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Amplia Monthly Investment Letter 

Progress in March across the board 

March went into statistics books as a positive month, with most 
indices recovering from the February growth-stock sell-off and 
recording a clear gain. A few individual sectors took hit though, 
perhaps most prominently the Chinese ADR’s. Here notable 
names, especially from the tech sector, declined in the wake of 
new auditing requirements from the SEC and resurfaced sabre-
rattling between the US and China. 

We salute you, first quarter earnings 

Although March made up for most of the February sell-off, 
more is needed to take the “next leg” up. There is kind of a 
waiting mood, with all eyes set on the first quarter earnings 
season. This earnings season will be particularly interesting, as 
companies will comment on their near-term outlook where a 
lot of question marks are in the air, from resilience of supply 
chains to end-demand. We would expect the earnings growth 
to continue robust, thereby supporting the valuations and 
paving way for further price gains. 

Inflation and interest rates still not an issue 

We explained at length in the previous issue of this letter why 
we do not consider rising interest rates and inflation a problem 
for markets for the moment. Nothing has changed our 
conclusion since then, and we continue to consider both 
phenomena a “wingman” of a normal bull market.  

Indeed, assuming President Jimmy Carter’s nomination of Paul 
Volcker as the head of the Federal Reserve in August 1979 
symbols the start of political independence of the central bank, 
the data since 1980 speak a clear language. In the chart below, 
we have plotted S&P 500 (on the right-hand axis) against the 
10-year constant maturity Treasury bond yield as well as US 
consumer price inflation (both on the left-hand axis, with 10-
year Treasury yield in blue and inflation in orange). All data are 
based on monthly observations. 

There have been 12 periods of various tenors when the 
benchmark interest rate has risen more than one percentage 
point (marked as amber columns). Of those periods, the stock 
market gained in eight and lost in four, with the average gain 
being 14.42% (calculated as the simple average of the 
individual 12 periodic returns). Also, inflation picked up nine 
times and dropped only three times during these bouts. 

 

Hence, we allow ourselves the following conclusions: 

1) Long-term interest rates may rise without necessarily 
jeopardising the young bull market as long as the rates rise for 
the right reasons. 

2) The absolute level of long-term interest rates has been 
practically irrelevant: stocks have historically climbed with 10-
year yields below 1% and above 15%. We find predictions of 
stock markets entering a correction if a certain, psychological, 
interest rate level is reached (such as 2.5%) imprudent. 

3) The rise in short-term rates could have potentially different 
repercussions and would thus require a separate study. 
However, in the current situation short-term rates are even a 
lesser worry because the Fed has repeatedly pledged to keep 
them unchanged until the end of 2023 at the very least. 

4) Stocks offer a reasonably good inflation hedge. Of the nine 
periods of rising long-term interest rates and simultaneously 
rising inflation, equities rose in six, with an average return of 
16.22%.  

What if there were inflation? 

Assuming the investor completely ignored the previous 
analysis of rising interest rates and focused only on inflation. 
The same period (1980 – present) contains 14 periods of 
consumer price inflation rising by at least one percentage point 
from low to peak. Of these, the first inflationary period when 
stock market sectors existed began in April 1998, and the 
results since then are summarised below.  

 

The same pattern appears as when examining periods of rising 
interest rates. Even though the results are not annualised and 
thus do not say anything about the relative performance of 
equities compared to other asset classes, nine out of 11 sectors 
exhibit positive performance during times of rising inflation. 
Hence, we again find us wondering why inflation causes so 
much headache amongst the investor community. 

An equally interesting observation is that the traditionally 
inflation-resistant sectors of real estate and materials seem to 
have met their winners. Communication services, the youngest 
of the sectors, contains a lot of e-commerce heavyweights (such 
as Facebook, Alphabet) and subscription-economy companies 
(Walt Disney, Netflix, Discovery). Contrary to the common 
belief, it looks as if consumers did not really cancel their 
streaming subscription when its monthly fee is raised by a 
dime or a quarter. In a similar fashion, the strong brands of the 
consumer discretionary sector, such as Amazon, Tesla, Nike, 
McDonalds or Starbucks, seem to be able to pass on higher 
production costs to end-prices well. We are inclined to 
interpret this as another sign of the power of brands. 

Sector Average return
Communication Services 30.3%
Consumer Discretionary 30.1%
Real Estate 24.0%
Materials 15.6%
Health care 12.0%
Financials 10.7%
Consumer Staples 10.2%
Utilities 10.0%
Energy 8.8%
Industrials -7.7%
Information Technology -21.3%
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Our current asset allocation 

We keep our equity overweight unchanged, without any major 
switches before the earnings season around the corner. The 
growth stocks (especially green energy and electric vehicles) 
still seem a bit oversold. Of emerging market equities, Chinese 
ones call for extra cautiousness. Whilst Chinese mainland 
stocks look attractive for now, the ADR delisting question will 
weigh on the big names until resolved. Globally, the recovery 
within the most corona-plagued sector, travel & leisure, has 
been uneven at best and therefore one can find value in it by 
traditional stock picking.  

As to bonds, mid-to long-term USD-denominated bonds remain 
attractive following the recent rise of the long-term rates. With 
euro denominated risk-free yields remaining negative, the 
investor can only find value by giving up on other aspects, be it 
credit, liquidity, interest rate or other risk.  Thus, we continue 
underweighting credit in euro terms and favour other asset 
classes in more conservative portfolios. 

On 1st April 2021, 

with kind regards 

Juho Kivioja 


