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The Big Dance
• Interest Rates Fast Break

• Rising yields have yet to become overly punitive for the economy and 
risk assets, but 2.5% on the 10yr may be a key threshold

• Value Stocks – A Cinderella Story?
• The macro backdrop suggests that value stocks may continue their 

recent run of outperformance

• Resetting the Shot Clock on Rate Hikes
• The Fed does not appear to be in a rush to remove stimulus until there is 

a robust economic expansion at hand
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Interest Rates Fast Break

• Yields Climb Higher. The yield on 10-year U.S. Treasury Bonds has continued to drift
higher, settling in at 1.72% at the end of last week. Catalysts include heightened
expectations for inflation, as pent-up demand may be unleashed in a herd immunity-
induced pickup in economic activity. In addition, the Fed’s decision not to extend
relaxed capital requirements for large banks may have added selling pressure to
longer-dated Treasuries. The question many are asking is, at what point do higher
interest rates begin to become punitive for risk assets and the broader economy?

• Rates & Real Estate. In answering that question, one of the more interest rate-sensitive
portions of the economy might provide some insight: residential real estate. Yields in
the Treasury market often influence mortgage rates, which can incentivize buyers to
enter the housing market and boost demand at their lows. When the prevailing rate
approaches or moves higher than the average outstanding mortgage rate, it could
cause a slowdown in housing. In the current environment, that translates to ~2.5% on
10-year Treasuries that begins to have an adverse impact on economic activity.

• Reverberations Within Equity Styles. The reverberations of a 2.5% yield on 10-year
Treasuries could be felt within equity markets. Growth stocks typically offer the prospect
of stronger results further in the future than their value counterparts. Since Treasury
yields are a key determinant in defining the discount rate for those future benefits,
value stocks tend to perform better in rising rate environments. That may explain, at
least in part, why value stocks have rebounded so considerably year-to-date.

Chart of the Week:
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Rising yields have yet to become overly punitive for the economy 
and risk assets, but 2.5% on the 10yr may be a key threshold

Value Stocks Have Outperformed Alongside Rising Yields



Resetting the Shot Clock on Rate Hikes

• Powell Assuages Market’s Fears. Last Wednesday’s FOMC* meeting was "steady as she
goes," with virtually no changes in the Fed’s stance on monetary policy. Powell
acknowledged positive economic developments and the sharp rise in yields thus far
into 2021, but swiftly denied any notion that the Fed would change its accommodative
framework. Powell relayed the message that certain areas of the economy, particularly
those most adversely affected from the pandemic, remain weakened.

• FOMC Optimistic on 2021 Outlook. The most useful tidbits from last week’s FOMC
meeting came via the Summary of Economic Projections, which showed the median
respondent signaling improved economic growth prospects for 2021 at 6.5%.
Projections also included a modest overshoot of the 2% inflation target this year (2.2%)
and a rosier outlook on the unemployment rate, which is of particular importance given
the Fed’s “full employment” mandate will be a key determinant regarding when it
becomes appropriate to pump the brakes on monetary accommodation.

• Fed Tightening Forecasted Way Down the Line. The majority of FOMC members
reaffirmed their intention to hold the fed funds rate at the zero lower bound at least
through the end of 2023. Investors should expect the Fed to use 2021 to develop and
clarify its forward guidance for both bond purchases and rate hikes. Thereafter, a
measured and communicated removal of monetary accommodation should not be
disruptive for markets, so long as growth and inflation unfold as expected.
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Value Stocks – A Cinderella Story?

• A Long-Awaited Leadership Change? After years of pronounced leadership, growth
stocks have fallen short so far in 2021. Year-to-date, the S&P 500 Growth Index has lost
0.3%, while the S&P 500 Value Index has increased 9.3%. This margin of outperformance
has been remarkably broad. Within the S&P’s Pure Value index, 88% of constituents are
outperforming the overall market. This all comes after a lackluster 2020 performance for
value stocks, which were particularly vulnerable to pandemic cross-currents. All together,
value stocks may have further upside in a return to a more normal environment.

• Tailwinds Imply More Room to Run for Value. The current market backdrop contains a
number of tailwinds for value stocks, suggesting that its leadership could be more than
just a brief stint. First and foremost, rising inflation expectations, accompanied by the
sharp rise in interest rates, may continue to pull capital away from highly priced growth
stocks and into the more sturdy value types. These trends all sit atop forecasts for higher
future earnings, suggesting that value stocks still have plenty of room to run.

• Repricing Within Equities? Glenmede estimates that U.S. large-cap growth stocks sit at
the 99th percentile of longer-term valuations. In contrast, U.S. large-cap value sits at what
appears to be a more reasonable 81st percentile, highlighting the disparity in pricing
between both flavors of domestic equities. As a more broad-based economic recovery
continues to unfold, investors might expect some degree of repricing to the benefit of
value stocks.

The macro backdrop suggests that value stocks may continue 
their recent run of outperformance

The Fed does not appear to be in a rush to remove stimulus 
until there is a robust economic expansion at hand

*Federal Open Market Committee
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