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2nd Quarter Market Commentary and Review 

We are officially half-way through 2021 and by all measures markets are weird and getting weirder. (NB, 

"weird" is a term we credentialed CFA luminaries use to describe events we just can't fully get our heads 

around.) The on-going tug-of-war being played out between the markets and the US Federal Reserve has 

altered our expected notion of probable outcomes, replacing analysis and insight with the equivalent of 

dart-throwing. It's no small frustration on our part to have our client's fortunes at the mercy of an 

increasingly activist and quite possibly politically minded central bank. 

The year so far has been kind to investors of all stripes. While interest rates have risen consistent with the 

re-opening of the global economy, the Fed has managed to perfectly walk the high wire, balancing its overt 

desire for higher inflation with a promise not to raise short-term interest rates anytime soon. The US 

economy has played its part as well, rebounding strongly as vaccinations take hold and what we used to 

take for granted (shopping, travel, dining-out) becomes the norm once again. 
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2021: A Tale of 2 Quarters 
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While the broad S&P 500 has seen 
relatively consistent returns in Hl, Value 
surged in Ql, only to lag considerably in 02. 
The tech-propelled NASDAQ trailed badly 
in Ql before resuming higher in Q2. Mid 
and small cap stocks roared ahead early in 
the year, before posting modest returns in 
02. Historically low interest rates continue
to favor equities, although investor flows 
into bonds remain robust. 
Chart source: Bloomberg, Nottingham Advisors 

One would likely have better luck at the casino than trying to predict daily winners and losers in the equity 

market. Through all the recent vicissitudes, however, one guidepost that remains reliable is the US 

corporate earnings scorecard. From 2019's $157 per share, S&P 500 operating earnings plummeted -22% to 

$122 in 2020 as the pandemic took hold. As we go to press, analyst estimates for 2021 hover just around 

$200 per share, or up 63% versus last year. This would put the S&P 500 at 21.4x current year earnings, a full 

multiple to be sure, but consistent with rock-bottom interest rates and expectations for further earnings 

growth in 2022 of 5-10% or so. As we learned with the recent pandemic though, it doesn't pay to get too far 

ahead of one's self as the next "black swan" could be just around the corner. 

The real topic on the minds of investors in the second quarter might be summed up as, What is the Fed 
thinking? Chair Powell went to great lengths to reassure investors that his was not an itchy trigger finger, 

and that the Fed would remain accommodative even in the face of higher inflation. Well, higher inflation is 

upon us, and thus far the Fed is sticking with its "transitory" story. The market is certainly buying what the 



Fed is selling as the yield on the 10-year Treasury hovers near 1.37%, despite the latest CPI print showing a 

5.0% YoY rise in prices. 

Away from US equities, returns have been mixed through the first half of the year. International developed 

markets have been steady, paced by the Euro area (+14.4% in Euro, +11.3% in USD), while emerging markets 

have been hampered by China's more recent but continuing crack down on large technology companies. 

The Chinese stock market is roughly flat YTD while Korea is up nearly 15% and Taiwan over 20%. 
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2021: A Tale of 2 Quarters cont. 
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International equities have held up well in 2027, 

despite many countries further behind on the 

re-opening curve. The Euro-area remains cheap 

on a PIE basis, and with a heavy weighting in 

financials, should benefit from higher interest 

rates. China's crackdown on large tech has hurt 

equity returns, despite a growing tail wind from 

supply chain disruptions. Commodity prices 

have surged in 2027, which is often beneficial 

for many EM countries. Bonds have lagged 

while domestic real estate is strong. 
Chart source: Bloomberg, Nottingham Advisors 

Interest rates in the US have drifted higher since the start of the year, despite the Fed's continued buying of 

$120 billion per month in Treasuries and mortgage-backed securities. Starting the year with a .91% yield, the 

benchmark US 10-year Treasury note saw a high print of 1.74% to close out Ql, before rising prices drove 

yields down to todays 1.37%. The 30-year Treasury bond saw its yield rise from a January low of 1.65% to a 

high of 2.45% in March, before it too fell to today's 2.00%. Should the current spate of price increases 

prove to be anything but transitory, we will likely see measurably higher rates in the not-too-distant future. 

So where to from here? The inflation question, in our minds, is really critical. Unfortunately, we won't know 

until we're further down the road whether the ongoing rise in prices is permanent or indeed transitory. If 

permanent, risk assets will need to be repriced with higher discount rates (that's CFA-speak for stock and 

bond prices will fall). As the chart below illustrates, there is a negative correlation between the rate of 

inflation and the multiple of earnings that investors are willing to pay for stocks. The higher the inflation 

rate, the lower the P/E, ceteris paribus. 
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As the rate of inflation edges up, 

equities have historically traded at 

lower PIE multiples. The rise in bond 

yields reduces the present value of 

asset prices, including future corporate 

earnings. The current PIE on the S&P 

is 27.Sx expected 2027 earnings. This is 

high relative to history, but consistent 

with an ultra-low interest rate 

environment. 
Chart source: Strategas Research Partners 








