
EQUITIES FLOURISH AS ECONOMIES REOPEN

European vaccinations increase, but cases surge in India
Europe’s vaccination programme gathered pace after a slow start, 
while the prospects for vaccine supplies also improved. France and 
Italy began to relax restrictions, with risk levels downgraded in several 
regions. Further afield, India was in the grips of a merciless second 
wave, with new daily case numbers surpassing all previous peaks. 
Aid has begun to arrive in India to combat the oxygen and medicine 
shortages in many large hospitals, but the focus has shifted back 
to mass vaccinations, as the country struggles to protect the most 
vulnerable. Covid-19 vaccine rollouts in the US and UK continued, 
with 44% and 51% of their respective populations now having received 
at least one dose. 

US economy booms
In the US, improving unemployment data, consumer sentiment and 
spending surveys continued to point to a robust recovery in the 
world’s largest economy. The US economy grew at an annualised 
pace of 6.4% in the first quarter, with retail sales up 9.8% in March. 
The first-quarter earnings season kicked off and looks set to beat 
expectations and give the highest rate of profit growth for more than a 
decade; more than 90% of S&P 500 constituents are expected to beat 
analyst expectations. President Biden progressed his latest stimulus 
packages, with discussions focusing on funding the programmes. The 
$2.3 trillion American Jobs Plan is designed to invest in the country’s 
infrastructure, while the $1.8 trillion American Families Plan will aim to 
ensure a more equitable society in the post-pandemic world. The plan 
includes proposals to increase corporate, income and capital gain tax 
rates to pay for the proposed spending. 

President Biden passes 100 days in office
On the political front, President Biden addressed a joint session of 
Congress on the eve of his 100th day in office. He stressed the need 
for large federal investment in infrastructure, childcare and education, 
by imposing new taxes on businesses and corporations in a vision 
that reflects an ambition to restore the federal government to the role 
played during the Lyndon B Johnson era. If he succeeds, Biden could 
usher in a new era that fundamentally expands the size and role of the 
federal government, helped by the government’s efforts combating 
the health and economic crises caused by a pandemic. The proposals 
included raising the corporate tax rate from 21% to 28% and reinstating 

Expectations of impressive economic growth turned from forecast to fact in April, as 
economies reopened. Stock markets hit new highs as investors benefited from the significant 
economic recovery from the pandemic. A strong first-quarter earnings season, coupled with 
accommodative policies from central banks, also buoyed stocks. US Treasury yields pared 
gains from recent highs, as investors favoured ‘risk’ assets.
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the top income tax rate for high earners to 39.6%, which caused some 
disquiet in markets.

Central banks’ round-up
Messaging among the major central banks was mixed but relatively 
dovish. The US Federal Reserve was more dovish than expected, and 
Chair Jay Powell signalled that removing support for the US economy 
was a long way off. He reiterated that actual progress, not forecast 
progress, towards both inflation and employment goals was required 
before the Fed would tighten its policy. The European Central Bank 
made no changes to its policy stance at its most recent meeting, 
confirming that purchases via the Pandemic Emergency Purchase 
Programme (PEPP) would continue at the significantly higher pace 
announced at the March meeting. The minutes of the most recent 
meeting, however, highlighted divisions and lack of clarity over the 
ECB’s objectives and future policy, with the Bank due to complete a 
strategy review in the second half of the year. The Bank of England 
did not meet in April, but is expected to remain hawkish at its meeting 
on 6 May. The timing and sequence of the Bank’s exit strategy is 
also likely to be in focus. The Bank of Japan kept its policy settings 
unchanged, expecting slightly stronger growth but weak inflation for 
the foreseeable future. 
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MARKET ROUND-UP
Equities
In April, the MSCI AC World equity index rose +3.8% (+1.9% in euro 
terms). Europe underperformed, rising +2.1% (+2.3% in euro terms), 
as increased restrictions in certain countries weighed on sentiment. 
Japan fell -2.6% (-3.9% in euro terms), as foreign investors became net 
sellers of Japanese stocks due to concerns that Japan’s stricter curbs 
to contain the virus would hamper its economic growth. Emerging 
markets rose +1.6% (+0.1% in euro terms), as sentiment towards 
emerging-market investments improved, given downward moves in 
US Treasury yields. Pacific Basin equities rose +3.2% (+1.8% in euro 
terms), benefiting from ongoing accommodative policy from the US 
central bank and strong commodity prices.  

Bonds 
Eurozone >5-year bonds fell -1.6%, with the German 10-year yield 
rising to -0.20%. The increased pace of the ECB’s Pandemic Emergency 
Purchase Programme purchases supported European bond markets. 
Peripheral spreads widened, with Italian and Spanish 10-year spreads 
rising to 111 basis points (bps) and 68bps, respectively. 

Currencies & commodities
The euro rose against the US dollar to 1.2020, as the Fed quashed 
speculation about reducing its asset-purchase programme, arguing that 
employment was still far too short of desired levels. Commodities rose 
+8.2%, with West Texas Intermediate (WTI) oil rising +7.5% as a rebound 
in the world’s largest economies strengthened demand for metals, food 
and energy. Gold rose +3.3%, as Covid-19 case numbers in some regions 
concerned some investors.

Government bonds
The US 10-year yield fell to a new all-time low of 0.31% in March 2020, 
as the Fed announced more policy easing and the growth outlook 
deteriorated. The current yield is 1.63%, having risen from low levels 
due to the expected increase in bond supply and the improved 
growth backdrop. The potential trading range for the US 10-year yield 
over the next 12 months is seen as being 1.3–2.2%. Our base case is 
that yields will rise modestly from current levels, due to the improving 
growth outlook in 2021, and should be close to 1.80% in 12 months’ 
time. This is still relatively low by historic standards.  

The German 10-year yield is currently -0.20%, compared with the all-
time low of -0.91% in March 2020. The potential trading range over 
the next year is seen as -0.4%–0.3%, with a base case of 0.10% in 12 
months’ time. Again, this assumes that growth recovers in 2021, but 
the ECB maintains its stance of loose policy.

MARKET SNAPSHOT 
Market returns (EUR)

Equity Markets (EUR)
MTD Return 

(%)
YTD Return 

(%)
2020 Return 

(%)

MSCI Ireland -1.45 8.23 5.97

MSCI United Kingdom 1.91 12.67 -17.83

MSCI Europe ex UK 2.28 10.35 2.43

MSCI North America 2.90 13.21 10.64

MSCI Japan -3.85 1.80 5.42

MSCI EM (Emerging Markets) 0.08 6.63 8.89

MSCI AC World 1.94 11.09 7.18

10-Year Yields
Yield Last 

Month (%)
2020 Yield 

(%)
2019 Yield 

(%)

US 1.63 0.91 1.92

Germany -0.20 -0.57 -0.19

UK 0.84 0.20 0.82

Japan 0.10 0.02 -0.02

Ireland 0.18 -0.30 0.11

Italy 0.90 0.54 1.41

Greece 0.99 0.63 1.43

Portugal 0.48 0.03 0.43

Spain 0.48 0.05 0.46

FX Rates Current 2020 Rates 2019 Rates 

US Dollar per Euro 1.20 1.22 1.12

British Pounds per Euro 0.87 0.90 0.85

US Dollar per British Pounds 1.38 1.37 1.33

Commodities (USD)
MTD Return 

(%)
YTD Return 

(%)
2020 Return 

(%)

Oil (WTI) 7.47 31.04 -20.54

Gold (Oz) 3.34 -6.61 24.40

S&P Goldman Sachs  
Commodity Index

8.23 22.90 -23.72

Source: ILIM, Bloomberg. Data is accurate as at 1 May 2021

Source: MSCI. The MSCI information may only be used for your internal use, may not be 
reproduced or redisseminated in any form and may not be used as a basis for or a component of any 
financial instruments or products or indices. None of the MSCI information is intended to constitute 
investment advice or a recommendation to make (or refrain from making) any kind of investment 
decision and may not be relied upon as such. Historical data and analysis should not be taken as an 
indication or guarantee of any future performance, forecast or prediction. The MSCI information 
is provided on an “as is” basis and the user of this information assumes the entire risk of any use 
made of this information. MSCI, each of its affiliates and each other person involved in or related to 
compiling, computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly 
disclaims all warranties (including, without limitation, any warranties of originality, accuracy, 
completeness, timeliness, non-infringement, merchantability and fitness for a particular purpose) 
with respect to this information. Without limiting any of the foregoing, in no event shall any MSCI 
Party have any liability for any direct, indirect, special, incidental, punitive, consequential (including, 
without limitation, lost profits) or any other damages. (www.msci.com)
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THE MONTH AHEAD
Economic data and political events to watch

Economic data releases

4 May Australia balance of trade (March) 
Reserve Bank of Australia interest rate decision  
Canada balance of trade (March) 
US balance of trade (March)

6 May Bank of England interest rate decision 

7 May Germany balance of trade (March) 
US non-farm payrolls (April)

11 May  China inflation rate (year on year, April)

12 May Australia Westpac consumer confidence index 
(May) 
UK balance of trade (March) 
US inflation rate (year on year, April) 
US core inflation rate (year on year, April)

14 May US retail sales (month on month, April)

The outlook for equity markets over the next 12 months depends on several factors, including central bank policy, inflation (both expected 
and realised) and the evolution of the Covid-19 pandemic.  

While equity markets are expensive in absolute terms, they are still attractive in relative terms, given the low yields available on bonds and 
cash. The current low level of bond yields, even allowing for recent rises, justifies higher-than-average valuations in equities. We believe 
global equities can trade on a 12-month forward price-to-earnings (PE) multiple of 18.5–19 times at the end of 2021. With the global 
economy in the initial stages of a new cycle and strong economic and earnings growth forecast over the next two years, upside of at least 
mid-to-high single digits in global equities is expected over the next 12 months.

Potential risks to the positive outlook include unexpected central bank tapering, significant rises in bond yields (which would diminish the 
relative valuation case for equities), or a resurgence in Covid 19 cases combined with vaccines proving to be ineffective in treating new 
variants. We see the probability of these occurring as low. Given elevated valuations, volatility will be a feature of markets if any of these 
issues become a cause for concern over the next 12 months. 
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Source: ILIM, Trading Economics. Data is accurate as at 1 May 2021

Political events

18 May Japan GDP growth rate (quarter on quarter, 
Q1) 

19 May UK inflation rate (year on year, April) 
Canada’s inflation rate (year on year, April)  
US Federal Open Market Committee minutes  

20 May China one-year loan prime rate

21 May UK consumer confidence (May) 
Japan balance of trade (year on year, April) 

22 May Japan inflation rate (year on year, April) 

27 May German consumer confidence (June)

28 May US personal spending (month on month, April)

31 May China manufacturing PMI (May) 
Japan consumer confidence (May)  

Scottish parliamentary elections, India state elections, and Biden’s infrastructure spending plan 
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