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Overview 
The first quarter of 2021 saw equity markets respond well to the prospects of an improving 
economic recovery if with pressure on fixed interest markets given concerns over the level of 
inflation.  
 
January saw initial optimism on the outlook for 2021 and a degree of ebullience, which then 
faded in the face of mutations in the Covid-19 virus and on concerns over market excess, as 
exemplified by the GameStop saga and a potential property market bubble in China which 
weighed on emerging markets.  The month of February saw equity markets rise on optimism 
on the 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 
yield curve steepened and bond markets weakened. In March equity markets made further 
gains if with some volatility as the optimism over improving economic prospects brought 
further concerns on the prospects of higher interest rates. There was a continued rotation into 
more cyclical or inflation-sensitive sectors, which started in November 2020 on the launch of 
vaccines against the coronavirus. 
 
The impressive roll-out of vaccines around the world has underpinned expectations of a 
sharp economic recovery, although the programme has been far from uniform and has been 
prone to political complexities. The pandemic has continued to take a toll (with reported 
cases over 138m and recorded deaths near 3m according to the Johns Hopkins University 
data); there are challenges from new variants and renewed restrictions in countries in Europe 
as well as in India. 
 
The world economy faces some uncertainty yet there have been upgrades in forecasts for 
global growth: the OECD has now estimated a rate of 5.6% for 2021, compared to the 4.2% it 
had predicted in December. Governments are still ready to borrow to add a stimulus to 
economies, as borrowing rates are low. Janet Yellen said at her confirmation hearing as US 
Treasury secretary that ‘the smartest thing we can do is act big’ to avoid long-term scarring 
to the economy, and to worry about the deficit later. The Biden administration secured 
approval for its $1.9trn stimulus package known as the American Rescue Plan and the OECD 
now expects the US economy to be expanding at a rate of over 6% this year, then to be larger 
by end 2022 than it had forecast before the pandemic. The administration has also proposed a 
further $3tn infrastructure package to be funded by higher corporate taxes. In the UK the 
economy has been less robust and the recent Budget indicated too how taxes would rise to 
pay for the support provided. There is cash in the system: companies in the US S&P500 
borrowed $1.2tn through issuing debt in 2020 and data indicated that UK households are 
holding £1.5tn, of which they might only need a fifth for any financial contingencies. 
 
Inflation will rise as consumers spend more freely and given the comparatives in 2020. 
Commodity prices have been on the up, with the oil price reflecting increased energy 
demand. The US Federal Reserve has maintained its approach of looking at the average rate 
of inflation over time and has indicated that it does not expect to raise interest rates until 
2024, although the pricing in markets suggests rises in 2023. A more fitful rate of economic 
recovery would ease the likely pressure.  
 
 
 



 

 
 
 
Asset returns 
The total return from the FTSE UK Gilts All-Stocks Index was a striking -7.2% in the first 
quarter of 2021, as ten-year yields moved from 0.2% at the end of December to 0.85% at end 
March. In the US ten-year yields rose sharply from 0.91% to 1.74% although they stabilised 
towards the end of the quarter, while in Germany yields were less negative at -0.29% as 
against -0.57% at the start of the period. There were negative returns from the range of bond 
indices if only marginally so for higher-yield debt.    
 
In equity markets the FTSE 100 rose 3.9% in the first quarter, which took the index from 6,461 
to 6,714. The FTSE 250 Index of mid-sized companies gained 5% in the period while the FTSE 
SmallCap Index rose 9.1%, reflecting renewed confidence in the UK and a lesser impact from 
the strength in Sterling. On AIM the quarterly gain was 4.3%. The FTSE All-Share had a total 
return including income of 5.2% for the period.   
 
In the US the S&P 500 index rose a further 5.8% in the quarter and the rise was more broadly-
based. The technology-oriented NASDAQ index saw a more modest gain of 2.8% in the 
period while the concentrated Dow Jones index saw a rise of 7.8% and the Russell 2000 index 
one of 12.4%.    
 
In Europe the FTSE EURO STOXX 50 was 10.3% higher over the three months to March and 
the FTSE Eurofirst 300 up 7.7%, while smaller companies, as per the Euromoney index, only 
managed a more modest gain of 3.5% in the quarter. In Japan the Nikkei 225 index was 6.3% 
higher in the quarter and the TOPIX up 8.3%.  
 
The MSCI Emerging Markets index in US$ lagged with a rise of 2% in the quarter with the 
Brazilian and Chinese indices down in the period. The MSCI Frontier Markets index was up 
just 0.3% although the Vietnamese market made 7.9%.  
  
Sterling initially strengthened against the US$ although it ended the quarter only 0.8% higher  
at a rate of $1.38:£ whereas against the euro Sterling was 5.1% stronger at €1.18:£ and it was 
up 8.1% against the Japanese Yen at ¥153:£. 
 
The price of gold weakened to end the first quarter down 10% at $1708 per troy ounce, which 
followed the rise of 25.1% in 2020. The spot price for a barrel of Brent oil rallied strongly 
before it fell back in March and it closed the quarter up 22% at $62, similar to the $66 level at 
the start of 2020. The major industrial metal prices were all higher over the quarter, with the 
bellwether copper value up 13%, and agricultural commodity prices were mixed.   
 
The Vix index of expected volatility for the US equity market was 15% lower in the period. 
The price of bitcoin was volatile but higher.  
 
 
 
 
 
 
 
 
 



 

 
 
Outlook 
There is considerable optimism on the recovery in economies and in earnings over the course 
of 2021 and 2022, even as the coronavirus Covid-19 continues to have an impact. The latest 
lockdowns will mean that the recovery is uneven, as will be the roll-out of the vaccines, given 
issues on production, potential side effects and political pressures. While some of the 
frothiness in markets has faded there are challenges from the high level of debt, affordable 
for now but less so if inflation continued to rise above expectations.   
 
Forecasts for economic growth have been increasing apace. The OECD estimate of 5.6% for 
2021 is similar to that from the International Monetary Fund of 6% then 4.4% for 2022, while 
the IMF expects that this resurgence in growth will mean the world’s advanced economies 
should by 2024 be of a size only 1% less than forecast before the pandemic – in part as the 
decline for global production in 2020 has been calculated at 3.3%, less than was feared. This 
would contrast with the longer-lasting impact of the recession in 2008-09 following the 
financial crisis. The encouraging data has come from Asia, with China robust, and from the 
US. There the stimulus from the $1.9tn package is substantial, equivalent to 9% of GDP, and 
swift, with half set to be disbursed by September. In the short-term the European recovery 
will be slower but that should not cause longer-term damage, although the IMF expects 
emerging economies (with China the exception) to see economic output in 2024 some 8% 
below earlier expectations. Their limited access to Covid-19 vaccines, weak public finances, 
dependence on tourism and the disruption to education will have an impact on many 
countries. 
 
With the economic recovery will come a revival in company profits and dividend payments, 
although share prices have factored in much of the improvement. One unusual feature is that 
there have been limited recent defaults, unlike in previous crises, and the number of 
bankruptcies declined sharply in 2020 even as the largest economies contracted (China again 
aside) as governments provided considerable support to protect against unemployment. This 
should enable banks to make more credit available to clients: the six leading banks in the US 
have some $96bn reserves against loan losses, twice the level before the pandemic, and they 
are likely to release cash. There is a problem in zombie companies, as a recession usually sees 
poorer businesses fail and their survival lowers the productivity of the economy.  
 
The importance of technology has remained, bringing a range of changes and a possible rise 
in productivity akin to the benefits of electrification in the roaring ‘20s of the last century. The 
pandemic led to companies digitising activities many times faster than they had envisaged 
and there is the prospect of a heady combination of quantum computing, robotics, artificial 
intelligence and 5G. Medical science and technology has evolved rapidly too. There have 
been other interesting developments, such as the emergence of non-fungible tokens, a 
blockchain-based record that is a secure way to lock in ownership of an intangible asset – 
such as the digital work of art by Beeple, sold for $69.3m at Christies in an auction dominated 
by millennial and Gen X bidders, or the first tweet by the Twitter chief executive Jack Dorsey, 
sold for $2.9m (it said ‘just setting up my twttr’ in 2006, with the proceeds going to charity at 
least). There are challenges to technology, as the shortage of microchips has led car 
manufacturers to cut production – and a container ship’s blocking of the Suez Canal did not 
help global trade, some 12% of which by volume passes through it. 
 
The amount of corporate activity has been extensive and the $1.3tn of deals in the first three 
months of 2021 was more than in any first quarter since 1980, driven by a range of deals in 
the US and by the use of special acquisition vehicles. Among the notable activity has been  



 

 
GE’s agreement to sell its aircraft leasing business to the Irish firm AerCap for $30bn and 
Canadian Pacific’s proposed takeover of Kansas City Southern for $29bn. The corporate 
activity reflects the re-positioning in a range of economies and the amount of capital that is 
available, as well perhaps as the greater ease of completing transactions remotely.  
 
The combination of a fiscal stimulus from governments, from consumer demand as savings 
are spent (if not in full) and from wider credit will contribute to price inflation, subdued until 
recently but rising in part mechanically as prices move to a more normal level from the 
depressed prices a year previous. The inflation increase is still relatively modest – it does not 
compare to the 1970s, which saw a rate of 27% in the UK in August 1975 and then a further 
increase up to 22% in April 1980 after the oil price shocks and labour militancy, while the 
average rate in the 1970s was 13%. Tight monetary policies that helped to control inflation 
and a move to free market economics from the 1980s contributed to a rise in asset prices – 
although the powerful forces of disinflation, deregulation and globalisation appear to have 
diminished.  
 
The Federal Reserve is happy for the US economy to run ‘hot’, seeing inflation as temporary 
and as making up for previous periods when it was below target, while there is more of a 
focus on ensuring full employment. The Fed has left interest rates unchanged (at a range of 0-
0.25%) as have other central banks in major economies and it does not anticipate raising rates 
before 2024. Bond markets will remain sensitive to the risk of higher rates, which have also 
weighed on more highly-valued sectors of the stock market. 
 
As before the world has opportunities and potential risks. There remains a degree of political 
and geopolitical tension, with Russia still pursuing a policy of aggressive defence and with 
the growing assertion of Chinese power a challenge to neighbours and to the US. The 
economic revival has also reduced the benefits seen earlier in reduced emissions which had 
helped with efforts to combat climate change, although there seems more scope to control 
methane, a gas that accounts for a quarter of global warming. 
 
Asset allocation 
Following our latest quarterly investment committee we have reviewed the ranges for each 
of the main assets classes of equities, bonds, alternatives and cash (as shown in an appendix) 
with the current allocation near the longer-term neutral position. 
 
We favour equities given their scope to benefit from the economic recovery and a modest 
amount of inflation; while valuations are high the earnings recovery is strong while the 
earnings yield relative to bonds remains attractive as does the potential for rising dividends. 
We maintain our focus on resilience and on areas that offer decent growth, in Asia, or decent 
valuations, such as in the UK, which has benefitted from the rotation in markets to more 
cyclical sectors. There is scope for selected active funds to add value over a core index 
exposure. 
 
For fixed interest positions we remain mindful of the risks that higher inflation could still 
bring and favour funds with a flexible or strategic approach, again above a core exposure to 
government bonds. We have refined our approach to alternative assets, which are intended 
to offset to a degree the volatility in equity markets and which would have less growth 
potential. Cash positions remain modest given minimal returns on deposit although they can 
help to offset any further volatility.   
 
 



 

 
 
UK 
 

 Vaccine roll-out helping economic prospects 

The UK has seen an impressive vaccination programme that has helped to offset the hard-
hitting impact of the pandemic on its service-oriented economy, which has started to benefit 
from the easing of lock-downs. Consumer spending was still 7% lower in March than in the 
previous year and the indicative footfall in the first days non-essential retailers were able to 
re-open was a quarter lower, if on a cold day, but confidence has increased.   

 Government and BofE supportive  

The Chancellor of the Exchequer showed in his Budget in March the need and inclination 
both to start to raise taxes to address the budget deficit and to provide further support, even 
if the continued use of furlough schemes and company loans is expensive, liable to fraud and 
with no certainty of success. The Bank of England has maintained minimal interest rates.  

 Still complexity over EU trade  

The deal with the European Union on goods was not enough to prevent an understandable 
disruption to trade with the bloc, which saw a steep drop in January of 42% before a recovery 
in February. There has also been no agreement as yet on equivalence in financial services.  
  
Continental Europe  
 

 Impact of latest wave in coronavirus with slow vaccination rates 

For Continental Europe a third wave of the virus has curtailed the economic recovery given 
the renewed restrictions in place and the low level of vaccination rates, which have been slow 
but have improved – the daily number of inoculations in Germany has moved above 700,000. 
There are indications from mobility data that business and households have adapted to the 
latest restrictions so that their impact will be lesser than in 2020, although the French 
economy, as an example, is still expected to be 7% below its pre-pandemic level this April. 

 ECB still supportive and limited inflation  

The European Central Bank has committed to continue its support. There has been a sharp 
rise in inflation, negative in the latter part of 2020 but rising to a rate of 1.3% in March, which 
was higher than expected if still shy of the ECB’s 2% target. 
 

 Hopes for recovery fund and tourism 

There has been limited progress in rolling out the EU’s €750bn Next Generation recovery 
fund and the drop in tourism has been a constraint for southern Europe, which has perennial 
problems too. Italy will be the largest beneficiary of the fund, linked to any reforms; on his 
appointment as the new prime minister of Italy Mario Draghi promised to improve the 
country’s tax code, bureaucracy and legal system, but the initial euphoria has faded.   
 
 
 
 
 
 



 

North America  
 

 Strong recovery in spite of virus and improving job creation 

The US economy saw a substantial increase of 916,000 in non-farm payrolls in March and 
consumer demand has been strong, helped by rising house prices, government pay-outs and 
by enforced savings estimated at 8% of GDP. Household debt has fallen from the equivalent 
near 100% of GDP in 2008 to 78% now and the government has made 156m payments of 
$1400 to individuals under its latest stimulus programme. The pandemic has taken its toll 
and the risk is of a resurgence in the virus in spite of an efficient vaccination programme. 

 Biden administration providing stimulus 

The cheque payments are one element of the Biden administration’s $1.9tn stimulus package 
for which it secured approval in March and it plans a further programme called Build Back 
Better to improve the country’s infrastructure and economic fabric, with a more medium-
term perspective. This will entail tax rises for corporates, which was part of the Democrats’ 
electoral pledge and will in time reverse in part the cuts that came under Donald Trump. The 
administration has also agreed a basis for a more equitable taxing worldwide of multi-
national companies, many of which are based in the US.   
 

 Federal Reserve still patient on inflation  

The US Federal Reserve has continued to adopt a more flexible strategy in the face of an 
increase in inflation, which in March was 0.6% higher than the previous month, the fastest 
rate of increase since August 2012. The Fed has maintained that it will not need to raise 
interest rates even if inflation were to run over its usual target of 2%, because it sees such an 
increase as temporary and as a necessary correlation of the economic recovery; and it does 
not anticipate any such rise before 2024. Janet Yellen at the Treasury has shared a focus on 
ensuring that there is no lasting damage to the economy and a return to full employment. 
 
Japan, north-east Asia and Australasia 
 

 Positive developments in Japan  

In Japan the government has eased restrictions in Tokyo and elsewhere even as the country 
faces an increase in coronavirus cases, while also having had a minimal rate of vaccination. 
The delayed Olympic Games are due to start but to provide only a limited economic boost 
given travel constraints, with the focus still on structural reforms and improved business 
returns under prime minister Suga Yoshide, in whom confidence has faded a little. 

 Technology investment and global trade helping region 

North-east Asia has continued to benefit from the improvement in the global economy and in 
trade. In Taiwan the aggregate manufacturing Purchasing Managers Index rose in March to 
60.8, the highest level in eleven years. There remains a degree of political tension and Taiwan 
is the most likely flash-point in the rivalry between China and the US. 
 

 Commodity demand and strict quarantine helping Australia 

The renewed growth in China and worldwide has boosted demand for resources, helping 
Australia’s commodity exports even as it maintains a strict quarantine that has limited travel. 
 
 



 

China, India and Emerging Markets  
 

 Chinese economy seeing further growth and strong exports 

Strong exports and robust consumer demand have helped to maintain economic growth in 
China, with minimal impact from concerns internationally over the treatment of the Uighur 
minority and Hong Kong. The country’s distinctive approach to capitalism has seen a heavy 
fine levied on Alibaba but an agreement that it continues in business. 
 

 India challenged by virus which has accelerated structural reform 

India has suffered a surge in coronavirus cases particularly in Maharashtra and there are 
now over 100,000 a day (on limited testing). India produces vaccines and is dispensing them 
at a rate of 3m a day, but in a population of 1.4bn that is unlikely to flatten the curve and is 
likely to mean economic dislocation for longer. In neighbouring Bhutan, however, which 
delayed its vaccination programme to start on an auspicious day in March, 85% of the 
population of 800,000 received a first dose that day.   
 

 Stronger demand but risk of interest rate rises 

Emerging markets have seen a benefit from the recovery in global demand but they have 
shown some traditional vulnerability in seeing their currencies weaken against the US$. 
Several countries such as Brazil, Russia and Turkey have raised interest rates, which might 
hinder the scope for their economic recovery. The resurgence of the coronavirus has also 
hampered Latin America and eastern Europe. 
 
Property, commodities, gold and other alternatives 
 

 Property assets resilient  

For property there are still attractive opportunities in the more resilient sectors such as online 
distribution warehouses and recovery potential in other areas such as retail and leisure, 
although the future of the office market is unclear. On an international basis the dynamics in 
the sector are vibrant economies and growing urbanisation. There is a role for real assets as a 
reliable source of income and a protection of sorts against inflation, even if there is some 
degree of sensitivity for infrastructure. 

 Oil price recovery and other commodities strong 

The price of oil rallied further then faltered, and the debate remains over the longer-term 
prospects for the sector with the move to cleaner energy. Other commodity prices have also 
seen substantial increases in value and there is substantial demand for the likes of lithium, as 
well as limited supply.  
 

 Gold under pressure 

The price of gold weakened further in the first quarter of 2021 and it ended the period down 
substantially from its peak in August 2020. This has reflected greater risk-appetite as well as 
the prospect of higher interest rates in the US, which favours bonds over an asset in gold that 
has no income. Gold has historically been a hedge against inflation and against weakness in 
fiat currencies, so it should retain some appeal. The gold mining sector acts as a geared play 
on the gold price and there is an impact too on production costs from higher energy prices.   
 
 



 
 

 Other alternative strategies  
 
There are attractive investment vehicles that are able to provide steady if at times limited 
returns that can help to hedge portfolios against the volatility of equity markets. Private 
equity funds have themselves displayed volatility given the historic impact of economic 
cycles yet they can provide useful exposure to newer businesses in technology. 
 
 
Julian Cooke – Director                                                                                           15th April 2021 
 
 
Appendix – asset allocation ranges and indicative current allocation 
 

Mandate   Bonds Equities Alternatives Cash 

Cautious Range 40 - 60% 15 - 35% 10 - 30% 0 - 25% 

  Current 40% 25% 27.5% 7.5% 

Cautious Balanced Range 30 - 50% 30 - 50% 10 - 30% 0 - 25% 

  Current 32.5% 40% 22.5% 5% 

Balanced Range 20 - 40% 45 - 65% 10 - 30% 0 - 20% 

  Current 22.5% 55% 17.5% 5% 

Balanced Growth Range 10 - 30% 60 - 80% 5 - 30% 0 - 20% 

  Current 12.5% 67.5% 17.5% 2.5% 

Growth Range 0 - 20% 70 - 90% 0 - 25% 0 - 20% 

  Current 7.5% 77.5% 12.5% 2.5% 
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Vintage Asset Management Limited is authorised and regulated by the Financial Conduct 
Authority, No. 489408.  
 

 
IMPORTANT NOTICE: Any forecasts, figures, opinions or investment techniques and 
strategies set out, unless otherwise stated, are Vintage Asset Management’s own. They are 
considered to be accurate at the time of writing, but no warranty of accuracy is given and no 
liability in respect of any error or omission is accepted. They may be subject to change 
without reference or notification to you. The views contained herein are not to be taken as an 
advice or recommendation to buy or sell any investment and the material should not be 
relied upon as containing sufficient information to support an investment decision. It should 
be noted that the value of investments and the income from them may fluctuate and 
investors may not get back the full amount invested.  

http://www.vintageassetmanagement.co.uk/

