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2021 began with much hope and optimism.  A $1.9 trillion stimulus

package helped to stoke the excitement that investors felt about the

rollout of a Covid-19 vaccine and a resulting economic recovery.  

The stimulus bill also padded the accounts of an army of retail investors

banning together to disrupt hedge fund managers and the

‘establishment’ by taking positions in stocks such as GameStop (GME)

that were popular ‘short’ positions with some big names in the hedge

fund industry.  

An ancillary outcome of this disruption was exposing some of the flaws

deeply rooted in the fintech world and shedding some light on what can

go wrong when you have technology professionals creating platforms in

areas that they don’t fully understand especially the different levels of

embedded risk. 

A LOOK BACK WITH AN
EYE TO THE FUTURE

Q1 2021:



With the vaccine roll-out taking hold and the stimulus

checks in US consumers’ pockets, the expectations for a

blowout in economic growth became the base case

scenario. Along with this came fears of inflation. 

Supply chains have been disrupted, pent-up demand and

savings (for some) after a year of lockdowns and interest

rates still at historically low levels, all seem to point

towards a spike in inflation. 

 

This concern caused interest rates to rise and for US

treasuries to experience the worst sell-off since the 1980s.

That said, it is during times like this when it is a good

reminder that ‘ugly’ bond markets look very different from

‘ugly’ equity markets. Last quarter the overall bond market

was down -3.37%. That is one of the worst quarters since

1981. In 2008 the worst quarter for the US equity market

was down -22.8%. 

This is important to remember when investors grow

concerned that interest rates are going up and fear what is

going to happen to their bond portfolios. While no one

wants negative returns, and certainly not in their bond

portfolio, the risk profiles of the two markets are very

different.

 

  

The Equity Markets
 
Global equity markets, as measured by the MSCI All

Country World Index, were up 4.68% in the first quarter. 

Overall, the US equity markets were up 6.35%. International

developed markets were up 4.04% and emerging markets

were up 2.29% for the quarter.

With the re-opening of the US economy, we saw a

continuation of the rotation out of technology-heavy large

cap growth stocks and into value and small cap stocks in a

big way. Large cap growth stocks in the US were up .94% in

the 1st quarter with large cap value up 11.26%. Even more

extreme was the performance of small cap value up 21.17%

versus small cap growth up 4.88% for the quarter. The US

REIT market also posted a very strong quarter, up 10%.

 

The Fixed Income Markets
 

The Bloomberg Barclays US Aggregate Bond index was

down -3.37% for the 1st quarter. On a relative basis, the

municipal bond market was down only -.35%. Longer-term

(10yr) interest rates rose 81 basis points in the 1st quarter,

closing the quarter at a yield of 1.74%. 

 

A P R I L  2 0 2 1 / Q 1  N E W S L E T T E R



A P R I L  2 0 2 1 / Q 1  N E W S L E T T E R

(Fixed income cont.)

 

The credit markets also posted negative returns in Q1 with

short-term corporates down -.59% and intermediate

corporate bonds declining -2.19%. The high yield bond

markets posted positive returns for the quarter, up .85%.

  

So, what did all of this mean for investors? Depending on

the asset allocation, a diversified portfolio returned

between 1-5% for the quarter.

Looking Ahead
 

As we look forward it appears that the US economy is

roaring back. Corporate earnings have been strong. The

rest of the developed world is lagging a little behind and

emerging markets behind that. 

Investors are feeling optimistic… about a lot of things:

stocks, real estate, cryptocurrency, commodities, etc. The

strength of the recovery is causing concerns about inflation

and asset price bubbles. This will continue to unfold. 

The Federal Reserve and Treasury Secretary Janet Yellen

have both expressed confidence that while we may see a

temporary uptick in inflation in the short-term, they feel

assured that the inflation risks are manageable. 

Investors are torn. On the one hand, it seems that inflation

is the one thing that could throw cold water on this stock

market party. On the other hand, if we have learned

nothing else over the past year is - Don’t Fight the Fed.

 

As always, we would love to hear from you, so feel free to

contact us at any time.

 

 
"The Federal Reserve and Treasury Secretary Janet
Yellen have both expressed confidence that while we
may see a temporary uptick in inflation in the short-

term, they feel assured that the inflation risks are
manageable."
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