5 April 2021
Dear Equity Client
GLOBAL EQUITIES – 1st Quarter 2021
World equity markets continue their recovery on an improving economic outlook. The MSCI World
Index (including Emerging Markets and dividends) increased +4.6% (US$ terms, +3.4% UK£ terms) over
the quarter.
This optimism is based on the successful rollout of vaccination programmes and high expectations of
rapid economic recovery, especially in the US economy with strong stimulatory support from the new
administration. Consensus twelve month forward earnings expectations for the S&P 500 Index already
exceed pre-pandemic expectations while the consensus bottom-up valuations for the MSCI AC World
Index exceed the pre-pandemic peak level by a fifth. The World index’s price level currently is +17%
against its pre-pandemic peak level. There is clearly material optimism in the equity markets.
This optimism about the economic outlook also reflects well in the US bond market, the world’s most
liquid and effective market. The ten-year Treasury yield has almost doubled from 0.91% to 1.74% over
the quarter alone. This has brought the bond market the closest to a bear market (-20% from its peak
price level) environment in forty years.
Inflation fears are becoming more widespread. Analogies with the seventies following the strong fiscal
and monetary support and social welfare spending during President Nixon’s reign are being drawn.
Current inflation expectations (as reflected in breakeven rates) have increased in excess of prepandemic levels. The current big question in the equity markets therefore is whether bond vigilantes
have enough ammunition to take the US bond market into a prolonged bear market and, if so, the
potential negative implications on equity valuations.
We would caution against a direct seventies’ analogy. The Dollar was materially overvalued then and
the breaking of its last link to Gold triggered a collapse in the currency, with inflationary effects. The
oil price increased from $1.8 to $11.6 in a matter of only three years. The Dollar is currently lower
valued, and the oil price has been relatively stable for five years. Further to this, very importantly,
Technology has become the world economy’s ‘new oil’ with its cost effectiveness increasing rapidly.
The US bond market is currently mirroring its reactions following the Credit Crisis. Inflation then
marginally exceeded the Federal Reserve’s target for a short period, and subsequently receded. Seeing
inflation’s very low recent readings during the recession, upcoming data may well spike beyond the
Federal Reserve’s target rate and continue to unsettle some investors’ nerves in the process. It is,
though, our perception that the bond market is currently more reflective of a normal economic
recovery process, and we are not yet convinced that excessive structural inflation is an imminent
threat. A debate around the level of sustainable US economic growth may also become a factor and
we remain comfortable investing for sustainable growth, rather than simply for a cyclical recovery.
We remain grateful for all your support.
With best wishes.

Gerrit Smit
Partner – Head of Equity Management

RISK DISCLOSURE
1. This communication has been prepared for information only and is not intended for onward
distribution. It is neither an offer to sell, nor a solicitation to buy, any investments or services.
This communication does not constitute a personal recommendation and does not take into
account the individual financial circumstances, needs or objectives of the recipients.
2. All investments risk the loss of capital. No guarantee or representation is made that the funds
will achieve their investment objective.
3. The value of investments may go down as well as up and, for products designed to return
income, the distributions can also go down or up and you may not receive back the full value
of your initial investment.
4. Past performance should not be used as a guide to future performance.
5. The advice we provide will be based on and take into account a majority of product types and
not every single equivalent product within a given product category. As such, our advice is
restricted (as opposed to independent) as defined by the Financial Conduct Authority (“FCA”).
6. Changes in the rates of exchange between currencies may cause the value of investments to
go up or down in the reporting currency. Returns may increase or decrease as a result of
currency fluctuations. Values may also be affected by developments relating to controls and
restrictions on foreign currency remittance of proceeds of investments in a non-sterling
jurisdiction.
7. Whilst every effort is made to ensure that the information provided to clients is accurate and
up to date, some of the information may be rendered inaccurate by changes in applicable laws
and regulations. For example, the levels and bases of taxation may change.
8. The material contained in this document is not to be regarded as an offer to buy or sell or the
solicitation of any offer to buy or sell securities in any jurisdiction where such an offer or
solicitation is against the law, or to anyone to whom it is unlawful to make such an offer or
solicitation, or if the person making the offer or solicitation is not qualified to do so. The
information on this document does not constitute legal, tax, or investment advice. You must
not, therefore, rely on the content of this document when making any investment decisions.
In addition to the information provided by Stonehage Fleming Investment Management Limited you
may wish to consult an independent professional.
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