
 

INVESTMENT REVIEW – July 2021   
 
The month of June saw further optimism in a number of markets over the world’s improving 
economic prospects if offset by concerns over the persistence of the coronavirus. There was continued 
support from central banks in spite of concerns over the increasing rate of inflation. 
 
The positive outlook for economic growth has reflected the release of pent-up consumer demand, the 
confidence businesses have to invest and the substantial spending from governments, although there 
are potential challenges to each of these driving factors. This might bring some greater volatility if the 
pace of growth falters disappointingly although that would also help to ease inflationary pressures. 
 
Consumers have been keen to spend the savings they accumulated during lock-downs as restrictions 
ease. The British Retail Consortium reported a 10% increase in sales in May and the Barclaycard data 
pointed to a broad recovery, based now on a comparison with two years previously given the 
disruption in 2020. As before much depends on the effective roll-out of vaccination programmes 
around the world and there is a risk from the evolving strains of the coronavirus, as well as from the 
impact on unemployment from the ending of furlough or similar schemes. 
 
Business confidence has been resilient, as reflected in purchasing managers’ indices. The reading for 
June in Europe, for example, stood at 63.1 for manufacturing, the same as the prior month, while for 
services the level was up from 55.2 to 58. The challenge has come from issues in supply chains, such 
as computer chips, together with the limited availability of staff in certain industries, as well as from 
higher costs in wages and shipping.  
 
Governments have been ready to maintain the fiscal stimulus that they started during the pandemic. 
President Biden has negotiated a package of infrastructure investment in the US, although opposition 
from Republicans meant that it amounted to $1tn or so, only half the original $2.3tn suggested and 
with only half of that in turn new spending. A sticking point in discussions has been how to pay for 
the plan, which points to the need to rein in debt, especially if interest rates rise. Higher taxation will 
be likely to dampen consumer and business confidence.   
 
The higher costs have shown in an increasing rate of inflation. In the US the Consumer Prices Index 
rose by 5% year-on-year for May, up from 4.2% in April and the highest reading since August 2008. In 
the UK the index rose from 1.5% in April to 2.1% in May, the highest level for two years. The debate 
remains as to the extent that such price increases are transitory, and whether any moves by central 
banks to raise interest rates to curb inflationary pressures would de-rail the economic recovery.  
 
For now the central banks are ready to be patient. The US Federal Reserve chairman, Jerome Powell, 
acknowledged that the inflationary pressures were proving stronger and more persistent than 
previously envisaged, although he still expected them to ease in the coming months to nearer the 
target of 2%. The Fed does not see inflation reaching historically high levels as in the 1970s and it has 
maintained its approach of not raising interest rates pre-emptively, although it now forecasts that 
rates will be rising in 2023, if still from very low levels. The Bank of England’s Monetary Policy 
Committee voted unanimously to keep the interest rate at 0.1% and saw a majority of 8:1 in favour of 
continuing the current level of asset purchases.  
 
An element of inflation helps equity markets, which have seen a rotation into the sectors that will 
benefit, such as financials and commodities. There has been a revival in the prospects for firms that 
struggled during the pandemic, even if a full recovery in areas such as international travel remain 
elusive.  
 
The promise and the disruptive threat from new technology remains, and regulators wrestle with 
this. There is likely to be some further political upheaval, as old certainties prove less permanent than 
assumed, and there seems to be no shortage of potential flash-points, such as Taiwan and Ukraine 
(the Crimea, not the quarter-final).  
 
 



 
 
The FTSE 100 index made a small gain over the month of 0.2% to close at a level of 7037, which was 
8.9% higher than at the start of the year. The FTSE 250 index of mid-sized companies faltered and 
closed down by 1.4%, if still up 9.2% for the year to date, while the FTSE SmallCap index did better 
with gains of 1.1% and 18.1% over one and six months respectively. The FTSE AIM All-Share index 
dipped by 0.6%. The total return for the FTSE All-Share including income was 0.2% for the month to 
make 11.1% for the year. 
 
In the US, the S&P 500 index rose by 2.2% in the month to leave it higher by 14.4% for the year. While 
the Dow Jones Industrials was down by 0.1% in the month it was still 12.7% higher for the year while 
the technology-oriented NASDAQ index moved ahead sharply, up by 5.5% for the month and so 
12.5% for the year. The Russell 2000 index made 1.8% in June and 17% over the six months. 
 
In Europe the FTSE Eurofirst 300 gained 1.7% over the month, with the French and German markets 
robust, and the index ended 13.8% higher for the year to date. The Euromoney index of smaller 
companies rose 0.3% in the period to make 10.3% for the year. In Japan the Nikkei 225 index was off 
by 0.2% over the month and its return for the year was relatively modest at 4.9%, while the TOPIX 
was a little stronger with gains of 1.1% and 7.7% respectively.  
 
The MSCI Emerging Markets index in US$ terms was also lower over the month, by 0.1% which made 
for a return of 6.5% over 2021 to date. The Korean and Indian markets saw positive returns, with 
currency a factor. The MSCI Frontier Markets index gained 2.5% to make 13.1% for the year, with the 
Vietnamese market up by 6.1% in June. 
 
In bond markets, the UK 10-year gilt yield was a little lower again at 0.72% compared to 0.8% at the 
start of the month and the total return for the FTSE Gilts All Stocks index was 0.7% for June, which 
meant that it was still down 5.7% for the year. The German 10-year bund yield was little changed at a 
level of -0.21% as against -0.19% while the yield on ten-year US Treasuries dipped from 1.59% to 
1.47%. High yield debt has proved the most resilient sector. 
 
Sterling weakened against the US$ by 2.7% over the month to close at a rate of $1.38:£, while against 
the euro Sterling rose by 0.4% to a rate of €1.17:£. The price of gold rose fell by 7.2% over the month to 
end at $1770 per troy ounce, 6.8% lower for the year. The price of Brent oil rose by 9.3% over the 
month to $75 per barrel. The prices of the main metals were mostly lower and for the agricultural 
commodities marginally higher. The Vix index of expected volatility in the US market fell by 5.6%. 
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