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2nd  QUARTER OUTLOOK 

 

The Great Rotation 

The first quarter of 2021 was another good 
one for the bulls. The market averages all 
moved higher and the economic outlook for 
the coming year was becoming more and 
more favorable. The great reopening of 
economies around the world and the massive 
amount of stimulus provided by fiscal policies 
here in the U. S. began to create a mindset 
that, for at least in the short run, an economic 
boom is likely descending upon us.  

 

 

 

But this most recent move higher for the 
market averages has a different look to it 
than rallies we have seen since the financial 
crisis over a decade ago. This move is 
happening at the same time interest rates on 
the longer end of the yield curve are rising. 
Many market pundits feared that any 
dramatic move higher in interest rates would 
create a strong headwind for stocks. Now, 
you may not feel like a move from .50% to 
1.70% on a 10 Year Treasury Note is all that 
dramatic, as historically it still represents 
incredibly low interest rates. But the speed 
and scope of the percentage move was 
dramatic for those who navigate the fixed 

income world. We will talk more about the 
move in interest rates in just a minute. 

 

As mentioned, the move in the market 
averages in the first quarter had a different 
color palette to it than ones we have seen in 
the recent past. Not only did it happen while 
interest rates were rising, but a whole new 
batch of stocks led the way during the first 
quarter’s rise in share prices. Instead, of the 
very well-known large cap growth, mainly 
tech oriented, names like Apple, Google, 
Facebook, Microsoft and Amazon, the 
leaders of the pack in the first quarter were 
the often forgotten and left behind Banks, 
Energy, and Industrial companies. The 
common thread in this rotation is that these 
newfound winners are commonly referred to 
as Value stocks. You remember Value stocks. 
Any portfolio manager worth their salt, while 
designing a portfolio, will include both 
Growth and Value stocks. Now, for about a 
decade the portfolio manager could not 
really explain why Value stocks were 
included. Growth stocks carried the water for 
the market averages and the big Growth 
names mentioned above accounted for a 
majority of the move in the S&P 500 for years. 
Nevertheless, Value stocks were always 
represented graciously in a well-designed 
portfolio.  

 

“…for at least in the short run, an economic boom is likely 
descending upon us.” 
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But remember that move up in interest rates 
we mentioned? Well, you see, Growth stocks 
are supposed to suffer from a rise in interest 
rates. Never mind that the rise in rates is 
mainly attributed to the rebounding of the 
economy thus generating a “normalization” 
of rates. I suppose that the cost of capital 
rising should be a detriment to Large Cap 
Growth companies, though I do not know 
how much money these behemoths really 
have to borrow. Anyway, the narrative goes 
that interest rates rising is bad for Growth 
companies, thus a rotation out of some of 
these Growth names into areas that had not 
been “exploited” yet. Enter Value stocks. 
With the economy about to boom in the 
second half of 2021, and rising interest rates 
forcing Large Cap Growth names to become a 
source of investment capital, Value sectors 
like Banks, Energy and Industrials saw 
investment dollars move their way.  

 

 

 

Massive Spending and Interest Rates 

As mentioned, interest rates have been 
rising, at least on the longer end of the yield 
curve. Remember, we have talked about the 
potential of a rise in interest rates for years 
(ok, we might have been a little early here 
and there), and we always said that rates can 
rise for good reasons or that they can rise for 
reasons that are not particularly good.  A 
booming economy that might cause some 
short-term scarcity (inflation) would certainly 
be an acceptable scenario for rising rates. 
Now, of course we do not want those 
inflationary pressures to become too 
prevalent, but the Federal Reserve has been 
trying to stoke some inflation since the Great 
Financial Crisis.  

 

On the other hand, a rise in interest rates can 
also be accompanied, by or even caused by 
concerns that spending has gotten out of 
hand and confidence that the borrower (in 
this case the U. S. Government) can pay off 
their loans is waning. The huge “Covid-19” 
stimulus bill that we just saw passed in the 
first quarter of 2021 is likely to be followed by 
another huge infrastructure bill in the second 
half of 2021. Concerns that we just might be 
spending a little too much money could also 
be part of the rise on the longer end of the 
yield curve.  

 

Remember, the Fed continues to maintain a 
very accommodative position with regards to 
monetary policy. It is unlikely, despite the 
robust economic progress we are seeing, that 
the Fed will move off its zero-interest rate 
policy any time soon. But, if economic activity 
develops as predicted, the Fed might be 
forced to abandon its dovish stance 
somewhat sooner than they have 
anticipated. Regardless, the fixed income 
market is left to sort through various cross 
currents as we enter the second quarter. If 
economic activity develops as predicted, then 
rates could move higher on the longer end of 
the yield curve. Whether it will be seen as 
moving higher for the right reasons or for the 
wrong reasons will be for the Fed and market 
participants to determine.  

Growth vs Value 

More about the rotation from Growth to 
Value.  As mentioned, investors have become 
so used to the Large Cap Growth names being 
the major contributors to market advances in 
recent years, seeing a rotation out of those 
names and into “boring” old Value stocks is 
something that newer market participants 
have never seen.  

“A booming economy that might cause some short-term 
scarcity (inflation) would certainly be an acceptable scenario 
for rising rates.” 



Independent Investment Management designed to protect and grow your wealth. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

When is the last time we saw a bank stock 
double in three to six months? How about an 
industrial name, or even God forbid, an 
energy name go up 50% in that same short 
time period? We certainly saw those Value 
stocks linger during rallies and unfortunately 
participate during market downturns. But 
after those downturns, the big Growth names 
always seemed to recover nicely and move to 
new highs, while Value names floundered in 
even lower trading ranges. 

 

Well, at least for now, things have changed. 
With the great reopening of the economy, 
economically sensitive stocks have become 
more attractive. Apple, Facebook and 
Amazon thrived during difficult times and are 
amazing companies, but now stocks that 
benefit from an economy that is likely to 
boom are more desired. We always talk 
about how stocks anticipate economic 
activity six to twelve months out, and at the 
moment the markets are telling us, not only 
directionally but by way of what stocks are 
moving higher, that the economy is set to do 
very nicely in the second half of 2021 and 
perhaps beyond. It is not surprising that 
industrial companies would benefit from the 
belief that a massive infrastructure bill will be 
passed this year. It is not surprising that banks 
would benefit from economic activity picking 
up. Finally, it is certainly not surprising that 
energy companies would benefit from the 
great reopening where folks will drive, cruise 
and fly around the world. It has been a long 
time coming, but Value stocks have finally 
become popular again. Of course, all this is 
predicated on an economic upturn in the 
second half of 2021 and beyond. Should such 
an upturn not materialize, it could be a much 
different story for all these Value names as 
well as the market in general in the coming 
months.  

Silly Season 

I guess we must talk, at least briefly, about 
some of the silliness we saw in the first 
quarter of 2021. Of course, I am referring to 
the GameStop saga and the rise and fall of 
internet day trading. Chat rooms and day 
trading on the internet isn’t exactly new. It 
has been around for more than a couple of 
decades now since the birth of the internet. 
In & of itself trading by individuals on the 
internet after “consulting” friends is fine, and 
I might say even healthy for markets. The 
more participation the better as far as I’m 
concerned. What becomes problematic is 
that many, if not most of these newer market 
participants, tend to arrive to the party a little 
late. We will not delve into the particulars of 
the GameStop short squeeze or even the 
mechanics of how it occurred. Let’s just say 
that it is best to proceed with caution when 
these instances occur and never involve 
money you cannot afford to lose. 

The bigger concern is on the institutional side 
of the equation where leverage and extreme 
risk are being applied. Seeing Hedge Funds 
“blow up” can be disconcerting, not only to 
the investors in the fund, but to the markets 
in general. In recent months we have seen a 
couple of instances of such blowups and 
though they did not seem to have affected 
the overall markets, it is only a matter of time 
before we see another Long-Term Capital 
Management issue like we did in the late 
nineties. Contagion from such recklessness is 
a concern. It would be nice if regulators could 
sniff out bad actors before they implode, but 
that is likely way too much to ask. As long as 
money is cheap and there is plenty of it, there 
will be fund managers that will attempt to use 
excessive leverage to beat the market.  
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Finally 

The first quarter of 2021 was another good 
one for stocks. Value names led the way this 
time with huge double-digit gains while the 
familiar Growth names mostly treaded water. 
Rotation is often necessary to keep a bull 
market in motion and we certainly saw 
massive rotation in the first quarter. Interest 
rates have begun to rise, and though the 
markets have absorbed the “shock” of higher 
rates so far, the longer end of the yield curve 
bears watching. The economy looks poised to 
have a robust second half of the year, but we 
still have to keep an eye on the Covid-19 
situation just in case there are any additional 
potholes in that road.  

 

From an investor’s standpoint, what this past 
twelve months has once again illustrated is 
that patience, diligence and sticking to one’s 
financial game plan is always the most 
prudent action to take. Those who did not let 
emotions take over a year ago were 
rewarded. And as we always say, having a 
good plan in place helps keep emotions in 
check.   

 

As always, we appreciate that you entrust us 
to manage your money and guide you on your 
road to financial success. We strive to keep 
you informed and to provide you with the 
best service in the industry. We know it has 
been a difficult twelve months for many. 
Hopefully, we have been a comfort to you 
during these Covid-19 times. Again, do not 
hesitate to contact us with any thoughts or 
questions. If you feel that we can help 

someone you know and love, we would be 
happy to try to help them find their path to 
financial success. Continue to stay safe and 
hopefully we will be back to “normal” soon.  

 

“With the great reopening of the economy, economically 
sensitive stocks have become more attractive.” 


