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- Positive investor optimism
around the global rebound
continued and helped global
equities to a strong month

- Corporate bond spreads
remained low and stable

- The funding level of a typical
scheme would have increased
over the quarter
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Continued economic recovery
drives equities but prompts
concerns of overheating

Continued investor optimism around the global
economy’s recovery from the pandemic helped global
equities to another strong month. Vaccine supply
problems experienced earlier on in the year, particularly
in Europe, seem to have now been overcome.

Investor optimism was also supported
by the economic data released by

the UK and US over the month. UK
companies have reported surging
demand for both goods and services,
which have been, in some cases,
materially stronger than forecasts.
Additionally, hiring accelerated at its
fastest rate since August 2017 leading
to a fall in unemployment. This was
driven by new recruitment rather than
workers being recalled from furlough,
suggesting that the jobs market could
recover very quickly and reflecting
upbeat forecasts. US economic data
painted a similar picture and US
equities continued to push to new
highs, even in the face of US President,
Joe Biden’s proposed tax increases.
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India on the other hand has suffered
the worst daily infection rate of any
country so far. Despite being the
world’s largest vaccine manufacturer
and having issued the third highest
number of vaccinations of any country,
its vast population dwarfs the scale of
the vaccine program. Infection rates
also persist in Brazil. The return on
Emerging Market equities was still
moderately positive.

Another issue being eagerly watched
by investors is the risk of policy makers
reigning in support measures too
soon. However, governments and
central banks continue to stand by
their ultra-dovish policy - keeping
interest rates low; the Federal Reserve

UK equities were the strongest performer over the month
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communicated that they were still a long way away from
withdrawing support for the US economy, even after the
central bank upgraded its view of the recovery. Uncertainty
remains in this regard, with observers continuing to keep

a keen eye on near term inflation, a rise of which would

be a sign of the economy overheating.

Both high yield and investment grade credit spreads
remain low and stable leading to steady returns for bond
investors over the month given the wider optimism.

On environmental matters, Joe Biden pledged to reduce US
greenhouse gas emissions by 50-52% by 2030 relative to
2005 levels, and achieve net zero emissions by 2050. This
announcement commits the US to a significant acceleration
of their push to cut emissions and tackle the climate crisis.

The funding level of a typical scheme would have increased
over the month, owing to growth in asset values and

a modest decline in long term inflation expectations
following a spike during the first quarter of 2021.
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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.

To discuss any of the issues covered in this edition, please get in touch with Kashif Husen.
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Alternatively, please speak to your usual XPS Investment contact.
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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.

© XPS Pensions Consulting Limited, Registered No. 2459442, XPS Investment Limited, Registered No. 6242672. XPS Pensions Limited, Registered No. 3842603. XPS Administration
Limited, Registered No. 9428346. XPS Pensions (RL) Limited, Registered No. 5817049. XPS Pensions (Trigon) Limited, Registered No. 12085392. All registered at: Phoenix House,

1 Station Hill, Reading, RG1INB. XPS Investment Limited is authorised and regulated by the Financial Conduct Authority for investment and general insurance business (FCA Register
No. 528774). XPS Investment Limited is authorised and regulated by the Financial Conduct Authority for investment and general insurance business (FCA Register No. 528774).

Xpsgroup.com


https://www.xpsgroup.com/
https://www.xpsgroup.com/services/xps-investment/

