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The 1st quarter started with somewhat of a bleak outlook 
as political unrest resulted in a storming of the nation’s 
capitol while the virus was still spreading and vaccinations 
were in the infant stages of being rolled out. With the 
surprise results in Georgia’s runoff elections in January, the 
Democrats gained control of the Senate and President Biden’s 
agenda of massive government spending suddenly became 
a realistic possibility for the Democrats. By the end of the 
quarter another massive pandemic aid spending package was 
passed and the impact of the funds being distributed to the 
consumer was just starting to kick in.

January saw a boost to economic growth from the $900 
billion aid package that was passed at the end of 2020. 
The Treasury distributed a total of $143 billion between the 
financial aid checks and tax refunds. The result was a strong 
pickup in economic activity as consumers spent at least part 
of the aid checks. This was evident as retail sales rose 7.6% 
on a month-over-month basis. The Atlanta Federal Reserve’s 
“close to real time” GDP model (GDPNow) forecast 1st quarter 
GDP growth to be close to a 10% annualized rate.

February brought an additional $58 billion of funds 
distributed to the consumers. Unfortunately, Mother 
Nature got in the way of the party that was starting for 
economic growth. With much of the country hit with harsh 
winter weather, economic growth was negatively impacted. 
Needless to say, harsh winter weather wreaked havoc on road 
conditions and transportation of goods. Not many people 
were inspired to brave the weather to obtain services that 
they may have wanted (i.e. medical, hair salons, gyms, financial 
services, etc.). This resulted in downward revisions to GDP 
growth forecasts. The good news was that the political drama 
was mostly behind us and the distribution of vaccines had 
worked out most of the kinks and was accelerating.

To steal the basketball phrase, March Madness arrived for 
the economy in March and plenty of celebration has been 
occurring among some economists and the media. Vaccination 
rates continued to accelerate to the point that President 
Biden’s goal of 100 million vaccines within the first 100 days 
of office had been met six weeks early. This resulted in states 
beginning to lift more restrictions on businesses, with some 
states moving to completely eliminate the restrictions.  Fiscal 
policy also shifted into high gear as Congress passed a $1.9 
trillion pandemic aid spending bill. To give perspective, $1.2 
trillion of this spending bill will be distributed by the end of 
September. Consumers will receive $710 billion of those 
funds and $422 billion of that $710 billion was distributed to 
consumers in March. From an economic perspective, those 
funds were distributed throughout March so the full impact 
will not be seen until the 2nd quarter. Even still, the Atlanta 
Federal Reserve’s GDPNow model is currently forecasting 
6% annualized growth of GDP in the 1st quarter. If that 
proves correct, it will be the strongest 1st quarter of 
economic growth since the Reagan administration.

Even though hope is on the rise, this remains an 
economy that is not experiencing homogenous benefits. 
Many businesses have thrived, especially if they could pivot to 
a “work from home” environment, but many other businesses 
have closed their doors due to the economic restrictions. 
Progress is clearly occurring, but that does not mean that the 
hard work is over. It is important to celebrate the progress but 
remain focused on the ultimate goal — achieving herd immunity 
against the virus to allow a full reopening of the economy and 
recovering the jobs lost during the pandemic crisis.
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Alternative Strategies
Matt Clarke, CIMA, VP, Senior Client Portfolio Manager

With vaccination rates increasing throughout the quarter 
and some countries and states lifting more restrictions, 
global stock markets produced another quarter of stellar 
results. US stock markets remained the leader with the Russell 
3000 Index generating a total return of +6.35% compared to 
the MSCI EAFE Index at +4.68%. There was a shift in leadership 
in the US stock markets. Large “work from home” growth 
oriented companies led the way in 2020, but that changed in 
the 1st quarter. As the vaccination rate accelerated and states 
started to lift more restrictions, companies that would benefit 
the most from an economic reopening led the way. Smaller 
companies were the leader in the 1st quarter. This can be 
seen in the performance of the small cap index (Russell 2000 
Index) up 12.7% compared to the S&P 500 Index at +6.17%. 
The rotation out of the growth oriented companies and into 
the value oriented companies was evident in the quarter as the 
S&P 500 Value Index total return was +10.76% compared to the 
S&P 500 Growth Index at +2.11%.

Bond prices fell as investors worried about the amount 
of new debt being issued and potential inflation risk. 
The Bloomberg-Barclays Global Aggregate Bond Index total 
return was -4.46%. The US version of the index fared slightly 
better as its total returns was -3.37%. Longer maturities suffered 
more than intermediate and shorter maturities. The total return 
of the Bloomberg-Barclays Intermediate Aggregate Bond 
Index generated was -1.61% and the 3 month US Treasury Bill 
Index total return was +0.02%. 

The risk management strategies we use to protect against 
inflation performed strongly as evidenced by the following total 
returns for the quarter. Real estate: +8.32%, Commodities: +6.77%, 
Short-term US TIPS: +1.40% and Global Infrastructure: +1.28%.

The risk management strategies that we use to dampen 
volatility generated total returns that were between stock 
market and bond market results. Market Neutral: +7.67%, 
Hedged Equity: +3.23%, Managed Futures: +2.96% and Global 
Macro was unchanged.
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Domestic Equities
Gayle Sprute, Senior Portfolio Manager

Fixed Income
Brian Brill, CFA, Senior Portfolio Manager

The year got off to an impressive start, with notable 1st 
quarter gains posted by the major domestic indices. The 
best performer was the small cap laden Russell 2000, which 
gained 12.7%. Although leading the market in 2020, the 
technology-oriented Nasdaq Composite was the laggard 
during the quarter, up a modest 2.9%, as investors took profits 
in growth oriented stocks and rotated into cyclical and value 
stocks that might benefit from an economic recovery.

The path of least resistance remained higher for stocks during 
the quarter. Hope was high that an economic rebound could 
be in the making, fueled by the continued COVID-19 vaccine 
rollout, declining new virus cases, and prospective economic 
re-openings. A tailwind also remained in place from 
significant monetary stimulus by the Federal Reserve (Fed) 
and fiscal aid from Congress. Equity investors continued to 
view this as a message that support would be provided as a 
bridge across the COVID-19 canyon.

At the sector level, last year’s laggard was the 1st quarter 
leader. During 2020, energy companies suffered from 
declining energy demand (and crude oil prices) as economies 
were closed by states and countries in an effort to mitigate the 
spread of COVID-19. As economic re-openings have started to 
take shape, demand has improved, as have crude prices. This 
helped energy capture sector leadership during the quarter, 
with an impressive gain of 30.8%. The second best performer 
was financial services, up 15.9%, owed in part to the sharp rise 
in bond yields throughout the quarter. The two sector laggards 
were consumer staples, up 1.2%, and information technology, 
up 2.0%.

Going into the 2nd quarter, investor sentiment remains upbeat 
on hope that economic activity and corporate earnings will 
improve significantly. Of note, analysts currently expect 
the S&P 500 group of companies to deliver an earnings 
increase of 24% year/year during the upcoming 1st 
quarter earnings season. Prospects of additional fiscal aid 
also continue to bolster psychology. Potential issues that could 
challenge the market’s rich price/earnings valuation of 21.9X 
include: inflation, tax increases, meaningful increases in bond 
yields, a virus resurgence, and sooner than expected monetary 
policy changes from the Fed.

Amongst a devastating COVID-19 wave gripping the country 
at the beginning of the year, a roaring reflation and recovery 
theme took hold of the Fixed Income market in the 1st quarter. 
This propelled some Treasury bond returns to their worst 
quarterly performance since 1980.

The seeds for change were planted on January 5th as the Georgia 
senatorial elections produced a win for the two Democrats 
thus giving effective control of the Senate to the Democrats. 
This change in control was the catalyst that allowed the fiscal 
stimulus package being debated to increase in size from $500 
–$900 billion to $1.9 trillion.

Also in the quarter, the vaccination effort in the US began to 
ramp up. It was not long before the US went from one of the 
worst countries vaccinating its citizens to one of the best. 

While stimulus and vaccination efforts were progressing, the 
Federal Reserve reiterated that it would not be raising short-
term interest rates anytime soon, as long as employment 
remains well below pre-pandemic levels, and that it was not 
concerned about the rising inflationary fears. This is a big 
departure from past Federal Reserve regimes that would have 
preemptively raised rates in anticipation of rising inflation.

The combination of progress on the vaccination front, large 
fiscal stimulus, and a Federal Reserve committed to keeping 
short-term interest rates at ultra-low levels led investors to 
believe that the US would experience rapid economic recovery 
and increasing inflation.

As a result, Treasury yields rose dramatically for long-term 
maturities. With the Fed in control of shorter maturities, these 
rates hardly moved. The rise in long-term interest rates was 
mostly attributable to rising inflation expectations. This rise in 
long-term rates was dramatic, leading to negative year-to-date 
returns of greater than 10%.

As we enter the 2nd quarter, the bulk of the fiscal stimulus still 
has not been felt. Additionally, huge infrastructure spending 
could be in the works with higher taxes to pay for it. The big wild 
card remains COVID-19 and the vaccination effort. The faster we 
get improvement, the better the chance that long-term yields 
will continue to rise. If this is the case, eventually the Fed will 
have to tighten monetary policy. Based on Fed guidance, they 
may wait to do this until a recovery is well underway.
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International Review
Derrick Wilson, Portfolio Manager

Global equity markets carried the momentum from a strong 
4th quarter into the New Year as major equity indices finished 
the 1st quarter with positive returns. Developed international 
markets gained more than emerging markets, but lagged 
domestic returns. 

Optimism ensued as vaccines continued to be rolled out and 
populations receiving shots increased. What was apparent, 
however, was the divide between the US and Europe in terms 
of vaccination programs. At quarter end, Bloomberg data 
showed the US had given shots to 23% of its population, 
whereas the European Union had only administered shots 
covering 8% of people. Ahead of both was the UK, which stood 
at 26% of people receiving shots.

With delays in shipments and the lackluster vaccine progress 
across Europe, by quarter-end virus cases were increasing in a 
third wave. This led to new lockdowns in France and Italy with 
both countries shutting down businesses and schools once 
again. Germany extended its current restrictions to be lifted at 
a later date. At this point an economic recovery in Europe 
looks to be a bit more challenged.

Relations between the US and China remain strained. Despite 
what Chinese authorities thought may be a shifting position 
with a leadership change to President Biden, a meeting 
between the two nations in mid-March revealed that a tough 
line on trade persisted. This message may have also been 
indirectly signaled through Biden’s executive order signed in 
late February to review manufacturing and supply chains. 

Global trade has been greatly impacted due to the pandemic. 
At the onset many countries shut their borders which restricted 
or prohibited movement of goods for a period of time. While 
manufacturing fared well, supply chains and access to materials 
or inputs became a challenge, further reducing supply and 
delaying deliveries. Then, unrelated to the virus itself, another 
hit came with the temporary Suez Canal blockage. All of this 
has greatly heightened awareness of how interconnected 
much of the world is and all the underlying logistics that 
makes global trade possible.

Looking ahead, global equity markets should continue their 
moves steadily higher on hopes that life can get a little closer 
to normalcy, spurring economic growth. One factor that 
could dampen foreign equity returns could be a further 
strengthening of the US dollar.
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Additional and expanded information to this newsletter discussion may be 
obtained by contacting your Relationship Manager. We will be happy to 
expand our discussion with you to meet your individual requirements as a 
client of Wealth Management & Advisory Services.

watrust.com/wealth-management
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