Helgeshøj Allé 33, Postbox 850, DK-0900, Copenhagen C, Denmark; Allfunds
Bank, Calle Estafeta, No 6 Complejo Plaza de la Fuente, La Moraleja, 28109, Alcobendas, Madrid, Spain; M&G International
Investments S.A. or its French branch; from the French centralising agent of the Fund: RBC Investors Services Bank France; or from
the Swedish paying agent: Nordea Bank AB (publ), Smålandsgatan 17, 105 71 Stockholm, Sweden. For Switzerland, please refer
to M&G International Investments Switzerland AG, Talstrasse 66, 8001 Zurich. For Italy, they can also be obtained on the website:
www.mandgitalia.it. For Ireland, they are available in English language and can also be obtained from the Irish facilities agent,
Société Générale SA, Dublin Branch, 3rd Floor IFSC House – The IFSC Dublin 1, Ireland. Before subscribing investors should read
the Prospectus, which includes a description of the investment risks relating to these funds. The information contained herein
is not a substitute for independent investment advice. In Hong Kong, this financial promotion is issued by M&G Investments
(Hong Kong) Limited, Office: Unit 1002, LHT Tower, 31 Queen’s Road Central, Hong Kong; and, elsewhere, by M&G International
Investments S.A. Registered Office: 16, Boulevard Royal, L-2449, Luxembourg. The Portuguese Securities Market Commission
(Comissão do Mercado de Valores Mobiliários, the “CMVM”) has received a passporting notification under Directive 2009/65/EC
of the European Parliament and of the Council and the Commission Regulation (EU) 584/2010 enabling the fund to be distributed
to the public in Portugal.

