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Overview 
The second quarter of 2021 saw continued progress in most equity markets given the 
strength of the economic recovery and a degree of stability in bond markets. There remained 
concerns over the persistence of the coronavirus and over the challenge from a higher rate of 
inflation in particular. 
 
The International Monetary Fund has forecast global economic expansion of 6% in 2021, 
which follows a contraction of 3.3% in 2020 that was less than first feared. One factor in the 
forecasts for robust growth has been increasing consumer spending as lock-downs were 
lifted following a period of restrictions, during which the rate of saving soared, at least 
among the wealthier. The jobs market has seen the rate of unemployment fall and in the US 
there has been a broadly positive increase in hiring. Such spending was contingent on the 
successful roll-out of the vaccination programmes around the world, if still far from uniform. 
The evolution of new variants of the coronavirus, the delta one in particular, has posed a 
threat to the economy as well as to human life (already substantial, with reported cases over 
187m and recorded deaths over 4m according to the Johns Hopkins University data).   
 
Businesses have shared this confidence as reflected in the reading for indices such as those 
for purchasing managers: in June in Europe, for example, this stood at 63.1 for manufacturing 
and was up from 55.2 to 58 for services. This has prompted renewed investment although 
again there have been issues in the shortage of staff or supplies, notably computer chips and 
building products, as well as in the increased cost of shipping. The limited number of 
company defaults during the pandemic has also helped banks, which are able to provide 
more credit from their balance sheets. 
 
Governments have also been ready to maintain their fiscal stimulus with support both to 
individuals and to businesses as well as substantial spending plans. In the US the Biden 
administration negotiated a $1trn infrastructure package, if diminished in size, while there is 
still the prospect of higher taxation to fund such efforts and to reduce significant levels of 
accumulated debt, affordable for now when interest rates are minimal. 
 
Central banks have mostly maintained their own support yet there has been a shift in 
expectations on interest rates as the rate of inflation increased. In the US the Consumer Prices 
Index (CPI) rose by 5.4% year-on-year in June, which was up from 4.2% in April and 5% in 
May, the highest reading since August 2008. In the UK CPI rose from 1.5% in April to 2.1% in 
May and to 3.3% in June, the highest level for several years. The central banks still see such 
inflation as transitory, reflecting low comparatives in 2020 and with the pressure easing if the 
pace of economic growth becomes more fitful later in 2021. The US Federal Reserve has now 
indicated that it expects to raise interest rates not in 2024 but a year earlier.  
 
The market expectation has remained that any such rate rises will be quite modest and bond 
markets saw greater stability as yields moved lower. This stability contributed to an end in 
June, perhaps if temporarily, of what had been a striking degree of rotation by investors into 
more cyclical or inflation-sensitive sectors, which started in November 2020 on the launch of 
vaccines against the coronavirus. 
 
 
 



 

 
 
 
Asset returns 
The total return from the FTSE UK Gilts All-Stocks Index was a positive 1.7% in the second 
quarter of 2021 as ten-year yields moved from 0.85% at end March to 0.72% at end June, 
which still made for a negative return of -5.7% for the year to date. In the US ten-year yields 
fell back from 1.74% to 1.57%, while in Germany yields were again less negative at -0.21% as 
against -0.29% at the start of the period. There were positive returns from the majority of 
bond indices if not for eurozone sovereign debt.    
 
In equity markets the FTSE 100 rose by 4.8% in the second quarter, which took the index 
from 6,714 to 7,037 and made a gain for the year to date of 8.9%. The FTSE 250 Index of mid-
sized companies faltered in June but still gained 4% in the period while the FTSE SmallCap 
Index rose by 9.3%, reflecting renewed confidence in the UK to make gains of 9.2% and 18.1% 
respectively for 2021 to date. On AIM the quarterly gain was 4.8%. The FTSE All-Share had a 
total return including income of 5.6% for the period.   
 
In the US the S&P 500 index rose by 8.2% in the quarter to make a gain for the year to date of 
14.4%.  The technology-oriented NASDAQ index rallied in June to gain 9.5% in the quarter 
and 12.5% for the year. The concentrated Dow Jones index saw a rise of 4.6% and the Russell 
2000 smaller company index one of 4.1%, to make returns for the year to date of 12.7% and 
17% respectively.    
 
In Europe the FTSE EURO STOXX 50 was 3.7% higher over the quarter and the FTSE 
Eurofirst 300 up 5.7%, to give similar returns for the year to date of 14.4% and 13.8% 
respectively. Smaller companies, as per the Euromoney index, gained 7% in the quarter to 
make 10.3% for 2021. In Japan the Nikkei 225 index fell by 1.3% in the quarter and the TOPIX 
by 0.5%, if still seeing positive returns for the year of 4.9% and 7.7% respectively.  
 
The MSCI Emerging Markets index in US$ made 4.4% in the quarter, with currency 
dampening strong rises in indices, and the return for the year stood at 6.5%. The MSCI 
Frontier Markets index was up 12.8% in the quarter to make 13.1% for the year.  
  
Sterling initially strengthened against the US$ and then ended the quarter little changed if 
0.4% higher at a rate of $1.38:£. Against the euro Sterling was 0.7% lower at €1.17:£ if still 
4.3% stronger for the year. 
 
The price of gold weakened in June if still up 3.7% over the quarter at $1770 per troy ounce, if 
still down 6.8% for the year to date. The spot price for a barrel of Brent oil rose a further 
20.4% in the period to $75, a level 26.8% higher than at the start of the year. The major 
industrial metal prices were  higher over the quarter, platinum aside, and agricultural 
commodity prices were stronger.   
 
The Vix index of expected volatility for the US equity market was a further 18% lower in the 
period, and down nearly a third for the year.  
 
 
 
 
 
 



 

 
 
Outlook 
The considerable optimism on the recovery in economies and in earnings over the course of 
2021 has been well-founded, even as Covid-19 continues to have an impact. The optimism 
has extended to an expectation, which seems reasonable too, that the renewed restrictions or 
limited end to lock-downs will mean that the global economy loses some of its strength over 
the remainder of 2021 and into 2022, such that the current high inflationary pressures will 
subside. This will enable central banks to maintain their tolerant approach, even if they are 
likely to reduce their programmes of asset purchases and to move to raise interest rates 
earlier than previously expected. While the recovery may become uneven so too will be the 
vaccination roll-out, at least on a global basis and until there is an effective way to encourage 
a full take-up. 
 
The rate of inflation has risen sharply from extremely low levels although it is still relatively 
modest compared to the levels of over 20% seen in the 1970s and so interest rates are likely to 
stay commensurately low. The inflationary pressures have reflected higher input costs, with 
the prices of copper and iron ore reaching record highs in the quarter and with the price of 
oil increasing too. For consumers the price rises have shown in property, used cars and to an 
extent services, as employers look to pass on increased cost in supplies and in staff. This will 
feed through into wage inflation, which might be masked to an extent by workers changing 
jobs to find a pay rise (or to avoid being forced back into the office, as the latest data 
suggests). This and the high rate of consumer price inflation will have implications too for 
assets or benefits that are aligned to it, such as the UK government’s ‘triple-lock’ policy for 
pension increases where a possible 8% figure for wage inflation is key. The high inflation 
figure also reflects its exceptionally low levels  in the first half of 2020, as with the oil price, 
and this is one factor behind the expectation that such price increases will prove to be 
temporary or transitory. 
 
On the rotation that markets have seen, from growth sectors to those that are value-oriented, 
much will depend too on the strength of the recovery as well as the rate of inflation. The 
value sectors had lagged heavily for many years until the boost from the launch of vaccines 
in November 2020. This led to a growing expectation that more cyclical sectors would benefit 
from a recovery while the high rate of inflation has boosted commodity sectors such as oil 
and mining, which see the benefit of higher prices, as well as property or other real assets 
that have historically protected against such prices. The prospect of higher interest rates also 
benefitted financial sectors such as banks whose margins have historically been helped as 
rates rise, even if any increase in interest rates is likely to be modest. The shift in expectations 
since June on the durability of the recovery has seen a revival in growth-oriented sectors, 
such as technology and consumer staples that were the stalwarts of the market until 
November. In practice portfolios should benefit from a balance between growth and value, as 
the rotation can be abrupt.  
 
The rise in bond yields from exceptionally low levels brings a similar challenge as the period 
known as the taper tantrums of 2013, when central banks looked to normalise their policy 
after the financial crisis. This has brought extra volatility as investors have re-assessed the 
intrinsic value of assets priced off low interest rates. The pressure on the fixed interest sectors 
in the first quarter has eased, and recently indeed the yields on US Treasury holdings have 
fallen sharply even as the rate of inflation has increased.  
 
 
 



 

 
 
A further consequence of a possible rise in interest rates is to make the high levels of debt 
around the world less affordable than they have been, with low rates having enabled 
governments to fund generous schemes. The wartime mindsight in the pandemic saw new 
highs in national debt in the UK, as it had from the Napoleonic period to World Wars I and 
II, while corporate and personal debt have also risen. The public sector national debt first 
passed £1trn only in 2011, and it has more than doubled since. Inflation can help to erode the 
real value of debt levels, while higher taxation is as likely. The US administration also agreed 
the basis for the more equitable taxation worldwide of multi-national companies, many of 
which are based in the country, and this met endorsement from the leading economic powers 
– although the amount of any increase may prove minimal.   
 
The importance of technology remains in areas such as robotics, medical science and artificial 
intelligence. The private equity sector has played an increasing role in investment in such 
companies, as well as in apparently buying UK assets on the cheap. This role stems from the 
amount of capital that is available and perhaps from an increasing aversion in companies to 
the regulation as well as the scrutiny of capital markets, which may lose their primary role in 
providing finance. Corporate activity has been high overall, if helped by debt. The amount of 
margin debt in the US market, borrowed by entities to invest or perhaps to speculate, 
reached an estimated $822bn at end March, well above its previous peak and now equivalent 
to 4% of GDP, which will need asset prices to keep rising and for interest rates to stay low.  
 
The typical pattern following the substantial disruption that arises from a war or pandemic 
has been a sharp economic recovery if with some consumer uncertainty an impact from new 
technology and a degree of political upheaval. There remains a degree of political and 
geopolitical tension, with Taiwan still the most likely flash-point in the rivalry between 
China and the US. The issues of climate change and sustainability have come to the fore too 
with the floods in Germany and in neighbouring countries. 
 
Asset allocation 
Following our latest quarterly investment committee we have broadly maintained the asset 
class allocation aligned in broad terms with the longer-term neutral position. 
 
As before the exposure to equities should provide some benefit from the economic recovery 
and a modest amount of inflation. Valuations have been high, at least in terms of a traditional 
metric of a price/earnings ratio, and so much will depend on the strength of the earnings 
recovery. While real interest rates remain negative in many regions the earnings yield for 
equities relative to bonds remains attractive as does the potential for rising dividends. We 
shall maintain our focus on resilience and on areas that offer decent growth, such as in Asia, 
or with decent valuations, as in the UK if less notably than before. There will usually, or 
always, be scope for selected active funds to add value over a core index exposure. 
 
For fixed interest positions we are as before mindful of the risks that higher inflation could 
imply and we have favoured a core exposure to government bonds together with funds with 
a flexible or strategic approach. We have deployed alternative assets to offset the volatility in 
equity markets and might provide a useful income. Cash positions remain modest given 
minimal returns on deposit although they can help to offset any further volatility.   
 
 
 
 



 

 
 
UK 
  

 Effective vaccine roll-out if risks from easing of restrictions 

The UK’s vaccination programme has perhaps been the most impressive aspect of what has 
still been a variable response to the complications from the pandemic. The easing of 
restrictions led to a revival in consumer spending, with the British Retail Consortium 
reporting that sales increased by a tenth in May. The final lifting of limitations may give the 
service-oriented economy the freedom to increase sales if it can find the staff. The furlough 
scheme has created a distortion in the jobs market and its ending is still likely to lead to an 
increase in unemployment, forecast to move over 6% by the end of 2021 from 4.5% now. The 
higher complexity and costs since Brexit has also contributed to a decline in trade of nearly a 
quarter. 

 Government wanting to reduce debt   

The need to raise taxes to address the budget deficit has run in parallel with the efforts to 
provide further support to businesses and individuals.    

 Bank of England ready to adjust policy    

The Bank of England has maintained its policy for now, 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. Yet individuals have 
suggested that it is now the time to reduce asset purchases and to consider a shift in interest 
rates as the rate of inflation has moved to 3%. 
  
Continental Europe  
 

 Improved vaccination rate if challenge from new variants 

On Continental Europe the pandemic persists, as in much of the world, and yet the increased 
rate of vaccination has been an important factor in allowing the economy to recover if still to 
a level below its pre-pandemic position. 

 Limited impact yet from recovery fund and renewed tourism   

Governments have been keen to provide a continued stimulus although a combination of 
political pressure and bureaucracy have limited progress in rolling out the European Union’s 
€750bn Next Generation recovery fund. The restrictions on travel from some countries have 
also held back tourism for southern Europe in particular.  
 

 European Central Bank revised policy to allow inflation over 2% 

The European Central Bank has adjusted its policy so that it will be able to tolerate a higher 
level in the rate of inflation. This has risen above the ECB’s 2% target. 
 
North America  
 

 Robust recovery and company earnings strong 

The US economy has maintained its robust recovery, if with some pressures. The non-farm 
payrolls have indicated that the labour market continues to develop, helping consumer  



 

 

demand as has the strength of the housing market and the stock market. The pandemic has 
seemed to pass although the risk of a resurgence has remained. 

 Political pressures limiting fiscal stimulus 

The latest element of the Biden administration’s stimulus packages, intended to improve the 
country’s infrastructure and economic fabric, reached only $1.1tn given the debate with the 
Republicans. The debate has not yet ended on how it will be financed, with tax rises for 
corporates one aspect and still part of the move to reverse in part the cuts that came under 
the Trump administration.  
 

 Federal Reserve still patient on inflation if readier to raise rates 

The US Federal Reserve has maintained its strategy even as it has admitted to the fact that the 
increased rate of inflation is a challenge: the Consumer Price Index moved up by over 5% in 
May and it was 5.3% for June. The Fed has now mapped out a rise in rates in 2023. 
 
Japan, north-east Asia and Australasia 
 

 Challenges still in Japan even on Olympics   

For Japan the start of the delayed Olympic Games has brought concerns over the pandemic 
and low ratings for the prime minister Suga Yoshide, with only a limited economic boost. 
The longer-term potential remains in structural reforms and the enhanced returns on capital 
that companies can generate, which would enhance ratings that have often been modest. 

 Region benefitting from technology investment if supply challenges 

The countries of north-east Asia have as with Japan been the beneficiaries of renewed global 
demand and especially for technology components, although the shortages of components 
have brought some disruption for now and the likelihood of a shift in the global supply 
chain.  
 

 Australia recovering well if plagued by mice 

After a brief recession the Australian economy has seen a boost from the demand for its 
substantial commodity resources given the renewed growth in China and worldwide. The 
country has maintained its strict quarantine on visitors to deal with the pandemic although it 
has faced a plague of mice – apparently in part an unintended consequence of clever 
technology that allowed precise planting of new crops after the drought eased that left plenty 
of stubble as a foodstuff for the rodents.   
 
China, India and Emerging Markets  
 

 Further stimulus to Chinese economy and robust politics 

China continues to exert a strong influence on the world politically and economically. While 
the data as often is unreliable the indication from extensive exports as well as high consumer 
demand point to growth in GDP over 6%. The authorities have faced down short-term 
pressures over the treatment of the Uighur minority and Hong Kong while they have dealt 
with the dominance of technology firms with a range of restrictions. For the longer-term the 
minimal rise in the ageing population to 1.41bn and the decline in the birth rate has 
prompted a shift in policy. 



 

 
 

 India recovering as virus wave passes  

India has seen the number of coronavirus cases fall sharply. While the number of reported 
cases is still likely to have been heavily underestimated the focus has been on the scope for 
India to resume a trajectory of long-term growth.   

 Broader emerging markets held back by lack of vaccines  

Emerging markets have benefitted from the improvement in global demand although unlike 
in previous year they are expected to produce a lower level of economic growth than that of 
developed economies. In part this is due to the limited roll-out of vaccinations against the 
coronavirus, while a stronger US$ has also been a headwind for exports. There is as often no 
shortage of political challenges, such as in the recent unrest in South Africa.  
 
Property, commodities, gold and other alternatives 
 

 Property markets resilient if evolving 

The property market has evolved, as investors assess the future of the office sector, still 
unclear. There have been indications in the UK of continued weakness if a degree of recovery 
in retail and leisure while the international dynamics offer selective opportunities. 

 Oil price squeezed higher and other commodities robust  

The price of oil has been robust, reflecting a combination of strong demand given the 
economic recovery as well as fitful efforts to regulate supply. While the debate remains over 
the longer-term prospects for the sector and clean energy retains a powerful allure, there 
remains scope for oil and other commodity prices to maintain their momentum.   
 

 Gold volatile and issue of real interest rates  

The price of gold weakened in June if still being up over the second quarter of 2021, and it 
remains some way below the recent peak in August 2020, in part due to the prospect of 
higher interest rates in the US, such that US Treasuries might hold greater appeal as a 
defensive asset with some income. The risk-on approach from investors has been a further 
factor, while the most notable correlation for the price of the metal is with real interest rates. 
Gold has historically been a hedge against inflation and against weakness in fiat currencies, 
so it should retain some appeal even with the emergence of cryptocurrencies. As before, the 
gold mining sector acted as a geared play on the gold price, and it was not helped by the 
impact on profits from higher energy prices.   
 

 Scope for income from infrastructure and other real assets 
 
There is scope for assets with exposure to real assets to provide attractive returns. An 
element of income can help to enhance what might otherwise be relatively modest returns 
given a principal role for alternative assets to help to hedge portfolios against the volatility of 
equity markets. The increasingly prominent role of private equity funds has been one factor 
in enhancing their appeal, especially in providing a useful exposure to the technology sector 
although historically their volatility has been considerable. 
 
 
Julian Cooke – Director                                                                                           19th July 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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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/

