
COVID-19 vaccine rollouts and the passage of further huge US fiscal stimulus 

significantly boosted expectations of economic recovery. Government bond 

yields and equity prices rose over the quarter reflecting improvement in the 

economic outlook.  
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12 mths    3 mths  12 mths  

EQUITY INDICES      STERLING BOND INDICES      

Global  FTSE All-World  3.8     39.6  Gilts (All)  FTSE  -7.2  -5.5  

UK  FTSE 100    5.0      21.9  Index-linked (All)  FTSE  -6.3       2.3  

  FTSE All-Share    5.2      26.7  Corporates (All)  iBoxx  -4.4  10.1  

US  S&P 500  5.2     40.5  MODEL PORTFOLIOS      

Japan  TOPIX  1.2  24.8  70% equity  1.4   25.1  

Europe ex UK FTSE Dev Europe  2.5  35.0  50% equity  -0.5  19.0  

Emerging  FTSE Emerging  1.9     40.8  30% equity  -2.5  13.0  

  

• Q4 GDP releases confirm the economic recovery slowed in 

the last quarter of 2020. Resurgence in COVID-19 infection 

rates and slower than hoped for vaccine rollouts in many parts 

of the world suggest global growth in Q1 2021 will be even 

weaker.   

• However, amid increasing evidence of vaccine effectiveness 

and deployment of the $1.9tn US fiscal stimulus, a marked 

acceleration in global GDP growth is expected from Q2 2021. 

As a result, consensus forecasts for global growth in 2021 

have risen to 5.3% (after a 3.7% contraction in 2020). Even 

so, GDP in most major advanced economies is not expected 

to reach pre-pandemic levels until 2022.  

• The global composite Purchasing Managers’ Indices (PMIs) 

rose once more and remain at a level signalling expansion. However, the ostensibly positive impact on manufacturing PMIs 

from surging input prices, at least partly, reflects supply chain disruptions.  
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• While realised inflation has remained subdued (UK headline CPI inflation 

unexpectedly fell to 0.4% year-on-year in February) a resumption of activity 

and deferred consumption alongside rising oil prices are expected to lead 

to higher inflation in the short-term. 

• Despite slipping towards the end of the period, oil prices rose 22.4% in the 

first quarter to $64 per barrel, while the dollar spot price of gold slipped 

10.2% as bond yields rose.   

• US 10-year Treasury yields rose 0.8% p.a. to 1.7% p.a. and UK yields rose 0.7% p.a. to 0.8% p.a.  UK Implied inflation, as 

measured by the difference between conventional and inflation-linked bonds of the same maturity, has risen 0.4% p.a. since 

the start of the year, as nominal yields rose more than real yields.   

• Current futures pricing indicates that the US Federal Reserve will start raising interest rates in 2022. However, given the 

economy remains a long way from their employment and inflation goals, majority of the Federal Open Market Committee 

members do not expect to raise rates until 2024. Expectations of negative interest rates in the UK have all but evaporated. 

• Rising sovereign bond yields have weighed on total returns in fixed interest credit markets, which are negative year-to-date 

for investment-grade markets given their longer duration. Global investment-grade spreads fell 0.1% p.a. to 1.0% p.a. and 

speculative-grade spreads fell 0.4% p.a. to 3.7% p.a.   

• Sterling continued to move higher, rising 4.1% in trade-weighted terms, after touching its highest level versus the dollar since 

April 2018 in February. Relative improvement in the economic outlook and increased market-implied odds of rate rises saw 

the US dollar rise 2.5%, in trade-weighted terms, while the Euro and Japanese Yen fell 1.7% and 4.4%, respectively.    

• Global equity markets gained 6.2% during the quarter. The improving economic outlook was favourable for the more cyclical 

sectors, such as materials, industrials or oil & gas. This also goes some way to explaining the pattern of regional equity 

performance: Japan and Europe ex-UK, with their above average exposures to industrials, lead the regional performance 

rankings year-to-date. The US market, which has a more defensive earnings profile, underperformed. Despite a higher than 

average exposure to oil & gas and financials, the UK market underperformed, perhaps weighed down by sterling strength 

given the high proportion of overseas earnings in the index. 

• The rolling 12-month performance of the MSCI UK Monthly Property Index was negative, at -0.5% to the end of February. 

Capital values, in aggregate, fell 5.8% over the same period driven by a 16.4% decline in the retail sector. Within the office 

sector, capital values fell 6.5% while growth in the industrial sector remains strong at 5.2% over the last year. 
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