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Quarter in brief

- Global equities return
positively, driven by
continued Covid-19
vaccine rollout and further
stimulus measures

- Global government bonds
sell off sharply upon
mounting inflation concerns,
also impacting investment
grade and high yield bonds

- Bitcoin’s price rises
materially
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Optimism continues
to drive markets

Global equity markets held up well over the quarter,
producing a positive return for the period, but gilt
yields rose sharply to leave bond investors with heavy
negative returns.

Developed countries globally spent much of the first quarter of 2021 under
restrictive measures that had been re-imposed in response to the increasing
spread of Covid-19 towards the end of last year. However, global equity
markets largely focussed on the positive sentiment surrounding the global
economy and performed well over the period.

This positive sentiment can be largely attributed to a two key drivers.

Firstly, the pace and scale of the Covid-19 vaccine rollout globally over the
period, and the data that is supporting its effectiveness. More than 665
million vaccine doses have now been administered worldwide, equating to
8.7 doses for every 100 people. The UK and US have had great success which
has significantly strengthened the economic prospects for these two large
economies. Also, data from Israel, which has led the way with its vaccine
programme, has shown the effectiveness of the jabs and the significant role
they will play in getting the world back to normality. That-being-said, the
rollout speed amongst countries has been uneven and the pace of Europe’s
rollout has lagged, largely due to supply problems and indecision around the
safety of the AstraZeneca vaccine. As such, the continent is facing rising new
cases and lengthened economic disruption, and this weighed on returns.

Secondly, governments and central banks announced continued, and
significant further, stimulus support measures over the quarter. In the UK,
the Chancellor used the Budget in March to announce and extend various
measures aimed at supporting jobs, investment and the country’s recovery
from the pandemic, committing to spend another £65bn to tackle the effects
of coronavirus, and the Bank of England’s Monetary Policy Committee voted
to keep the Bank Rate at its historic low of 0.1% and keep policy supportive.
In the US, Joe Biden’s $1.9tn coronavirus relief package was passed by the
House of Representatives and the Fed Funds Rate target remains at its
historic low of 0.0%-0.25%, combined with supportive policy where rate
increases are now not expected until the end of 2023.
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Market returns

Asset returns ranked from highest to lowest

1 month to 31 March 2021

Global equities 4.2%

UK equities ! 4.0%
Index linked gilts - 1.8%
High yield bonds I 10%
Fixed interest gilts : 0.0%
UK corporate bonds l -0.2%

1-0.2%

Emerging market equities

3 months to 31 March 2021

UK equities 5.2%

3.8%

Global equities

Emerging market equities . 1.9%
High yield bonds - -1.4%
UK corporate bonds _ -4.4%
Index linked gilts _ -6.3%
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Fixed interest gilts

8% 6% -4% 2% 0% 2% 4% 6%

Source: Refinitiv

Continued from page 1

The quarter’s equity performance was predominantly
driven by returns over March. Although equities made
gains over the beginning of both January and February,
they pulled back sharply at the back end of each month
highlighting the fact that markets remain relatively volatile.

UK equities outperformed both global equities and
emerging market equities.

There were other prominent stories - a large container
ship ran aground and blocked ships passing through the
Suez Canal in March, disrupting global trade flows, and
a handful of large banks were hit with material losses
due to the implosion of a family office, Archegos Capital,
which they acted as a prime broker to. The quarter also
saw some extraordinary equity price rises for certain
individual stocks, after many retail investors focussed
their efforts to actively buy some of the markets most
heavily shorted stocks. The stock that gathered the
most attention was GameStop, a US retailer, which saw
its price increase by over 1600% in January. Find out
more about the suitability of strategies that short stocks
for pension schemes here. Bitcoin’s price has also risen
significantly over the period and, as such, grabbed news
headlines. XPS looked into whether cryptocurrency has
a place in a pension scheme portfolio here.

Economic data released towards the end of the period
for the UK was significantly better than economists
expected, suggesting that households and companies
have been more resilient to the latest lockdown. The
unemployment rate unexpectedly fell in February and
the Purchasing Managers’ Index and business surveys
showed a strong uptick in activity in March.

V / 4

8% 6% 4% 2% 0% 2% 4% 6%

Source: Refinitiv

Global government bonds sold off materially during the
second half of February and gilt yields have remained
elevated since. The yield on the 10-year gilt increased
from 0.2% at the beginning of the quarter to 0.9% at
the end of March. These substantial yield increases
were widely attributed to the same positive sentiment
that drove equity prices. In addition, investors are also
concerned about mounting inflationary pressures that
erodes the real return on fixed income bonds.

Long-term UK inflation expectations rose modestly
but not enough to offset the increase in UK real
yields, meaning that most pension schemes will have
benefitted, by some degree, from the gilt yield rises
through a material fall in liability values.

Sterling investment grade corporate bonds returned
negatively over the period due to the material
government bond yield increases, although credit
spreads themselves remained relatively flat. High

yield bonds, which are typically shorter maturity than
investment grade corporate bonds, were more resilient
to these yield rises but still returned negatively over the
period despite high yield credit spreads reducing slightly
over the period.

The funding level of a typical pension scheme would
have increased over the quarter, owing to falls in liability
values due to the government bond yield rises and
comparatively good performance of risk bearing assets
over the period.

The yield on the 10-year gilt increased from 0.2% at the
beginning of the quarter to 0.9% at the end of March.
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https://www.xpsgroup.com/news-and-views/does-bitcoin-have-a-place-in-a-pension-scheme-portfolio/
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Asset and liability progression Funding level progression
for typical scheme for typical scheme
@ LABILITIES @ ASSETS 31/12/2020 31/03/2021 & FOMNE R, 31/12/2020 31/03/2021
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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.
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Find out more

To discuss any of the issues covered in this edition, please get in touch with
Simeon Willis or Sophie Tennison:

Simeon Willis
Chief Investment Officer

Sophie Tennison
Head of Investment - Bristol

020 3967 3895 0113 284 8036

simeon.willis@xpsgroup.com sophie.tennison@xpsgroup.com

Alternatively, please speak to your usual XPS contact.
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Important information: Please note the opinions expressed herein do not take into account the circumstances of individual pension funds and
accordingly may not be suitable for your fund. 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.
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This communication is based on our understanding of the position as at the date shown. It should not be relied upon for detailed advice or taken as an authoritative statement of the law.
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