
      
    
            
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
             

   
    
 
 
         

 
(Total 
Return)   

Benchmark Indx & 
Category Average* 

1st Q 
2021 

12 
Mos. 

S&P MC 400 Growth 8.56 77.05 
Mid Cap Gr Avg 1.98 77.61 

S&P MC 400 Value 18.43 89.26 
Mid Cap Val Avg 14.90 76.72 

S & P 400 Index 13.47 83.46 
Mid Cap Blnd Avg 9.49 72.62 

   
 

Stock and bond markets parted 
ways as 2021 began to take shape. 
Buoyed by visions of profligate 
post-pandemic spending, the S&P 
500 set record highs while Fixed 
Income investors dug in their 
inflation worried heels.  
 
Equities kept the Q4 2020 
momentum going but not without 
volatility. As the sun set on Q1 ’21 
the S&P 500 had ground out a 
solid 6.2% return.  Mid and Small 
Cap stocks advanced 13.5% and 
12.7%. Once again Foreign markets 
paled with MSCI EAFE up 2.8% 
and Emerging Markets ahead a 
meager 2.3%. 
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Market breadth has expanded 
diminishing index concentration 
among mega-cap Technology names. 
Around 92% of S&P 500 companies 
traded above their 200-day moving 
average at the end of Q1, up from 88% 
at year-end 2020 and 77% at the low in 
early March.  
 
Beneath the surface leadership 
gyrated between Growth and Value - 
which ultimately dominated.  
Divergence between Style categories 
remains startlingly wide.  The S&P 
500 Value Index soared 9% ahead of 
Growth.  Last year’s overachievers 
surrendered altitude some dropping 
double digits. Mid and Small Cap US 
equities displayed similar patterns. 

Selected Benchmark and Category Average Returns 

1st Quarter 
Equity Market Results 

 1st Qtr. 
% Chg. 

12-mo.  
% Chg. 

   

S&P 500 6.17 56.35 
S&P 400 13.47 83.46 

Nasdaq 2.95 73.40 

Russ 2000 12.70 94.85 
MSCI EAFE 2.83 41.60 

MSCI Emg 
Mkt 

2.29 58.39 

 
(Total 
Return)   

Benchmark Indx & 
Category Average* 

1st Q 
2021 

12 
Mos. 

S&P 500 Growth  2.12 59.43 

Large Cap Gr Avg 1.23 64.60 

S&P 500 Value 10.77 50.37 

Large Cap Val Avg 11.37 55.99 

S&P 500 Index 6.17 56.35 

Large Cap Blnd Avg 7.01 57.08 

   

   

 

 
(Total 
Return)   

Benchmark Indx & 
Category Average* 

1st Q 
2021 

12 
Mos. 

Russell 2000 Growth  4.88 90.20 
Small Cap Gr Avg 5.30 95.05 

Russell 2000 Value 21.17 97.05 
Small Cap Val Avg 21.05 98.58 

Russell 2000 12.70 94.85 

Small Cap Blnd Avg 14.49 88.21 

 

Large Cap Equity 

Parting – Not Such Sweet Sorrow 

Mid Cap Equity 

The Russell Small Cap Value Index, 
for example, surged 21.2% 
walloping its Growth counterpart 
by 16.3%.   
 
Value’s allure is evident in forward 
earnings estimates. Factset projects 
2021 earnings growth of 89.8% for 
Industrials, 54.5% for Consumer 
Discretionary and 42.2% for 
Materials sectors compared to 
18.2% for pricier Technology. 
Investors took the bait pouring into 
cyclical stocks expected to thrive 
when economies re-open. Energy, 
Financial and Industrial Sector 
SPDR ETFs felt the love rising 
30.6%, 15.9% and 11.3%. 

Small Cap Equity 

International Equity  

 
(Total 
Return)   

Benchmark Indx & 
Category Average* 

1st Q 
2021 

12 
Mos. 

MSCI EAFE 2.83 41.60 

Intl Equity Avg 3.74 48.69 

 

* Category average calculated using 
Morningstar Direct. Fund universe screened 
to include funds that meet the following 
criteria: 
 

A. M-Star Category consistent with 
designated asset class and 
management style. 

B. M-Star Style Box consistent with 
designated management style. 

C. Fund’s Objective consistent with 
asset class. 

D. Excludes Index Funds.  
 

We have not independently verified 
Morningstar data. 

 



extremely tight, however, and junkies aren’t necessarily 
being compensated adequately for underwriting less 
credit worthy enterprises. 
 
Early 2021 was marred by a pair of massive busts – 
Greensill, a financier in the UK and Archegos Capital 
Management here at home.  Excessive leverage 
collateralized by highly concentrated questionable bets 
unraveled these schemes concocted to deliver “too good 
to be true” returns. The stock market was amazingly 
unfazed by news that the likes of Credit Suisse, 
Goldman and Morgan Stanley were enablers.  The latter 
two dodged major losses by swiftly unloading Archegos’ 
disintegrating picks but others face up to $10 billion in 
losses, including the infamous hedge fund manager 
behind the debacle. 
 
Lessons to be heeded by those of you enticed by the 
potential for jaw dropping rewards through SPACs, day 
trading GameStop, competition proof Tesla and the 
ubiquitous Bitcoin. There is a difference between 
investing and playing games with money. One of the 
most important lessons we have learned is how to 
recognize it. 
 
Back to the boring, traditional news of interest to serious 
investors: extraordinary US growth expectations have 
been inspired by expanding vaccination rates, plentiful 
government spending and ultra-accommodative 
monetary policy. The Fed estimates real GDP growth 
will hit 6.5% in 2021, the strongest annual rate since 
1984. Goldman Sachs pins the economy on an 8% 
trajectory this year, a feat last attained in 1951.  
 
Is this level of optimism justified? Headline data 
indicators say so. Manufacturing PMI jumped to 64.7% 
in March, its 10th consecutive monthly increase and the 
highest reading since December 1983. Services PMI hit 
an all-time high of 63.7%.  The unemployment rate 
dipped to 6.0% in March with payrolls well above 
expectations and virus vulnerable categories like leisure 
and hospitality accounting for around half the gains. A 
broader measure of unemployment known as U6 
(includes underemployed persons) ticked down to 10.7% 
- well below its 22.9% high last spring and closing in on 
its January 2020 low. 
   
The Personal Savings Rate remains elevated at 13.6% 
above the pre-Covid rate of 7% and last seen in June 
1975. Morgan Stanley expects this trend to continue. 
Household debt payments have plummeted to just 9.7% 
of personal income - one of the lowest levels in 40 years. 
Consumer confidence surged in March.  The question 

 
 
 
 
 

 

 
 
 
 
 
 
 
 
 
 

  

 
While equity enthusiasts could not be disheartened by 
variants or surging COVID cases in Michigan and India, 
dejected bond traders drove the US Aggregate Bond 
Index down -3.8%, a move best described by the non-
technical term Ouch!  It was the worst three-month 
decline in the Index since 1994 and the 11th worst overall.  
The 30-year Treasury suffered a loss of -15.6%, the worst 
quarterly result since 1976! Nothing “Risk Free” about 
that! Even so-called safe Investment Grade Corporate 
Bonds dipped -4.7%.  Not what naïve investors expect 
from “Fixed” Income. 
 
The drastic deterioration in debt security prices seems 
excessive when you consider absolute moves. The 10-year 
Treasury yield drifted higher in January before nearly 
doubling through quarter-end – but we are talking about 
a move from .9% to a measly 1.7%!! Still, the rapid 
percentage escalation in market rates punished holders of 
longer duration assets.  
 
At the root of the pandemonium in Fixed Income is the 
concern that inflation is not, in fact, extinct.  Fanning 
fears, the S&P GSCI Commodity Index surged over 13%.  
WTI crude jumped 22.5% and the price of gasoline leapt 
38%, bringing a deluge of US shale wells back online. The 
number of producing rigs is up from a low of 172 but still 
a far cry from the 664 counted by Baker Hughes a year 
ago.  OPEC had resisted the temptation to bring barrels 
off the shelves but plans to start in May.  Prices for 
housing-related commodities including copper (+13.3%) 
and lumber (+15%) multiplied as demand continues to 
outstrip supply.  Consumer product manufacturers are 
passing price increases in scarce ingredients on to 
customers.  Some Covid induced shortages are bound to 
come out in the wash – but bond investors weren’t taking 
chances. 
 
Fed Chairman Powell and his crew are confident they can 
avoid tripping the switch on a period of persistent 
inflation but acknowledge short term pressures. The 10-
year “Breakeven Inflation Rate” spiked up to 2.3% during 
Q1 - hardly a throwback to the 1970’s/early ‘80’s and just 
barely over the Fed’s 2% target - but at its highest point in 
8 years. Chair Powell believes inflation will be transitory 
and structural forces that have kept it at bay tenacious. 
 
In another dichotomy of sorts, the distaste for bonds 
sparked by inflation risk did not discourage demand for 
the junkiest of junk.  Triple-C rated corporates returned 
nearly 4%. According to Barron’s, investors purchased 
$157 billion in junk rated debt during Q1, the highest 
quarterly figure ever.  Default risk took a back seat to 
inflation jitters in the search for yield. Spreads remain 
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remains, will people keep socking money away or 
release a spending tsunami?  
 
Confidence stems, in part, from a deluge of fiscal 
stimulus expected to flood the economy over the 
coming year. The $1.9 trillion COVID Relief package 
includes over $400 billion in stimulus checks, $350 
billion of state and local government aid, $280 billion 
in expanded unemployment benefits and nearly $1 
trillion for odds and ends. Another wave cresting on 
the horizon is a $2.3 trillion infrastructure plan 
followed by a possible third round of spending on 
childcare, healthcare and education.  The whole kit 
and caboodle isn’t likely to make it through Congress, 
but there promises to be an ongoing torrent of 
liquidity that will float some boats (equities) while 
swamping others (longer-term bonds).  
 
Will the dollar pay a price for all the borrowing 
needed to finance Covid recovery? Faced with this 
prospect investors often look to gold as a store of 
wealth, but this time many set their sights on 
cryptocurrencies. Gold dipped -10% in Q1 as Bitcoin 
nearly doubled. Cryptocurrency pitfalls are too 
numerous for this essay (BTW Bitcoin is down -10% 
from April 13th peak at this writing!) but clearly, they 
have not delivered a hedge against volatility in the 
stock market. Just because Elon Musk will now trade 
a Tesla for Bitcoin doesn’t mean it is poised to 
supplant the dollar as the world’s reserve currency. 
We concede, however, that it is here to stay, and we 
will be sharing ideas for prudently dipping your toes 
in weeks to come. 
 
Despite the voracious appetite for US Treasury 
securities, Uncle Sam eventually needs to rev up its 
taxing authority to close the funding gap.  Reversing 
certain provisions of the 2017 tax act aimed at high 
income individuals (uhm – many high earners 
suffered huge tax increases with that bill!) and 
changes affecting taxation of capital gains remain on 
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the table, but Republicans are pushing back hard. 
The emphasis has shifted in the “Made in America 
Tax Plan” to eliminating loopholes that allow 
profitable global companies to avoid US tax, 
ramped up enforcement (including cryptocurrency 
transactions) and credits to incentivize clean 
energy production.  So far, equity markets have 
shrugged off the threat to corporate profits 
perhaps recognizing that taxes are just one of a 
multitude of factors and not enough to shatter faith 
in the power of pent-up demand. 
 
Diverging performance of financial instruments is 
not a bad thing – it is otherwise known as 
diversification.  We held Value stocks during the 
Growth frenzy knowing the trend would someday 
reverse.  We don’t recommend the kinds of Fixed 
Income securities that tank -15% in a quarter but 
settle for a period of rock bottom yields in 
strategies that are primed to benefit from inflation.  
Europe’s path to recovery has been ambushed by 
lock downs and we know many of the Emerging 
Market economies need greater access to vaccines, 
but we know global markets will become healthy 
and need to remain invested to participate in the 
financial celebration that will ensue. 
 
 
 
We are delighted to welcome Robert David to our 
team as Research Director. He comes to us with 
many years of experience as an analyst involved in 
security valuation, manager selection and due 
diligence, asset allocation and market research. He 
served as Director of Investments for a Firm 
providing an institutional platform for other 
independent financial advisors. Robert earned an 
MBA from Loyola University and is an affiliate 
member of the CFA Society of Washington DC 
with plans to sit for level 2 of the rigorous 
Chartered Financial Analyst exam.  


