
Month in brief
– Developed equity markets 

were broadly flat over the 
month albeit performance 
over the past year remains 
very strong

– Index-linked and nominal gilt 
yields fell significantly amidst 
growing inflationary pressures

– The funding level of a typical 
scheme is likely to have 
decreased
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Index Linked Gilts were the strongest performer over the month
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Uncertainty weighs on 
investor sentiment 

In the UK, CPI inflation exceeded the 
Bank of England’s (BoE) 2% target for 
the second consecutive month, and the 
members of the BoE’s Monetary Policy 
Committee had mixed views over 
whether the current monetary stimulus 
should be scaled back. Despite a rise in 
cases, the remaining COVID restrictions 
were lifted on 19 July, in light of the 
vaccination uptake. ‘Pingdemic’ 
resulted in nationwide staff and supply 
shortages, leading to worries about a 
temporary stall in the recovery. Despite 
this, economic output is expected to be 
closer to pre-pandemic levels this year.

In the US, ten-year Treasury yields fell 
to their lowest level since February as 
the US Federal Reserve (Fed) opted to 
keep interest rates and its bond buying 

programme unchanged. CPI inflation 
rose by 0.9% in June, the largest 
monthly increase since 2008, bringing 
the annual increase to 5.4%. The Fed 
maintained its stance that inflationary 
pressures were transitory, and that 
the US economic recovery needed 
to progress further before monetary 
support was tapered. 

Despite rising infection rates, the 
European Commission increased its 
eurozone economic growth forecasts. 
The European Central Bank (ECB) 
reiterated that interest rates were 
expected to remain at current or 
lower levels until inflation consistently 
exceeded its 2% target. Bond yields 
moved lower across the continent as  
a result. 

Returns from developed equity markets were muted and 
bond yields fell during July as concerns about the impact 
of the Delta Covid variant on the economic recovery, 
coupled with growing inflationary pressures, weighed 
negatively on investor sentiment. 

Source: Refinitiv Datastream
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Elsewhere, the Tokyo Olympics went ahead, despite a 
surge in COVID-19 cases in the Japanese capital, and 
a number of other countries have imposed further 
restrictions as the Delta variant spreads. Towards the 
end of the month, shares of Chinese companies listed 
in the US saw their biggest two-day fall since the 2008 
financial crisis after a series of crackdowns by Beijing on 
its technology and education industries. Companies such 
as Tencent and Alibaba, which form a significant part of 
emerging market equity indices, saw sharp falls as a result. 

With growing inflationary pressures and ongoing 
discussions around monetary support, index-linked and 
nominal gilt yields fell materially over the month. Credit 
spreads increased across the investment grade and high 
yield bond markets.  

A significant fall in gilt yields in conjunction with muted 
equity performance meant that the funding level of a 
typical pension scheme would likely have decreased over 
the month, we estimate by just under 1%.

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 Beatrice Stanoescu.
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