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1Q21 Highlights
• Additional fiscal stimulus, an accommodating Fed and accelerating vaccine availability
underpin another strong quarter for stocks
• Economically sensitive stocks lead the market, continuing the shift that began last fall
• Longer term interest rates rise significantly, reflecting higher economic growth expectations
• Bonds have a difficult quarter given the rise in yields
The table below summarizes the performance of some key indices during the first quarter:
Market Performance
Index

% Ch. 1Q21

S&P 500

6.2

MSCI All Country World ex US

3.5

MSCI Dev. Mkts. (ex US)

3.5

MSCI Emerging Markets

2.3

US Aggregate Bond
Liquid High Yield
Source: Morningstar, iShares

-3.4
0.7

Equities. U.S. stocks registered their fourth straight quarter of gains, with the large-company S&P
500 index returning 6.2%. For perspective on the market’s outsized moves in response to the
pandemic’s impact on the economy, we note that: a) the S&P 500 had its fastest ever 30%-plus
decline between February 22 and March 23, 2020(1), and b) the 77% one-year return from the
March 23 low marked only the fifth time the market has gained 75% or more in a one-year
period(2). The last time the market saw gains or losses of such speed and magnitude was during
the 1930s.
The first quarter saw a continuation of fourth quarter trends, with value stocks outperforming
growth and small outperforming large. For the quarter, the Russell 1000 Value index returned
11.3% compared with 0.9% for the comparable growth index. The Russell 2000 index of small
company stocks returned 12.7%, although at its March 15 peak it had been up nearly 20% (an
indication of volatility throughout the quarter).
The biggest gainer among the indices we track was the Russell 2000 Value index, which returned
21.2% for the quarter. We view this index as a proxy for lower-quality U.S. stocks, given the
predominance of small, economically sensitive, often leveraged companies within the index.
Generalizing, the first-quarter’s best performers were among those that had been hardest hit
during the first half 2020 downturn. International stocks trailed the U.S., likely due to continuing
Covid-19 impacts on European economies and less fiscal stimulus than being provided in the
U.S.
Fixed income. While still low by historical standards, 10-year treasury yields rose significantly
during the quarter, from 0.92% at year-end 2020 to 1.75% on March 31. The prospect of an
improving economy, the most recent stimulus package and the potential for an infrastructure bill
all likely contributed to the increase in longer term rates. Two-year treasury yields increased only
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modestly, from 0.12% to 0.16%, reflecting the Fed’s continued commitment to keeping rates low
in the portion of the treasury market they can most closely control.
With the increase in rates, investment grade bonds as measured by the Barclays U.S. Aggregate
Bond index had a poor quarter with a -3.4% return. Longer dated bonds did significantly worse,
with the iShares 20+ Year Treasury Bond index returning -15.1%. High yield bonds eked out a
small positive return due to higher coupons and a narrowing of the spread to Treasuries.
Market sectors. Energy was by far the best performing sector during the quarter with a gain of
32%. Financials and industrial stocks were the second and third strongest groups with gains of
16% and 11%, respectively. After a very tough first half of 2020, each of these sectors began
rebounding during the fourth quarter in advance of the economy’s likely improvement. This trend
continued during the first quarter.
For the first time we can remember, technology was the quarter’s worst performer. Healthcare
and consumer staples companies were the second and third worst sectors. The quarter’s gain for
each of the three groups ranged from 1% to 3%. To us, the common factor for these three sectors
is that each contains businesses that benefitted from or were able to get through the worst of the
Covid-19 downturn relatively unscathed. The businesses of the companies in these sectors
generally are more stable and less sensitive to economic downturns than those of the quarter’s
best performing groups.
Portfolio Positioning
For many clients owning fixed income we added modestly to a high yield bond mutual fund that
we’d begun purchasing late in 2020. We believe that high yield should do relatively well in an
environment with significant fiscal and monetary stimulus even though the spread between high
yield and investment grade rates is low. For a number of equity-only clients we purchased a
position in an industrials sector index exchange traded fund (ETF) in early February. Similar to
the financials ETF purchased last October, the industrials ETF was bought to gain additional
exposure to economically sensitive stocks in advance of what we believe will be a period of
strong economic growth through the remainder of 2021.
Near-term outlook. The S&P 500 is currently trading at 21.5x the average of 2021/22 consensus
earnings estimates ($188.50, estimates provided by Yardeni Research). This multiple is high by
historical standards but may be justified by all the recent fiscal stimulus and the Fed’s
commitment to keeping rates low. Our guess is the market doesn’t have a lot of near-term upside
from current levels. Of course, in January we predicted a flat market for all of 2021 – so far not
terribly on target. We don’t put a lot “stock” in our or other investors’ near-term market projections.
Having said that, we believe it’s important to be right on whether the recent significant
outperformance of cyclical/value stocks is the start of a long-term trend or just a typical bounce
that often occurs at the start of an economic recovery. Given the breadth of pandemic induced
lockdowns last spring, we believe we’re currently in the midst of the strongest year over year
economic and earnings growth that we’ll see this cycle. In our opinion, cyclical stocks have
moved up over the past six or so months in anticipation of this growth and, at current levels,
already in many cases reflect a very substantial recovery.
We believe that by this summer the market will begin considering slower growth rates for the fall
and certainly much slower growth for 2022 (both against tougher comparisons with the economy
having begun reopening last summer, albeit in fits and starts). We’re anticipating that as the
market discounts this slower growth, there will be at least a partial rotation back to higher quality
stocks.
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(1) CNBC, March 23, 2020
(2) MFS Strategist’s Corner, March 2021
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Investment advisory services are offered through Dann Asset Advisors, LLC, an SEC registered investment advisor
notice filed in New York.
This communication should not be construed as investment advice; it is intended to provide information
regarding our opinion of general market conditions and thoughts regarding the types of securities
bought, sold or held in certain accounts managed by Dann Asset Advisors, LLC. The information contained herein is
not an offer to sell or a solicitation of an offer to buy the securities, products or services mentioned, and no offers or
sales will be made in jurisdictions in which the offer or sale of these securities, products or services is not qualified or
otherwise exempt from regulation.
The information contained in this report is for informational purposes only and should not be considered a
recommendation, blanket or otherwise, to purchase any specific stock, index or equity-based product, or to utilize
any specific stock selection strategy.
Nothing in this communication should be construed as a solicitation of or an offer to provide investment advice. This
communication is for information purposes only and does not constitute an offer to sell or a solicitation of an offer to
buy any securities and may not be used or relied upon in connection with any offer or sale of securities. The
information and data contained herein have been obtained from sources that we believe to be reliable but in no way
are warranted by us as to accuracy or completeness. All information and ideas should be discussed in detail with
your individual advisor prior to implementation. Investing involves risk, including the potential loss of principal.
This communication should not be construed by any existing or prospective client as a guarantee that they will
experience a certain level of results if they engage or continue to engage Dann Asset Advisors, LLC’s services.
All content herein is for information purposes only. It is not intended to provide any tax or legal advice or provide the
basis for any financial decisions.
Indices. Market indices are not subject to charges such as investment advisory fees or other expenses of the type
typically charged by investment companies, and are not available for direct investment. The Standard and Poor’s
500 is an unmanaged, capitalization weighted benchmark that represents major U.S. industry sectors and tracks
broad-based changes in the U.S. stock market. S&P 500 total returns include reinvested dividends.
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