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2021 1st Quarter in Review & Outlook 

"Individuals who cannot master their emotions are ill-suited to profit from the investment process." – Benjamin Graham 

Mixed signals, mixed emotions 

Capital markets are sending mixed signals which are giving investors mixed emotions. 

As we begin a new quarter in 2021, there 

are plenty of reasons for enthusiasm one 

year after the pandemic-induced shut 

down of the global economy caused the 

largest, fastest market crash in history. 

Yet, many investors are feeling uneasy. More than 190 million doses of Covid-19 vaccinations have been administered in 

the U.S., and more than 75 million people or almost 23% of the total U.S. population have been fully vaccinated, 

according to the CDC. Although some states are experiencing resurgences in infections, total infections, deaths, and 

hospitalizations nationwide are down 80% from January peaks. Optimism of a return to normal is reflected in the 1st 

quarter broader asset class returns above. The prices of most commodities are up sharply for the year. Interest rates 

rose during the quarter, also reflecting optimism in global economic recovery. However, this rise in yields resulted in 

declines in total returns for fixed income assets as bond prices decline when interest rates rise.  

The rate of U.S. economic recovery has been remarkable considering the depth of the decline due to the pandemic 

shutdown. The initial decline was worse than the Great Depression, but the ultimate year-over-year decline in the U.S. 

economy was only about -3.4% according to Blackrock. Estimates for U.S. economic growth for 2021 are robust with an 

average projection of about 5.7%, Blackrock says.  
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Many investors believe that the stock market has become disconnected from the economy. The sheer magnitude of the 

run up from the March 2020 lows is a driving investor skepticism. It has been an extraordinary run for stocks since the 

short-lived COVID-19 bear market ended in March 2020. The chart above, courtesy of Charles Schwab, shows just how 

unique the past year has been. Schwab looked at every S&P 500 decline of at least 25% from an all-time high since the 

mid-1950s, and then tracked the subsequent rebounds. Needless to say, the stock market’s recovery has been 

exceptionally strong. 

Throughout much of last year, the broader U.S. market 

was led by a select few “Covid winners.” Toward the end 

of last year, the top 5 FAANG stocks (Facebook, Amazon, 

Apple, Netflix, and Google) represented a full 25% of the 

S&P 500 Index. Those companies drove the majority of 

the index performance while the rest remained mired in 

bear market territory. This year the U.S. stock market 

breadth was much healthier as the smallest components 

of the S&P 500 (left) drove the bulk of the returns while 

the largest stocks took a breather. 

Also, “value” stocks massively outperformed “growth” 

stocks during the first quarter. Value stocks are typically defined by companies that are slower growing, have lower 

valuation ratios, higher dividend payouts, and many are in cyclical industries like materials, industrial, energy, and 

financials. Investors were clearly taking profits from sectors and growth stocks that outperformed the last several years 

in favor of economically sensitive sectors that have underperformed. For example, two long-term outperforming, 

growth-oriented ETFs, the Invesco QQQ Trust (QQQ) and 

Technology Select SPDR (XLK), were up just 1.8% and 2.4%, 

respectively, during the quarter while the Russell 1000 Value 

Index was up 11.3%. While the quarter strongly favored value 

stocks, longer term, growth stocks have still handily 

outperformed value stocks worldwide over the longer term 

(right). We believe the rotation from growth to value is a 

portfolio rebalancing phenomenon that was overdue and 

could continue. However, we also believe that growth sectors 

like technology will be drivers of earnings for the foreseeable 

future and are deserving of portfolio over weightings provided 

valuations are reasonable.  

Inflation concerns 

Investors are also raising concerns over the prospects of inflation. During the pandemic, the U.S. government initiated 3 

rounds of fiscal and monetary stimulus packages totaling about $5.3 trillion. In addition, the Federal Reserve Board has 

pledged to maintain an accommodative stance and are committed to not raising the benchmark Federal Funds rate 

through 2023. They have stated a willingness to allow inflation to run above their target rate until the economy reaches 

full employment. The unemployment rate peaked at nearly 15% last April and has fallen to about 6%, which is still about 

http://www.scadvisors.net/


3 | P a g e  I n v e s t o r  I n s i g h t s        1 s t  Q u a r t e r  2 0 2 1  

 

info@scadvisors.net www.scadvisors.net Phone: 760-776-1488 
 

3% higher than its pre-pandemic level. In addition, the Biden administration has proposed a nearly $4 trillion 

infrastructure spending plan.  

Fed watchers are concerned that this level of government borrowing and spending will inevitably drive inflation higher. 

The consensus opinion among our macro research sources is that inflation will be higher in the short term due to supply 

bottlenecks and pent-up demand as economies normalize post-pandemic, but long -term inflation will remain subdued. 

Skeptics point to the rise in commodity prices and crypto currencies like Bitcoin that the market is also signally higher 

inflation is ahead. While most commodity indexes have spiked higher over the last year, they still remain well below 

their 10-year highs.  

Bear market recoveries 

Blackrock has pointed out in its most recent Student of the Market piece that the average bear market decline since 

1950 was -35.6%. The 2020 pandemic decline was -33.6% but it occurred in just a fraction of the time, 23 trading days 

versus 297 on average. The 1-year recovery from the low on March 23rd last year was 77.8%, significantly stronger than 

the average 1-year recovery of 45.8%. The average 3-year recovery after a bear market low is 16%. Given the 1-year 

runup from the most recent bear market low, much of it cash flow driven, we think investors should lower expectations 

for the next two years. 

 

According to Blackrock, Q1 2021 was only the 10th time since 1926 where the first 3 months of the year was positive for 

stocks and negative for bonds. The average returns for the next nine months after similar periods were 9.6% for stocks 

and 3.3% for bonds (below). This bodes well for both stocks and bonds if it holds true this time. 
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Pockets of speculative excess in the current market environment persist. The most recent example is another 

cryptocurrency called Dogecoin whose price has risen 400% in the past week and is now worth $40 billion. This is clearly 

a sign of a bubble in the cryptocurrency market. We don’t believe the stock market is even close to a bubble; however, 

investors are concerned about valuations. Charles Schwab points out that the “Buffett Indicator” is at an all-time high. 

The Buffett Indicator compares the appreciation of stocks to the appreciation of gross domestic product (GDP) and is 

one of Warren Buffett’s favorite valuation metrics. While the indicator is at an all-time high, the expected surge in real 

GDP this year could bring this back down a bit via an increase in the denominator. 

 

 

http://www.scadvisors.net/


5 | P a g e  I n v e s t o r  I n s i g h t s        1 s t  Q u a r t e r  2 0 2 1  

 

info@scadvisors.net www.scadvisors.net Phone: 760-776-1488 
 

We think that the broader U.S. stock market is fairly to slightly overvalued. The Morningstar average price-to-fair value 

ratio on its coverage universe of nearly 1,000 stocks is 1.1, which is slightly overvalued. The average price-to-fair value of 

our Core Equity individual stocks is 0.94, or slightly undervalued. We will continue to rebalance our portfolios as we 

normally do: Trimming stocks we think the market is over paying us for, and buying those that the market is under 

valuing.  

This is our discipline that removes emotion from the investment process. 

Please let us know if you have any questions. 

—Dana L. Crosby, CFA, CFP® 
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IMPORTANT DISCLOSURES: 
Educational use Only. The market update published by SC Capital Advisors (“SC Capital”) is intended to be educational 
in nature and is not intended to be a recommendation for any specific investment product, strategy, plan feature or other 
purposes. Accordingly, it should not be construed by any consumer and/or prospective client as solicitation to effect, or 
attempt to effect transactions in securities or the rendering of personalized investment advice for compensation. 
 
Advertising and Marketing. Communications such as this are not impartial and are provided in connection with 
advertising and marketing. This material is not suggesting a specific course of action or any action at all. Prior to making 
any investment or financial decisions, an investor should seek individualized advice from a personal financial, insurance, 
legal or tax professional that takes into account all of the particular facts and circumstances of an investor's own situation. 
No person associated with SC Capital is a licensed attorney or tax professional and the information contained herein 
should not be considered tax or legal advice. 
 
Links to Third Party Content. This Market Update contains links to articles or other information maintained by unrelated 
third parties. You acknowledge and agree to the following: All such information is provided solely for convenience 
purposes only because we believe that it may provide useful content and all users thereof should be guided accordingly. 
We disclaim any responsibility for the link’s performance or interaction with your computer, its security and privacy policies 
and practices, and any consequences that may result from visiting it. We do not control the content published by the third-
party; we do not guarantee any claims made on it, nor do we endorse its sponsor or any of the content, policies, activities, 
products or services offered by any advertiser on the site. SC Capital assumes no liability for any inaccuracies, errors or 
omissions in or from any data or other information provided by the third party and inclusion or reference by SC Capital to 
any third party link should not be construed by any consumer and/or prospective client as a solicitation to effect, or 
attempt to effect transactions in securities, or the rendering of personalized investment advice for compensation, over the 
Internet. 
 
Important Information regarding Registration. SC Capital Advisors offers Investment advisory and financial planning 
services through Belpointe Asset Management, LLC, 125 Greenwich Avenue, Greenwich, CT 06830 (“Belpointe), an 
investment adviser registered with the Securities and Exchange Commission (“SEC”). Registration with the SEC should 
not be construed to imply that the SEC has approved or endorsed qualifications or the services Belpointe Asset 
Management offers, or that or its personnel possess a particular level of skill, expertise or training. SC Capital Advisors is 
not affiliated with Belpointe Asset Management, LLC. Additional information about Belpointe Asset Management is 
available on the SEC’s website at www.adviserinfo.sec.gov. 
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