
 

INVESTMENT REVIEW – March 2021   
 
The month of February saw markets rise on optimism over an improving economic outlook for 2021, 
although there was increased volatility later in the month given concerns that a rising level of 
inflation would make higher interest rates more likely.  
 
The optimism derives in large part from expectations that the worst effects of the Covid-19 pandemic 
will soon be over, as the vaccination programmes roll out across the world, if still at a varied pace. 
The number of weekly infections has broadly halved from 5m while a study in Israel, based on 1.2m 
people, indicated that the Pfizer/BioNTech vaccine has been 92% effective in preventing any severe 
symptoms of the virus. With over half the Israeli population having received at least one dose, the 
country has eased restrictions and there are expectations that the pattern will be repeated in other 
countries, releasing pent-up demand, if with a risk that any lock-downs stay for longer than wanted. 
 
There are expectations too that a further stimulus from many governments will provide the necessary 
support for businesses and individuals. The biggest such programme is in the US with the $1.9tn that 
the Biden administration will disburse, with ambitious plans for a further $2tn on infrastructure. 
There seems to be little rush in spending the European Union’s own fund while in all countries the 
authorities are likely to need to curb spending soon and to raise taxes instead to curtail deficits, 
especially if borrowing costs rise. 
 
Central banks have continued to buy assets and to provide liquidity into the financial system. At the 
US Federal Reserve Jerome Powell stressed the challenges of reaching and maintaining full 
employment, while he appeared unconcerned about any potential upside risk to inflation as he did 
not see that recent price rises would be sustained. Commodity prices have been on the up, with the 
oil price reaching its highest level in over a year on the basis of increased energy demand. The latest 
data for the US showed inflation at 1.4% and it has even reached 0.9% in the eurozone, the highest 
rate for eleven months. The yield on ten-year US Treasuries reached its highest level in over a year. 
 
In the US the NASDAQ index fell 6% in the last week of February after a prolonged period of positive 
returns. There had been an initial pivot towards the more cyclical elements of the economy and stock 
markets in November, when the vaccines were launched that offered hope for a revival in economic 
life. Sectors such as financials and commodities are seen as the beneficiaries of higher inflation and 
interest rates, and so have participated in what is known as the reflationary trade – which has helped 
the UK market given its sector composition, in spite of a stronger Sterling. The debate will continue 
on whether value-orientation is likely to lead to value-traps and whether markets can capture with 
traditional metrics the growth opportunities in technology or technology-enabled business sectors, 
which are service-oriented and light on tangible assets.  
 
In spite of the renewed restrictions late in 2020 the UK managed to avoid a double-dip recession with 
a small rise in GDP of 1% in the fourth quarter of what was a difficult year, when the economy fell by 
9.9%. The debt burden is now the greatest since WWII with an estimated deficit in the current 
financial year to end March of £350bn, or some 17% of national income, taking the total debt to £2tn, 
or some 98% of GDP. Even in January there was a £8.8bn deficit, the first in ten years, although tax 
receipts were better than feared and the deficit should be usefully lower than the £394bn forecast in 
November. The vaccine roll-out is one area in which it has been good for the country to have higher 
numbers than most; it should accelerate the economic recovery and help to see expansion running at 
a level not seen for fifty years, if only taking the economy back to 2019 levels. The Conservative 
manifesto triple-lock (no increase in income tax, VAT or national insurance) may produce a double-
whammy if the Chancellor of the Exchequer does not find sufficient room for manoeuvre in his 
imminent Budget. There will still be a focus on jobs, as the unemployment rate at 5.1% is at its highest 
level in five years even before the ending of furlough schemes.  
 
There are challenges in many parts of the planet, even if in Italy Mario Draghi, the former president 
of the European Central Bank, brought stability as a new prime minister. Further afield Perseverance 
has brought the prospect of an insight into life on Mars, and a sense of long-term perspective. 
 



 
 
The FTSE 100 ended February at 6483, which was 1.2% higher for the month. Mid-sized companies in 
the FTSE 250 index fared better with a rise of 3.4% while the FTSE SmallCap index gained 4%. The 
FTSE AIM All-Share rose 2%. The FTSE All-Share return including income was 2% for the month. 
 
In the US the S&P 500 index rose by 2.6% in February. The Dow Jones Industrial index gained 3.2% in 
the month while for once the NASDAQ lagged with a small overall advance of 0.9%. Smaller 
companies, as represented by the Russell 2000 index, outperformed again with a rise of 6.1%. 
 
In Europe the FTSE Eurofirst 300 closed 2.3% higher over the month, with the French and Italian 
markets notably strong, while the Euromoney index of smaller companies rose 2%. In Japan the 
Nikkei 225 index rose by 4.7% in the month.  
 
The MSCI Emerging Markets index in US$ terms recorded a modest gain of 0.7% in February, having 
also faltered towards the end of the month. The Indian market was strong, the Brazilian one down. 
The Shanghai market in China saw a similar gain at 0.8%. The MSCI Frontier Markets index was up 
by just 0.1%, although Vietnam rallied by 10.6%. 
 
For bond markets the UK 10-year gilt yield rose sharply higher from 0.33% to end the month at 0.82% 
and the total return for the FTSE Gilts All Stocks index was particularly weak at -5.7%. In Europe the 
German 10-year bund yield was much less negative at -0.26% as against -0.52%. In the US the 10-year 
yield moved up from 1.07% to 1.4% and there was a negative return from 7-10 year US Treasuries. 
High yield debt was more resilient.  
 
Sterling was again stronger against the US$, up by 1.6% over the month to close at a rate of $1.39:£ 
having briefly risen over $1.40. Against the euro Sterling gained 2.2% at €1.15:£. 
 
The price of gold fell further in the month and closed 6.2% lower at $1734 per troy ounce. The price of 
Brent oil rallied further and gained 18% over the month to end at $64 per barrel. The prices of the 
main metals were higher: copper was up 15% and rose above $9,000 per metric ton for the first time in 
nine years and nickel rose above £20,000/ton for the first time since 2014. The major agricultural 
commodities were mostly higher. The Vix index, as a gauge of expected volatility in the US market, 
fell from the highs in January and was 15% lower over the month. Bitcoin briefly rose above $50,000. 
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