
Month in brief
– Equity markets were broadly 

flat over the month  

– Index-linked gilt yields fell 
amidst increasing inflationary 
pressures

– The funding level of a typical 
scheme is unlikely to have 
changed materially
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Index Linked Gilts were the strongest performer over the month
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Markets slow amidst growing 
inflationary pressures

In the UK, the Office for National 
Statistics (ONS) reported a 1.5% 
year-on-year rise in CPI inflation, the 
highest rate of price growth for a year, 
however the Bank of England followed 
expectations by keeping base interest 
rates at 0.1% and leaving the total 
levels of bond-buying unchanged, 
albeit at a slower purchasing rate. 
Economic growth and unemployment 
numbers improved as the UK lowered 
its COVID-19 alert level and restrictions 
were eased, with Government keeping 
a close eye on the increasing levels of 
the Indian variant within the country. 

It was a similar story in the US, with 
CPI inflation rising 4.2% year-on-year 
to April, the largest annual increase 
since 2008. Throughout the month 
the US Federal Reserve (Fed) 
sought to reassure investors that 

inflationary pressures were likely to be 
temporary, and that it would maintain 
its accommodative monetary policy 
stance. At the end of the month, Joe 
Biden announced a $6trn spending 
plan for the 2022 fiscal year, with a 
significant proportion of this dedicated 
to tackling climate change – these plans 
will be subject to Congress approval. 

Elsewhere, comments from the 
European Central Bank (ECB) remained 
dovish despite speculation of it tapering 
its bond-purchasing programme. 
Chinese regulators signalled a 
crackdown on the use of digital coins, 
and values of cryptocurrencies fell 
sharply as a result. In the Middle East,  
a ceasefire was reached between Israel 
and the Palestinian militant Hamas, after 
11 days of fighting. Confidence in global 
tourism was partially restored following 

Global equities were broadly flat over the month, with the 
continued positive uptrend following positive economic 
data being tempered by growing inflation concerns 
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support for vaccination passports from tourism ministers 
from the G20 countries. 

Index-linked bond yields fell over the month in light of 
increasing inflationary pressures, albeit nominals remained 
broadly flat. Investment grade credit spreads remained 
low, with Amazon setting a record for the lowest additional 
level of interest above US Government bonds than any 
US company had managed previously – as low as 0.1% for 
the shortest dated bonds. In the high yield bond market, 

returns were negative as credit spreads started to  
increase due to inflation concerns, having undergone  
a strong rally since April 2020, albeit some of the 
downturn can be attributed to the appreciation of  
sterling over the month.  

We would expect there to be minimal change to the 
funding level of a typical scheme over the month,  
with rising inflation expectations offsetting any gains  
in asset value. 

The typical scheme used has an assumed asset allocation of 24% equities, 33.8% corporate bonds, 12.6% multi-asset, 5% property and 24.6% in liability driven 
investment (LDI) with the LDI overlay providing a 60% hedge on inflation and interest rates. This example scheme was 80% funded in 2015.
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Important information: Please note the information and opinions expressed herein do not take into account the circumstances of individual pension 
funds and accordingly may not be representative of the circumstances affecting your fund. This note, and the work undertaken to produce it, 
is compliant with TAS 100, set by the Financial Reporting Council. No other TASs apply. The note has been written on the basis that decisions will not 
be based on its contents. Appropriate advice should be obtained before any decisions are made. The information expressed is provided in good faith 
and has been prepared using sources considered to be reasonable and appropriate. While information from third parties is believed to be reliable, 
no representations, guarantees or warranties are made as to the accuracy of information presented, and no responsibility or liability can be accepted 
for any error, omission or inaccuracy in respect of this. This document may also include our views and expectations, which cannot be taken as fact. 
The value of investments and the income from them can go down as well as up as a result of market and currency fluctuations and investors may 
not get back the amount invested. Past performance is not necessarily a guide to future returns. The views set out in this document are intentionally 
broad market views and are not intended to constitute investment advice as they do not take into account any client’s particular circumstances.

Please note that all material produced by XPS Investments is directed at, and intended solely for the consideration of, professional clients within 
the meaning of the Financial Services and Markets Act 2000 (FSMA). Retail or other clients must not place any reliance upon the contents. 
This document should not be distributed to any third parties and is not intended to, and must not, be relied upon by them. Unauthorised copying 
of this document is prohibited.

This document should not be distributed to any third parties and is not intended to, and must not be, relied upon by them. Unauthorised copying  
of this document is prohibited.
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Alternatively, please speak to your usual XPS Investment contact.

To discuss any of the issues covered in this edition, please get in touch with Ben Rogers.
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