
Strong economic recovery continues
A decrease in COVID-19 infections, increase in vaccine 
distributions, solid fourth-quarter earnings reports 
and additional anticipated stimulus and infrastructure 
spending helped drive optimism in the first quarter of a 
strong U.S. economic rebound and prompted concerns 
about runaway inflation. Markets responded with risk-
on sentiment as the S&P 500 and Russell 1000 indexes 
experienced their fourth consecutive quarter of positive 
returns totaling 6.2% and 5.9%, respectively.

Perhaps more interesting, however, was the rotation 
within equity style indexes from growth to value. 
High-growth tech stocks that flourished during the 
pandemic turned cold, and the Russell 1000 Value 
Index outperformed the Russell 1000 Growth Index by 
10.3%, its largest outperformance since first-quarter 
2001. Small-cap stocks also continued their rally which 
started in earnest in the fourth quarter, pushing the 
Russell 2000 to its largest one-year outperformance  

over the S&P 500 of 38.5%. While current equity 
valuations remain elevated, the potential normalization 
of corporate earnings could alleviate these concerns.  

Though the CBOE Volatility Index (VIX) broke below 
its psychological level of 20 for the first time since 
February 2020, the Federal Reserve (Fed) is steadfast 
in its intention to remain supportive until its goal of full 
employment with 2-3% inflation is met. This guidance 
is in spite of the movement of the 10-year Treasury 
yield, doubling from 0.9% to about 1.7% during the 
quarter. This dynamic suggests that the yield curve 
may continue to steepen due to the shorter end 
remaining pegged and the longer end reflecting the 
growth and increased supply from fiscal support.  It 
also suggests that opportunities within equities in 
sector and style allocations like value may abound 
given growth stocks’ sensitivity to rates. 

THE QUARTERLY STATEMENT

THE QUARTERLY STATEMENT: Q1  |  GLENMEDE INVESTMENT MANAGEMENT 01

Q1
2021

Market review: First Quarter 2021

Sources: Glenmede Investment Management L.P. and FactSet                         As of 3/31/2021

12.7%

6.2%

3.6%

2.3%

0.9%

-3.4%

-4.5%

-7.0%

Russell 2000

S&P 500

MSCI EAFE

MSCI EM (Emerging Markets)

Barclays Corporate - High Yield

Bloomberg Barclays US Aggregate

Bloomberg Barclays Global Aggregate

Bloomberg Barclays US Treasury (10 Y)



THE QUARTERLY STATEMENT: Q1  |  GLENMEDE INVESTMENT MANAGEMENT 02

Quarter Recap
Bond yields rose significantly higher on longer- 
dated securities in first-quarter 2021. Given market 
participants’ increased probability of a strong U.S. 
economic reopening and multiple vaccine rollouts in 
the quarter, investors repriced yields.  This reaction 
drove a rapid increase in interest rates, particularly on 
the long end of the curve. Rising rates were attributed 
to the possibility of higher inflation in an environment of 
economic growth and the potential tapering of the Fed’s 
aggressive stimulus programs. For the quarter, the 
U.S. 10-year Treasury returned -7.0%. The Bloomberg 
Barclays Aggregate Index, which represents the full 
domestic bond market, returned -3.4%. The yield curve 
steepened in the first quarter, with the yield spread 
between the 2-year and 30-year Treasury closing the 
quarter at 225 bps, a 74 bps increase. 

Looking Forward
Going into the second quarter, interest rate volatility 
has increased amid uncertainty from an economy 
that is ready to jump start. The vaccine distribution 
is accelerating and additional fiscal stimulus is 
expected. Steps the Fed has taken should continue to 
build confidence and liquidity in the markets. Despite 
rising inflation expectations, the Fed remains “dovish” 
and has no plans to raise rates in the near term. We 
believe there is a moderate risk of inflation, as seen 
in the recent rise in CPI numbers. An increase in real 
rates could push Treasury yields even higher. 

Sources: Glenmede Investment Management L.P., Bloomberg                                                                     As of 3/31/2021 
Past performance is not indicative of future performance.

EXHIBIT 1: Steepening yield curve continues
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Quarter Recap
While tech stocks benefited from the swift transition 
to a virtual environment during the pandemic, S&P 500 
corporate earnings are anticipated to demonstrate a 
broader economic recovery going forward. According 
to FactSet, earnings are forecasted to increase in the 
first quarter, largely due to greater-than-expected 
government stimulus and vaccine progress. An initial 
big tech sell-off occurred early in the first quarter, 
spurred by fears of increased regulation. Many tech 
stocks are in correction territory, with the Nasdaq off 
its historic highs and many of the major names down 
double-digits. Meanwhile, Utilities and Consumer 
Staples rebounded in the first quarter and the cyclical 
sectors remained strong. Energy and Financials were 
up double-digits in the quarter, taking leadership of 
the market rally.

Looking Forward
Corporate earnings are expected to normalize in 2021, 
with most scenarios pointing to a complete recovery 
in earnings by the fourth quarter. Rising interest rates 
may continue to move the needle on the growth/value 
dynamic in the latter’s favor, as value stocks are typically 
penalized less in rising interest rate environments than 
their growth counterparts. With the most impacted 
areas of the economy and markets expected to turn 
the corner, the earnings recovery could help to further 
support the rotation from growth to value names.

For 2022, the projected earnings growth rate for the 
Information Technology sector is 13.7%, significantly 
lower than 20.1% for the overall market. It is expected to 
be the third weakest sector in terms of earnings growth 
from 2021-2022, ahead of only defensive sectors that 
also held up well in the pandemic (i.e., Consumer 
Staples, Health Care). Although non-technology 
stocks have much lower valuations than mega-cap 
technology stocks, they have higher earnings growth 
expectations for 2021 and 2022, amid expectations of 
very strong 5-8% real GDP growth this year.

Sources: Glenmede Investment Management L.P., FactSet, based on Annual Bottoms-Up Estimates                                                        As of 3/31/2021 
Past performance is not indicative of future performance.

EXHIBIT 2: Rising rates weighing on tech stocks
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Quarter Recap
After a continued string of underperformance over the 
past three years, value has seen a seven-month run 
of outperformance. Since September 2, 2020, nearly 
coinciding with positive vaccine news, the Russell 
1000 Value has outperformed the Growth index by 
20%. Value stocks have performed in step with the rise 
in Treasury yields during the first quarter, while growth 
stocks have been pressured. This abrupt turnaround 
has led some in the industry to question whether this 
outperformance is just a flash in the pan, or if it is a 
more sustainable reversal of a trend. 

A look at the long history of value performance shows a 
strong cyclical component, with 19 distinct value cycles 
in the post-war period. Historically, value drawdowns 
tended to last an average of about 25 months from 
peak to trough on a rolling 12-month basis, followed 
by an average recovery period of about 22 months. On 
average, value underperformed by -14.7% in its worst 
12-month period but outperformed by 30.7% in the 
best 12 months of the ensuing recovery. 

.

Looking Forward
Growth had been outperforming value, led by the 
mega-cap names, prior to the outbreak of COVID, but 
was boosted by the pandemic. The outperformance 
of growth was driven by several factors, including 
high-earning tech companies. The market was in a 
state of unknown, where valuations seemed to take 
a back seat. Valuations now appear more reasonable 
for value stocks than their growth counterparts, which 
continue to sit at extreme levels. 

There seems to be more optimism for robust economic 
activity in the back half of 2021, likely fueling the 
outperformance of value stocks versus growth. Value 
stocks, typically heavily weighted toward financial and 
cyclical companies, may have been less preferable in 
a low-growth environment, but a recovering economy 
changes that story. We also believe rebounding 
earnings growth expectations and rising interest 
rates will likely be key components of the ongoing 
momentum in value stocks. As the economy reopens, 
large tech companies that were beneficiaries of the 
stay-at-home scenario may see their earnings grow 
more slowly relative to other companies and sectors.

Sources: https://mba.tuck.dartmouth.edu/pages/faculty/ken.french/data_library.html                               As of 2/28/2021
*Relative Book/Price Performance based on Top versus Bottom 12-Month Quintile Returns of stocks on NYSE, AMEX or NASDAQ (Book to market, equal weight). Value cycles defined 
as six or more consecutive months of outperformance, followed by negative returns. February 2021 performance is estimated per FactSet.

EXHIBIT 3: Value outperforming growth
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Quarter Recap
U.S. small-caps took the baton and led the pack in the 
first quarter, with the Russell 2000 logging a 12.7% 
gain and the S&P SmallCap 600 index posting an 
18.2% return. The corporate profitability requirement 
for inclusion in the S&P SmallCap 600 leads it to be 
a higher quality index, resulting in superior returns 
relative to the Russell 2000 index over time. At the 
current juncture, a near-record percentage of the 
Russell 2000 consists of companies with negative 
earnings, particularly in the biotechnology industry. 
While this group was favored during the past few 
years, the tide has begun to turn in 2021.

There was, however, a more idiosyncratic source of 
the S&P 600’s outperformance. Early in the quarter, 
a standoff between hedge funds maintaining short 
positions in a few small companies with questionable 
fundamentals and retail trades coordinated through 
Reddit’s WallStreetBets online forum led to dramatic 
spikes in share prices. For example, GameStop’s (GME) 
stock price rose almost 400% over the span of a week, 
driven by a short squeeze. GME and other similar stocks 
represented significant weights in the S&P 600 and 
accounted for a sizeable portion of the index’s return.  

Looking Forward
First, the torrid pace of recovery in small-caps 
has outpaced the typical post-crisis return seen in 
the asset class. This could indicate that investors 
have elevated expectations for a continuation of 
above-trend corporate earnings growth. Second, 
it is possible there could be a pause in small-cap 
outperformance as investors digest the upcoming 
earnings season and COVID-19 infection rates as they 
influence economic reopening. Lastly, small-caps 
could demonstrate superior earnings growth relative 
to large-caps for the balance of 2021 as a return to 
a more normal economic environment appears to 
be close at hand. Inventory restocking and corporate 
capital expenditures are needed to allow businesses to 
reopen, and this type of spending should significantly 
favor small-cap earnings. We are positive on small 
caps for the balance of 2021, but recognize that near-
term performance may be muted as investors digest 
earnings season and the considerable gains that the 
asset class has seen over the trailing year.

Sources: Glenmede Investment Management L.P., FactSet                                                      As of 3/31/2021
Past performance is not indicative of future performance.

EXHIBIT 4: The path for small-caps 
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