
11

May was another modest month for gains in equity markets, as positive 
news on the progression of vaccination programmes offset concerns over 
new COVID variants. Although most headline equity indices are now above 
their pre-COVID levels, we are still finding plenty of areas where valuations 
don’t fully reflect the recovery in the global economy which is taking place, 
and through the use of specialist fund managers we have continued to tilt 
portfolios towards these opportunities.

UK
Activity across the UK economy continued to accelerate over May, with 
data indicating a continued recovery in consumer spending as lockdown 
restrictions continued to loosen. The burgeoning recovery was well 
demonstrated by Office of National Statistics (ONS) data released over 
the month which showed a pick-up in business hiring, and corresponding 
decline in the unemployment rate, over April. The only significant limiting 
factor to the growing optimism was the rapid spread of the so-called Indian 
variant, although the advanced vaccine roll-out, particularly across the older 
generations, should help contain pressure on the health service and keep the 
wave of hospitalisations far lower than that of last winter. 

It was an active month for takeover activity within the UK stock market, with 
several smaller companies receiving takeover bids with offers at well above 
the prevailing share price. With the lower valuations available on UK smaller 
companies, and Private Equity firms in particular awash with capital that 
they need to deploy, we expect this trend to continue and provide a strong 
tailwind for this area of the market. Gilt yields were broadly stable over the 
month, with the yield on the 10 year Gilt ending the month at 0.8%. MSCI UK 
All-Cap gained 0.9% in capital return terms. 

US
Trader attention was focused on the US economic data releases on 
consecutive Fridays over the first half of the month, with labour market 
and inflation statistics helping to provide a gauge as to the strength of the 
domestic economic recovery. Whilst the former was underwhelming with 
the initial figures indicating that fewer new jobs were created in April than 
consensus expectations (albeit in part due to a lack of available labour within 
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the leisure sector), the inflation figures were well above 
consensus with a 4.2% increase in the consumer price 
index in the 12 months to the end of April compared to 
an expectation of 3.6%. 

Although we expect the annual inflation figures to 
decline closer to 3% by the end of the year as the 
year-on-year gain in commodity prices moderates, 
closer inspection of the figures demonstrated that 
the April figures weren’t merely due to a base effect 
with month-on-month consumer price growth also 
well ahead of expectations, with the gauge increasing 
0.8% from its level in March. Minutes from the Federal 
Reserve’s monetary policy meeting indicated that 
whilst they acknowledge that they will taper their asset 
purchases at some point, the Committee’s outlook 
for the economy is broadly unchanged and they don’t 
anticipate tightening policy over the near-term. The S&P 
500 gained 0.6% over the month in US Dollar terms. 

Eurozone
Sentiment towards the Eurozone economy improved 
over the month, as the currency bloc’s vaccination 
programme picked up pace and high frequency data 
showed that the region has already started to rebound 
from its contraction over the first quarter. Having 
tapered their Quantitative Easing policies too early 
during previous recoveries, the European Central Bank 
(ECB) seem intent on not repeating the same mistake, 
and committed to maintain their asset purchases at 
their current level despite the improving outlook for 
the economy as they wait for the recovery to become 
fully entrenched before tapering their stimulus. MSCI 
Europe ex-UK gained 2.2% in local currency terms. 

Asia
Aided by a bounce-back in their domestic economy 
and rapid growth in commodity prices, the Chinese 
authorities have moved to slow bank lending growth 
across the economy, particularly to those activities 
which the government view as the most speculative 
such as commodity trading. Having struggled since 
their most recent peak in March, Chinese stocks had a 
stronger month with MSCI China H gaining 4% in local 
currency terms. 

Japanese stocks have lagged many of their developed 
market peers this year, as the delayed vaccine rollout, 
and COVID flare-ups, have tempered optimism towards 
both domestic assets and the Yen, the latter of which 
has fallen 6% against the US Dollar year-to-date. 
Although Japanese equity market returns have lagged 
so far this year, it is notable that the improvement in 
corporate governance within the country is continuing 
apace. The most recent example of this came towards 
the end of the month, with security firm Secom 
Joshinetsu being bought by their parent company, 
Secom, at a c.66% premium to its undisturbed 
share price as the latter attempted to clean up their 
corporate structure. We believe that Joshinetsu, which 
is one of the largest holdings in our favoured Japanese 
equity fund, Polar Japan Value, is one of many over-
capitalised, lowly valued Japanese companies that are 
ripe for corporate activity, which in turn could help 
drive share prices up. MSCI Japan gained 1.6% in local 
currency terms.
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