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Bringing you our market round-up and the latest news affecting

UK pension scheme investments

) Month in brief

- Equity markets retreat from
mid-month historic highs to
finish the month with a small
negative return

- Investors largely shrug off
the US Capitol riot and focus
on Biden’s proposed fiscal
stimulus package

- Vaccine progress drives
improved 2021 global
economic growth forecast but
EU rollout suffers set backs

- A ‘flash mob’ of retail
investors joined forces to
substantially increase the
price of some heavily shorted
stocks, imposing losses on
some hedge funds.
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Individual investors show the might
of their collective stock buying power

Equity markets globally saw a small negative return

over the month. Although some major equity indices hit
record highs around the mid-point of the period, returns
pulled back over the last week. Equity volatility remained

materially elevated.

For much of the month, equity returns
were driven by positive sentiment
associated with the widespread vaccine
rollout, optimism around Joe Biden’s
plan for further fiscal stimulus and
continued accommodative monetary
policy. Earnings reports released over

the last week were also relatively strong,

especially for Big Tech. However, this
optimism tailed off towards the end
of the month, particularly in Europe,
with the prospect of slower-than-
expected vaccine roll out. This
heightened political tensions with the
UK, after the EU threatened to impose
export controls on vaccines into
Northern Ireland less than a month
into their new trading relationship.
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Amongst this wider landscape,

the last few days of the month saw
some extraordinary equity price rises
for certain individual stocks. This
significantly hit certain hedge funds’
returns. As an example, the stock that
gathered the most attention, GameStop,
a US retailer, saw its price increase by
over 1600% in January. These price
moves were attributed to an intensifying
battle between retail investors, brokers
and the hedge fund community, as
many retail investors focussed their
efforts to actively buy some of the most
heavily shorted stocks. The precious
metal Silver was next on the list.

Find out more on the implications for
pension schemes here.

Emerging market equities were the strongest performer over the month
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Joe Biden was sworn in as 46th US President and a
confirmed 50-50 split in the Senate means that vice
president, Kamala Harris, has the tie-breaking vote, granting
Democratic Party control. Investors largely shrugged off the
US Capitol riot and instead focussed on Biden’s proposed
$1.9tn economic relief package.

US GDP over Q4 2020 was positive at 1%, and the French,
Spanish and German economies held up better than
forecast. The International Monetary Fund has upgraded

its forecast for global economic growth in 2021 to 5.5%, on
hopes of a vaccine-driven pick-up in activity later this year.

UK government bond yields rose moderately, leading to a
welcome reduction in liability values, albeit well within its
normal trading range.

The funding level of a typical pension scheme would
have marginally increased over the month, as a result of a
proportionately larger fall in liability values than asset values.

31/01/2021 | Fun EVEL 31/12/2020 31/01/2021

E150M E150M 17 5§ 775

=140M
I Funding level [

\;‘J' up 0.1% j\"\
E130m

31/12/2020

E100M \‘ﬂ-r‘ E100M

Source: XPS Radar Source: XPS Radar

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
Clarissa Evans-Lutterodt.

Clarissa Evans-Lutterodt
Investment Associate

0118 918 5649 clarissa.evans-lutterodt@xpsgroup.com

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.
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