
1Q 2021 MARKET UPDATE



FIRST QUARTER 2021
MARKET SUMMARY

The continued rollout of COVID-19 vaccinations and the associated resumption of global economic 
activity helped send risky asset prices, high-quality sovereign interest rates, and inflationary 
expectations significantly higher in the first quarter of 2021, with U.S.-based assets generally 
outperforming those internationally domiciled. While some incoming U.S. economic data continued 
to appear spotty—notably a beleaguered, albeit improving, labor market—numerous survey-based 
measures of economic activity have improved to secularly high levels. 
Global equity performance in the first quarter of 2021 was strongly positive, with small cap 
outperforming large cap and the outperformance of the value equity style over the growth style. 
Treasury interest rates—both nominal and, to a lesser degree, inflation-adjusted (i.e., real)—rose 
materially, reflecting rising investor fears of positive near-term inflation surprises. Below investment 
grade credit performance was positive for the quarter, particularly for the floating-rate bank loan 
sector, which outperformed high yield credit. Real asset returns, outside of the safe haven precious 
metals sector, were strongly positive, with energy-related corners generating outsized performance 
amid percolating inflationary sentiment and an ongoing rebound in overall economic activity. 
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• Valuations, as measured by price-to-
normalized 10-year inflation-adjusted 
earnings, rose to levels not witnessed since 
December 2000.

• Almost all valuation metrics are highly 
elevated, with many valuation metrics well 
above one standard deviation expensive.

• Long-term returns from these levels have 
historically been below 5%.
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MARKET INSIGHTS

Data source:  Robert Shiller and Standard & Poor’s, data as of April 8, 2021

HIGH VALUATIONS WEIGH ON RETURN EXPECTATIONS
U.S. Price-to-Normalized Earnings and Subsequent 10-year Returns

THREE-YEAR RETURNS MAY FACE HEADWINDS
U.S. Price-to-Normalized Earnings and Subsequent 3-year Returns
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Data source:  Robert Shiller and Standard & Poor’s, data as of April 8, 2021

No history of double-digit 3-year returns from 
these valuation levels.

• 3-year returns have also been muted from 
valuation levels comparable to the current 
measure, never having reached double-
digit levels.

• Markets have never witnessed positive 3-
year returns from valuations above 38x, as 
measured by price-to-normalized 10-year 
inflation-adjusted earnings.
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ECONOMIC INSIGHTS

• In March, some survey-based composites that seek to capture general business activity sentiment, such as the Institute for 
Supply Management’s (ISM) Purchasing Manager Index (PMI) composites, increased to multi-decade highs.

• Sentiment across the manufacturing base, as reflected by the ISM’s Manufacturing PMI, improved to the highest level since 
December 1983, while the broader and more economically critical Services PMI increased to the highest level since July 
1997, when the index series began.

Data sources: ISM, NBER, Bloomberg, L.P.;  Data as of March 2021

BOTH MANUFACTURING AND SERVICES EXPERIENCING LARGE INCREASES IN 
BUSINESS  ACTIVITY
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64.7
63.7

30

40

50

60

70

1981 1986 1991 1996 2001 2006 2011 2016 2021

PM
I I

nd
ex

 L
ev

el

NBER Recessions Manufacturing Services



Confidential – Not for Redistribution5©2021 Fund Evaluation Group, LLC 
1c

MARKET RETURNS

MAJOR ASSET CLASS RETURNS

Data sources: Lipper and HedgeFund Research
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GLOBAL EQUITY, U.S.

• Global equity markets rallied during the first quarter of 2021 due to the ramp-up in vaccine distribution in many parts of 
the world and improvement in global trade activity. In the U.S., widespread vaccinations and a third significant fiscal 
stimulus package contributed to investor optimism. 

• The volatility during the quarter could be attributed to targeted stock trading by retail investors, a rise in interest rates, and 
inflationary pressures despite the Federal Reserve’s (Fed’s) assurance that inflation is likely to undershoot expectations. 

• The rotation of demand for large cap and growth stocks into small cap and value stocks, which began in fourth quarter of 
2020, continued its trend throughout the first quarter. The Russell 1000 Value Index (+10.7%) posted its largest 
outperformance over the Russell 1000 Growth Index (+0.7%) in two decades. 

LARGE CAP, MID CAP, AND SMALL CAP RUSSELL 3000 SECTOR PERFORMANCE

Data source: Russell
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• Equities in the UK rallied as the service sector and the manufacturing purchasing manager’s index (PMI) showed signs of a 
rebound due to significant strides in vaccination rates and easing lockdown measures. Previously hard-hit economically 
sensitive areas of the market such as materials, energy, and financials posted strong returns. 

• While European equities shared a similar story, markets remained cautious about rising COVID-19 infection rates and 
localized lockdown measures in some EU member states. The supply shortfall for vaccines raised tension between the EU 
and UK as vaccines continued to be exported from the EU. 

• Japanese equity returns were positive as signs of recovery in corporate profits improved and value stocks rallied, but 
weakness of the yen weighed on returns for U.S. investors. Taiwan and Singapore were the strong performing markets in 
Asia, as Taiwan saw strength in internet and semiconductor stocks and the three largest banks in Singapore gained. 

• Emerging markets had a volatile quarter, with the pace of vaccination falling short of expectations. A sharp uptick in 
infections in countries such as Brazil and India led to renewed local lockdown measures, but with disparate performance.  
Brazilian equities ended the quarter in the red, while equities in India gained approximately 5%. Chinese returns were also 
negative for the quarter due in part to a sell-off in internet stocks and a tighter monetary policy outlook. 

Data source:  MSCI Barra Data source:  MSCI Barra
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GLOBAL EQUITY, NON-U.S.

MSCI EAFE REGIONAL QUARTERLY RETURNS MSCI EM REGIONAL QUARTERLY RETURNS
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GLOBAL EQUITY, PRIVATE

• Private equity reports performance on a 
lag and the latest performance is available 
through September 30, 2020. The third 
quarter was a time of significant volatility 
in both the financial markets and the 
economy, as society adjusted to COVID-19 
and vaccine breakthroughs had yet to be 
announced.

• Median private equity returns for both 
venture capital and buyout funds have 
generally been in the low- to upper-teens 
since the 2010 vintage years. 

• Median buyout funds from the mid-2000s 
through 2010 vintage years outperformed, 
then venture funds from the following 
decade’s vintage years generally performed 
better than buyout.

• Commitments to private equity funds were 
off to a strong start in the first quarter.  
Fundraising can be volatile quarter over 
quarter.  If the first quarter pace continues, 
then this year could be a high watermark 
for fundraising.

Data source:  Thomson One; The most recent private equity return information available is through September 30, 2020

MEDIAN VENTURE CAPITAL AND BUYOUT VINTAGE YEAR IRR
As of September 30, 2020

Data source:  Pitchbook

VENTURE CAPITAL AND BUYOUT FUNDRAISING ACTIVITY
As of March 31, 2021
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Aggregate TIPS Treasuries Muni MBS Credit High Yield

• 10-year Treasury yields rose by 81 basis 
points (bps) during the first quarter as 
expectations for GDP growth continued 
to improve. The upward move was the 
largest since 2016 and the fifth-largest 
since 1990.

• TIPS outperformed nominal Treasuries by 
260 bps as 10-year breakeven inflation 
rates rose to 2.37%,  their highest level 
since the “Taper Tantrum” of 2013. The 
Fed publicly pushed back against 
concerns surrounding the potential for 
sustained inflation throughout the 
quarter and maintained its commitment 
to an accommodative policy stance.

• Although credit spreads continued to 
tighten for most sectors, excess returns 
from spread compression were limited by 
the magnitude of the rise in Treasury 
yields. As a result, most spread sectors 
exhibited negative price returns as 
nominal yields rose, with lower-yielding, 
longer duration sectors such as 
investment-grade credit experiencing 
negative absolute returns.
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GLOBAL FIXED INCOME

BLOOMBERG BARCLAYS U.S. FIXED INCOME INDEX RETURNS

U.S. TREASURY YIELD CURVE

Data source:  Bloomberg, L.P.

Data source:  Barclays
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Data sources:  NAREIT, Bloomberg, L.P., and Alerian
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REAL ASSETS

• U.S. REITs saw a continued demand for more economically-sensitive property sectors, which were expected to benefit from 
the vaccine rollout across the U.S.  Specifically, property types most negatively impacted by the pandemic – malls and 
hotels – rebounded sharply in the first quarter.  Conversely, property types which outperformed in 2020 – data centers and 
cell towers – witnessed lagging performance.

• WTI oil spot prices rose to just under $60/barrel for the first quarter, a 22% gain from year-end 2020.  Oil benefited from an 
improving supply/demand outlook driven by increased travel as economies reopened.  Further price increases, however, 
may be limited by OPEC’s production targets.  Global oil demand has recovered to approximately 96 million barrels per day, 
nearing the 100 million per day demand in place before the pandemic.

• Master limited partnerships (MLPs), as measured by the Alerian MLP Total Return Index, posted sizeable increases during 
the quarter, driven by strength in the broad energy sector and gains in oil and natural gas prices. 

PUBLIC REAL ASSETS – REAL ESTATE, COMMODITIES, AND MLPs
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DIVERSIFYING STRATEGIES, HEDGE FUNDS

HFRI INDICES PERFORMANCE RETURNS IN U.S. DOLLARS

• Hedge funds ended the quarter with positive returns, supported by sector dislocations in global equity markets, as well as 
continued uncertainty surrounding international vaccination efforts.

• Equity hedge managers’ strong performance was predominantly driven by the continuation of retail investor trading. Early 
in the quarter, performance was hindered by retail trading. Later in the quarter, an array of unwinding positions in single-
name equities, triggered by prime brokerage margin calls on a large family-office investor, buoyed returns.

• Event-driven managers posted the strongest performance, which came primarily from distressed/restructuring and special 
situations managers, as broader equity and credit markets responded to positive vaccination efforts.

• Global macro and relative value manager returns were both positive for the quarter, with dislocations in commodity and 
foreign exchange markets driving positive performance for dislocation strategies, although negatively impacting 
concentrated long-biased managers.
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• In mid-October, the short-term portfolio was re-structured to take on additional interest rate risk – equivalent to 
short-term bonds (1- to 3-year maturities) – and maintain a high level of credit quality. The intent was to seek 
additional return for investors in an environment of near zero deposit rates. 

• This portfolio is expected to gross total return (interest and price movement) between -1.3% to 4.5% annually.

• The recent rapid move in interest rates resulted in performance on the lower-end of the range. The reason is 
because portfolio interest does not immediately offset the price adjustment of the bonds.

• Over time, the expectation is that the interest will offset the price decline and, as bonds are reinvested, the 
interest earned will also increase.

SHORT-TERM PORTFOLIO COMMENTARY

Interest rates in the first quarter
spiked rapidly and at a high 
magnitude.

Using the ten-year treasury as a 
reference point, the ten-year yield 
went up approximately 200% from 
about .8% in October (when the 
short-term portfolio restructure 
occurred) to about 1.7% in March.

RAPID INCREASE IN RATES
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