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Executive Summary 

The first quarter of 2021 showed continued signs of economic recovery, which were reflected in the public 

markets. The overall increase in the Dow, S&P 500 and Nasdaq has yet to cease since the pandemic selloff 

at the beginning of 2020. Taking a closer look, Q1 2021’s performance was led by Mid-Cap and Small-Cap 

companies. Further, the top sectors were Energy and Financials with Technology and Consumer Staples 

lagging. Additionally, there was a continued rotation into Value stocks away from Growth stocks. 

Interest rates rose in the first quarter of 2021, which hurt bond prices (bond prices move inversely with 

interest rates). Investment grade and corporate bonds saw the largest decreases among fixed income 

securities. The expectations of economic recovery and rise in inflation correlated with higher interest 

rates will continue to slump the fixed income market. Further, the 10-Year Treasury yield continued to 

rise in 2021 after its historic low that was reached in August 2020. The same held for the 30-Year Treasury 

note for the first quarter of 2021.  

M&A activity was strong in terms of both volume and deal value. The leading sectors for deal count were 

Technology Services, Commercial Services, and Finance. As for the laggard sectors, Government, Energy 

Minerals and Communications were at the bottom for deal count in Q1 2021. Additionally, the most 

valuable sectors for M&A activity were Technology Services, Finance and Consumer Durables.  

Much of the economic positivity can be attributed to vaccine rollouts and monetary and fiscal policies 

that were put in place to combat the global outbreak of COVID-19. The Fed has not indicated any agenda 

to start tightening policy yet. Moreover, the Federal Open Market Committee’s most recent Summary 

of Economic Projections1 stated that they do not forecast a rate hike until 2024 at the earliest. This 

should not come as a surprise considering Federal Reserve Chairman Jerome Powell’s indication that 

there is still a lot more recovery that needs to take place.  

In summary, the economy is still in repair and recovery mode, therefore, it may have more room to grow. 

Broader Market 

The indices shown in the following table all saw gains in Q1 of 2021, but some saw more than others.2 The 

rally was driven by continued vaccine rollout, the reopening of the economy, and favorable monetary and 

fiscal policy. The leading indices were the Russell MicroCap (+23.9%), the S&P Midcap 400 (+13.5%), and 

the Russell 2000 (12.7%). The S&P 500 increased by +6.2% in the first quarter and reached a new all-time 

high on March 26, 2021, closing at $3,975. Further, the S&P 500 was up +80% from its low caused by the 

pandemic selloff, declining by -34% during the period February 19, 2020, to March 23, 2020.  

                                                           
1 Federal Reserve FOMC Summary of Economic Projections - March 17, 2021.  
2 Nasdaq. March, First Quarter 2021 Review and Outlook, The Market Intelligence Desk Team. 

https://www.federalreserve.gov/monetarypolicy/files/fomcprojtabl20210317.pdf
https://www.nasdaq.com/articles/march-first-quarter-2021-review-and-outlook-2021-04-01


 

 

 

 

 

 

 

The Nasdaq Composite trailed the Dow (+8.3%) and the S&P 500 with an increase of only +3.0%. Further, 

the Russell 1000 Value Index increased by +11.2% compared to the Russell 1000 Growth Index, which 

only grew by +0.9% in the first quarter of the year. The marginal uptick in the Nasdaq can be linked to 

the rotation into value versus growth stocks. Since the Nasdaq is mainly composed of tech companies, 

and growth stocks also tend to be heavily tech-weighted, it makes sense that when growth style stocks 

lag, the Nasdaq, predictably, will follow suit. Lastly, in March 2021, the Dow led the list of indices with 

an overall monthly gain of +6.8%.3 

 

  

                                                           
3 Winthrop Wealth. Q1’2021 Market Review and Outlook, Andrew Murphy, CFA. 

Source: Nasdaq. March, First Quarter 2021 Review and Outlook 

Source: Winthrop Wealth Q1’2021 Market Review and Outlook 

https://www.winthropwealth.com/market-commentary/q12021-market-review-and-outlook/


Equity Markets (Style/Sector/Market Cap) 

Looking at specific types and sectors, cyclical stocks outperformed growth stocks, and Energy, Financials 

and Industrials represented the top gainers in the first quarter of 2021. Winthrop Wealth categorizes these 

stocks as follows: “Cyclicals include many Financials, Energy and Industrial companies, while growth stocks 

are comprised mainly of Technology, Consumer Discretionary and Communication Services stocks.”4   

The increase in interest rates drove the defined cyclical sectors to outperform other sectors because of 

their levering toward the reopening of the economy. The Energy sector was up +30.84%, followed by 

Financials (+15.90%) and Industrials (+11.41%). The underperformance of growth stocks can be 

attributed to their relationship with future potential earnings, which contain a lot of uncertainty due to 

the pandemic. The Technology sector increased by a mere +1.97%, while Consumer Discretionary and 

Communication Services rose by +3.11% and +8.08%, respectively. Other notable sector performances 

were Materials (+9.08%), Real Estate (+9.02%) and Consumer Staples (+1.15%).  

As noted in the previous section, Mid Cap (S&P 400) and Small Cap (Russell 2000) outperformed Large 

Cap (S&P 500). Mid Cap was up +13.47%, Small Cap rose by +12.69%, and Large Cap growth was +6.17%.5   

                                                           
4 Ibid. 
5 Nasdaq. March, First Quarter 2021 Review and Outlook, The Market Intelligence Desk Team. 

Source: Winthrop Wealth Q1’2021 Market Review and Outlook 

Source: Nasdaq. March, First Quarter 2021 Review and Outlook 

https://www.winthropwealth.com/market-commentary/q12021-market-review-and-outlook/
https://www.nasdaq.com/articles/march-first-quarter-2021-review-and-outlook-2021-04-01


Fixed Income/Treasury Yields 

As interest rates grew in Q1 2021, bond prices fell because of their inverse relationship. This was 

highlighted by the Bloomberg Barclays U.S. Aggregate Bond Index and Corporates, which fell by -3.4% and 

-4.65%, respectively. Further, Munis and Securitized MBS/ABS/CMBS decreased by -0.35% and -1.18%, 

respectively, and High-Yield bonds increased marginally by +0.85%.  

Taking a look at the previous two years, the Aggregate Bond Index had a return of +7.51% in 2020 and 

+8.72% in 2019. Corporates were up +9.89% and +14.54% in 2020 and 2019, respectively. Continuing, High-

Yield bonds increased by +7.11% in 2020 and +14.32% in 2019. 6 

The 10-Year Treasury yield rose to 1.74% after hitting an all-time low of 0.51% in August 2020. 

Additionally, the 3-Month Treasury yield was at 0.02%, and the 30-Year Treasury stood at 2.41% in the 

first quarter of 2021. The expectation of higher levels of economic growth and inflation drove the 

increase in interest rates. Further, the amount of fiscal and monetary stimulus accompanied by the 

vaccine rollout contributed to an economic outlook involving growth and inflation.7  

 

  

                                                           
6 Winthrop Wealth. Q1’2021 Market Review and Outlook, Andrew Murphy, CFA. 
7 Ibid. 

Source: Winthrop Wealth Q1’2021 Market Review and Outlook 

Source: Winthrop Wealth Q1’2021 Market Review and Outlook 

https://www.winthropwealth.com/market-commentary/q12021-market-review-and-outlook/
https://www.winthropwealth.com/market-commentary/q12021-market-review-and-outlook/


M&A Activity 

According to MergerStat’s Monthly Review, there were 1,589, 1,344, and 1,523 deals announced in 

January, February, and March of 2021, respectively. The Aggregate deal value reached a peak of $333.4 

billion in March 2021 for the period December 2019 to March 2021.8 

 

Over the first quarter of 2021, the sectors that saw the largest increase in deal count versus the same 

three-month period one year ago, were Technology Services (1,064 vs. 537), Health Services (228 vs. 147), 

and Finance (538 vs. 469). On the other hand, the sectors that saw the biggest decline for the same period 

were Consumer Services (211 vs. 239), Electronic Technology (110 vs. 114), and Government (0 vs. 3).  

  

                                                           
8 MergerStat FactSet Flashwire U.S. Monthly, April 2021 

Source: MergerStat Monthly Review, April 2021 

Source: MergerStat Monthly Review, April 2021 

https://www.factset.com/hubfs/mergerstat_em/monthly/US-Flashwire-Monthly.pdf


Fed/Stimulus/Economy 

The CARES Act and the Consolidated Appropriations Act, 2021 have helped stimulate the economy amidst 

the global pandemic. Combined, these two bills were worth approximately $2.9 trillion ($2 trillion for CARES 

and $900 billion for CAA). Additionally, in March of 2021, Congress passed the American Rescue Plan, a 

COVID-relief and stimulus package that was worth approximately $1.9 trillion (~9% of GDP). Further, on 

March 31, 2021, President Biden announced the American Jobs Plan to create jobs and rebuild the country’s 

infrastructure. To complete the administration’s “Build Back Better” plan, the American Families Plan (which 

was announced but not yet enacted in 1Q 2021) is expected to provide assistance with childcare, education 

and other governmental social programs to “rebuild the middle class and invest in America’s future.”9 

 

According to the Bureau of Economic Analysis, Real GDP increased at an annual rate of 6.4% in the first 

quarter of 2021, 4.3% in the fourth quarter of 2020, 33.4% in the third quarter of 2020, and decreased 

at an annual rate of -31.4% in the second quarter of 2020. 10 

                                                           
9 Build Back Better, Whitehouse.gov. 
10 U.S. Bureau of Economic Analysis. Real GDP, First Quarter 2021 (Advance Estimate).   

Source: Winthrop Wealth Q1’2021 Market Review and Outlook 
 

Source: U.S. BEA, Real GDP, First Quarter 2021 (Advance Estimate) 

https://www.whitehouse.gov/build-back-better/
https://www.bea.gov/sites/default/files/2021-04/gdp1q21_adv.pdf


GYF’s U.S. Economic Outlook, First Quarter 2021 provides commentary on another economic indicator, 

employment conditions. This analysis of data from the Bureau of Labor Statistics shows improvements 

in the labor market. The recent decrease in unemployment reflects the continued resumption of 

economic activity that had been curtailed due to the pandemic. In March 2021, both the unemployment 

rate and the number of unemployed persons decreased to 6.0% and 9.7 million, respectively. Specific 

industry data also indicate job increases in most sectors over the past month.11 

Outlook/Conclusion 

The market comeback is still showing strength as the economy reopens, the vaccine rollout continues, 

and monetary and fiscal stimulus remains available. The accommodative stimulus is expected to lead to 

favorable corporate earnings and economic growth. That said, this trend will not continue forever, and 

interest rates are beginning to rise. The Fed will eventually need to tighten policy, and President Biden’s 

Build Back Better Plan may include higher corporate, individual, estate, and capital gains taxes.  

Until the economic picture becomes clearer, the markets may continue on their upward path, however, 

everyone is familiar with the classic phrase, “what goes up, must come down.” There is no way to predict 

the precise timing of impending change, but volatility is certainly a future concern for the public markets. 

                                                           
11 Grossman Yanak & Ford LLP. U.S. Economic Outlook, First Quarter 2021, Logan Nawrocki, CVA. May 19, 2021. 

Source: Winthrop Wealth Q1’2021 Market Review and Outlook 

https://gyf.com/2021/05/economic-outlook-1q-2021/

