
Equity Market Update
Major world equity indexes have gotten off to a strong start in 2021, with all major indexes posting advances in the
first quarter. The combination of economic stimulus measures and COVID-19 vaccine rollouts is giving investors
reasons to be more confident that corporate earnings growth will pick up in 2021.

International indexes reported positive returns in the first quarter, but generally lagged behind their U.S.
counterparts. Slower vaccine rollout and additional lockdowns have slowed the economies in Europe. In addition,
most countries are not providing the level of economic stimulus that the U.S. is deploying.

After a strong year in 2020, technology stocks are off to a slow start in 2021. Fundamentals remain excellent for
most of these companies, but investors have shifted their emphasis to companies that will benefit from current and
upcoming stimulus measures. We are encouraged that market breadth has improved with more industries and
sectors participating in the strong equity advance.

We continue to believe that market strength is a healthy sign, signaling the strong corporate earnings growth that
we expect over the next few years. The economy was firing on all cylinders before COVID-19 hit, and we see no
reason why that strength cannot resume.
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Total Return Performance for the 
Major U.S. and International Stock Market Indexes

Equity Index
YTD

March 31, 2021

United States

Dow Jones Industrial Avg.:  
30 Stock Composite

8.29 %

S&P 500 Composite:  U.S. Large Cap 6.17 %

NASDAQ Composite:  Technology 
Heavy 2.96 %

S&P 600 Small Cap:  U.S. Small Cap 18.23 %

International

MSCI EAFE Large Cap:  
Europe, Asia & Far East Large Cap

3.61 %

MSCI EAFE Small Cap:
Europe, Asia & Far East Small Cap

4.60 %

MSCI EM Emerging Market:
Emerging Market Countries

2.21 %

Source:  Bloomberg, L.P.
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U.S. Economy
U.S. Gross Domestic Product (GDP) grew 4.3% sequentially in the fourth quarter of 2020, which was very
encouraging. However, fourth quarter GDP did contract 2.4% vs. 4Q 2019, showing the lingering economic effects
of COVID-19. Economists expect growth of 7% in 2021, which would help the economy get back to trendline
growth highlighted in the graph below.

Source: JPMorgan Guide to the Markets 3/31/2021

Congress recently passed a $1.9 trillion COVID-19 economic relief bill. It is a very comprehensive plan that includes
another round of stimulus checks, expanded unemployment aid, child-care credit, state relief, school aid, among a
host of other items. While the necessity of such a large package can be debated, there is no doubt that this will
result in providing a significant jolt to the economy.

Recent employment figures have shown a rebound in hiring. Each month in 2021 has shown an acceleration in job
growth, with the March report posting an increase of 916,000 jobs, the strongest report since last August. The
unemployment rate fell 0.7% in the first quarter and is now down to 6.0%. We expect this figure to continue to
decline as vaccinations continue to accelerate, COVID-19 cases continue to fall, and we approach herd immunity.

U.S. ISM Manufacturing and Non-manufacturing Index readings in March were 64.7 and 63.7 respectively. Figures
above 50 highlight growth, so we do see economic activity picking up dramatically. Encouragingly, new orders
growth is also reporting strength. There is no doubt that economic growth is breaking out.

International Economy
The Eurozone ISM Manufacturing report in March was also encouraging at 62.5. While Europe is facing slower
vaccination rates and some shutdowns, economic activity is picking up. We expect this growth to accelerate as
2021 unfolds. Asia’s economic growth continues to shine. As western economic growth picks up, this should
provide an additional catalyst to most emerging market countries, which still depend on exports for economic
growth.
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U.S. Equity Market Outlook
A growing concern among investors is whether the economic stimulus measures, which have been enacted along
with the proposed infrastructure bill, will cause inflation to rise going forward. There are differing opinions among
economists with some suggesting that inflation will pick up in the short-term, but then return to a lower level.
Other economists believe that inflation will remain elevated for an extended period of time. Regardless of how
this plays out, the chart below demonstrates that equities and commodities have historically performed well in
rising inflationary environments.

We expect very strong corporate earnings growth in 2021 and 2022 due to the effects of economic stimulus along
with the rising vaccination rates, which allow business to return to normal. Strong stock price gains thus far in
2021 reflects investors pricing in this reality before it actually occurs, as the market is a forward-looking
discounting mechanism. We will need to see strong earnings growth in the coming quarters to validate the market
moves we have seen thus far in 2021, which we expect.

The Biden administration has recently proposed an increase in the corporate tax rate from 21% to 28%. Higher tax
rates result in lower earnings, all else held equal. We believe that the 28% proposal is a trial balloon, and the tax
rate increase will only rise to 25% at most. This modest increase coupled with other offsetting measures should
alleviate concerns that a possible increase to the corporate tax rate will derail the strong equity market.

www.vestorcapital.com

International Equity Market Outlook
As the world reopens, we expect to see solid returns in international markets. Emerging market (EM) equities
remain attractively valued and earnings growth should be strong in 2021. There are very little economic or fiscal
stimulus measures being taken, but this is not surprising because EM countries typically do not spend to the extent
we see in the U.S. or Europe.

European equities should perform well due to the heavier weighting in cyclical stocks than the U.S. In particular,
higher oil prices and rising interest rates should help the energy and financial sectors respectively. The concern we
continue to have is the rapid and effective distribution of the vaccine, which has encountered some snags. If
vaccine distribution issues continue, this could delay the recovery in Europe.

Source: JPMorgan Guide to the Markets 3/31/2021 



Fixed Income
With the U.S. Federal Open Market Committee (FOMC) stating that they will keep the Fed Funds rate at the 0% to
0.25% range for at least the next two years, there will likely be very little movement in short-term interest rates
this year. However, we are seeing rates move up dramatically on longer-term bonds as we see in the graph below.
Indeed, the 10-Year Treasury yield has risen from 0.91% as of December 31, 2020 to 1.74% as of March 31, 2021.
That is a significant increase and has caused bond prices to fall, particularly for longer-term bonds as we have
forewarned. Therefore, we continue to believe that shorter-term bonds are a better risk-adjusted option.

Source: JPMorgan Guide to the Markets 3/31/2021

Summary
After a surprisingly strong equity market in 2020, we are pleased to see markets continue to advance in 2021.
Certainly, a lot of investor optimism is being priced into markets and we need to see the world economy recover in
2021 to justify the movement we have seen, which we fully expect. The market’s ability to continue to rise will
depend on the strength of the economic recovery and accompanying corporate earnings.

We will continue to watch longer-term interest rates closely. The rise in 2021 was not unexpected after the sharp
drop we saw in 2020. We believe that as long as interest rates do not rise materially from current levels, markets
will remain healthy. Finally, after barely paying attention to inflation over the last decade, we will keep an eye on
inflation levels over the coming months. We are not overly concerned if inflation rises to the 2.0-2.75% range over
the coming year as we believe the market expects this level of increase. As always, be assured that we are
monitoring conditions constantly to help our clients navigate the markets.
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