
 

INVESTMENT REVIEW – August 2021   
 
The month of July saw optimism over the world’s improving economic prospects challenged by 
concerns over the persistence of the coronavirus, as well as the Chinese state’s regulation of business. 
 
The International Monetary Fund has increased its growth forecast for developed economies, the UK 
included, although it has trimmed that for developing economies to 6.3%, while still higher than the 
overall global rate of 6% - yet there are some expectations that growth in poorer countries might lag 
that of richer ones for only the third time in twenty-five years. The latest data indicates that the US 
economy has now surpassed its size before the pandemic and there has been a stronger rate of growth 
in the eurozone than was forecast, at 2% for the three months to end June. This followed a contraction 
of 0.3% in the first quarter, although supply constraints limited the expansion in the manufacturing 
dynamo of Germany to 1.5%. 
 
There is a threat from an apparent new phase in the pandemic, with the number of cases of infection 
from Covid-19 rising to 540,000 per week globally with nearly 70,000 deaths. That is before the likely 
emergence of the next variants, which may be more transmissible or vaccine-resistant than the Beta 
and Delta strains. Moreover, while many countries have seen an impressive rate of vaccination, 
around the world only approximately one in four of the population has had a first jab and one in 
eight is fully protected.  
 
Business confidence has been resilient, in spite of the challenge in supply chains such as for computer 
chips, although that industry had been running at nearly full capacity. Shipping costs have risen 
sharply, by some four times for example to move goods from China across the Pacific to the US. 
Strong consumer demand and the shortage of staff in the service sector have combined with higher 
costs to drive an increasing rate of inflation. In the eurozone the latest data showed a rise to 2.2% and 
so above the recently-raised target for the European Central Bank of 2%, even if a measure of core 
inflation excluding food and oil dipped to 0.7%.  
 
Governments are ready to maintain, if also readying to withdraw, the fiscal stimulus that they have 
provided through the pandemic, during which the support from central banks has seen them buy 
assets worth more than $10trn in the developed world. The Federal Reserve is the largest buyer of US 
Treasuries and has continued its purchases of mortgage-backed securities, even though the American 
housing market has been strong. Some central banks have already adjusted their approach, with the 
Bank of Canada reducing its programme as of April and the Reserve Bank of Australia due to do so 
from September, while the Bank of England is nearing its target of £895bn of purchases and the point 
at which it might stop. The combination of a high level of overall debt and the use of central bank 
reserves to fund asset purchases has raised the sensitivity to interest rate rises in debt servicing for 
governments, whose treasuries have in recent years benefitted from the profits the central banks have 
made (at £109bn in the UK, as an example, between 2011 and 2020). There may be an even harsher 
normalisation of central bank policy, which has already been underway in countries such as Brazil, 
China, Mexico and Russia. Any slowing in the pace of growth may seem disappointing although that 
would also help to ease inflationary pressures and the need for central bank action. 
 
China has increased its regulatory pressure on businesses, such as the ride-hailing service Didi Global 
just after it raised $4.4bn in a stock market listing in New York at the end of June. China raised doubts 
about the corporate structure its companies have favoured to secure a foreign listing (there are some 
400 listings in the US, twice the number five years ago). It then targeted the school-tutoring sector by 
forcing businesses to operate core elements on a non-profit basis, which led to sharp falls in the shares 
of companies in a sector that had been valued at $100bn. The motivation is in large part ideological, to 
preserve the dominance of the Communist party as well as to prevent the inequality in education. The 
scale of central bank action has contributed to the social inequality in the world, too: Credit Suisse has 
estimated that over 2020 the number of millionaires in the world grew by about a tenth to 56m, while 
the share of global wealth controlled by the richest one per cent increased from 44% to 45%. 
Meanwhile as we approach the COP-26 summit, against a global background of fires and floods, a 
range of sizeable investment firms controlling $14trn of assets have called on companies to disclose 
their plans to cut greenhouse gases and to allow investors to vote on their progress.  



 
 
 
The FTSE 100 index saw a small decline over the month of 0.1% to close at a level of 7032. The FTSE 
250 index of mid-sized companies fared better with a gain of 2.6%, with corporate activity still 
prominent, while the FTSE SmallCap index made 0.2% and the FTSE AIM All-Share index also 0.2%. 
The total return for the FTSE All-Share including income was 0.5% for the month, in which companies 
such as NatWest and Royal Dutch Shell committed to enhanced dividend policies. 
 
In the US, the S&P 500 index rose by 2.3% in the month, while the Dow Jones Industrials index was 
up 1.3% and the technology-oriented NASDAQ index 1.2% higher. The Russell 2000 index of smaller 
companies fell 3.7% in July and the Golden Dragon China index for Chinese technology shares on 
NASDAQ was down by over a fifth, given the issues on regulation.  
 
In Europe the FTSE Eurofirst 300 gained 1.8% over the month, with the French market stronger than 
that in Germany, and the Euromoney index of smaller companies rose 2.1% in the period. In Japan 
the Nikkei 225 index was down by 5.2% in the month, reflecting the impact of further coronavirus-
related restrictions in Tokyo even as the Olympics started. The TOPIX was off 2.2%. 
 
The MSCI Emerging Markets index in US$ terms was also lower over the month, by a disappointing 
7%, which reflected the weakness in Chinese technology shares and the impact of weaker currencies. 
The Mexican and Indian markets managed small positive returns, while the Hang Seng index in 
Hong Kong fell 10%. The MSCI Frontier Markets index was 0.7% lower, with the Vietnamese market 
off 7% after its gain in June. 
 
In bond markets, the UK 10-year gilt yield was lower again at 0.57% compared to 0.72% at the start of 
the month and the total return for the FTSE Gilts All Stocks index was 2.8% for July. The German 10-
year bund yield dropped from -0.21% to -0.46% while the yield on ten-year US Treasuries dipped 
from 1.47% to 1.22%. Index-linked gilts and sovereign bonds made decent returns, although they 
were modestly negative for high yield and emerging market debt. 
 
Sterling gained by 0.5% against the US$ over the month to close at a rate of $1.39:£, while against the 
euro Sterling rose by 0.4% at a rate of €1.17:£. The price of gold rose by 2.5% over the month to end at 
$1814 per troy ounce, if still off 4.4% for the year to date. The price of Brent oil was marginally higher, 
up 0.4% over the month at $75 per barrel. The prices were mixed both for the main metals, with 
copper doing best, and for the agricultural commodities, with a loss of production due to a bad frost 
in Brazil driving a sharp rise in the coffee price. The Vix index of expected volatility in the US market 
rose by 15%. 
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