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Outlook
Investors remain optimistic as the rally in global equities continues, 
with most indices posting all-time highs during the quarter.  The 
distribution of the COVID-19 vaccine, additional fiscal stimulus, 
and strong consumer balance sheets are all contributing factors 
to the rally. With three vaccines approved in the U.S., distribution 
has accelerated.  Over 150 million doses have been administered, 
with 30% of the population receiving at least one vaccine dose.  
Notably, there has been a steep decline in hospitalizations and 
deaths. Congress passed an additional fiscal stimulus package in 
March. The wide-ranging package included direct payments, a 
boost to unemployment insurance, tax credits, and aid to states 
and local governments. In aggregate, consumers continue to 
strengthen their position with higher savings, improving wage 
growth, and declining debt. 

Led by small caps, U.S. equities were the top performing region 
over the quarter. The S&P SmallCap 600 posted a gain of 18%, 
while large caps rallied 6% as measured by the S&P 500. After a 
strong finish in 2020, international developed stocks and emerging 
markets equities cooled off, recording positive but more modest 
gains. A stronger dollar was a headwind for global stocks. Sector 
leadership was found in cyclical sectors, such as Energy and 
Financials, encouragd by a rebound in oil prices and a steeper yield 
curve. Consequently, value pushed ahead of growth.  

Fixed income sectors, especially intermediate and long-term 
Treasuries, faced a headwind from higher yields. The 10 Year 
Treasury finished at 1.74%, moving higher about 80 basis points 
during the quarter. The movement in bond yields was primarily 
driven by improving growth expectations, with inflation 
expectations also playing a role. After a period of deflation during 
the lockdowns, investors expect inflation to return to trend. We 
do not expect any changes in Federal Reserve policy this year. The 
Fed has indicated they are committed to supporting a recovery in 
employment before considering higher rates. Credit led all sectors, 
with high yield bonds and floating-rate bank loans benefiting from 
spread compression and higher yields.   

The factors to the rally mentioned above are important, because 
they all contribute to an expected rebound in corporate earnings.  
After a decline of 11% in 2020, earnings are expected to grow 
rapidly over the next two years. According to FactSet, S&P 500 
earnings are forecasted to recoup that decline and increase by 
25% in 2021, with an additional 15% growth in 2022. If that growth 
materializes, we expect to see an all-time high in earnings this year.  
Energy, Industrials, and Consumer Discretionary have the highest 
expected growth rates. In the case of Energy, a decline in earnings 
in 2020, a rebound in oil prices, and increased demand from a 
cyclical recovery are the driving forces. Industrials should benefit 
from revitalizing the supply chain and rebuilding inventories.  A 
strong consumer supported by fiscal stimulus and improving 
employment should propel earnings growth in that sector.  Overall, 
our outlook for earnings growth is very positive. 
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Source: Compustat, FactSet, Standard & Poor’s, J.P. Morgan Asset Management.
Historical EPS levels are based on annual operating earnings per share. Earnings estimates are based on estimates from Standard & Poor’s and 
FactSet Market Aggregates. Past performance is not indicative of future returns. 
Guide to the Markets – U.S. Data are as of March 30, 2021.
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Earnings recessions

In the broader economy, we see robust readings in manufacturing 
and a bounce back in consumer confidence. In March, the ISM 
Manufacturing PMI posted the highest reading since 1983.  The 
new orders, production, and employment components of the 
index showed a sharp increase off a previously strong reading, 
indicating demand for goods remains above long-term trends. 
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Overview
Broad trends in the equity and fixed income markets 
remained in place during the quarter. Stocks continue to 
benefit from the V-sharped recovery in earnings while 
bonds face a headwind of higher interest rates. However, 
markets have been very dynamic, presenting opportunities 
to make some modest changes to our strategies. 

Balanced Strategy
Stocks moved higher while bond fells, with the S&P 500 
posting a gain of 6% and the Bloomberg Barclays U.S. 
Aggregate Bond Index declining 3.37%. Stocks responded 
to additional fiscal stimulus and an earnings recovery. Yield 
moved higher as growth expectations improved.  

We made a few changes to the strategy during the quarter.  
We took profits in our investment grade bond holding and 
added exposure to floating-rate bank loans in the fixed 
income allocation. Floating-rate bank loans have a relative 
yield advantage and tend to perform well when yields are 
moving higher. In the equity allocation, we took profits in a 
consumer holding after a sharp run-up and reallocated the 
proceeds to other sector holdings in materials and home 
construction. We also increased our value exposure and 
reduced growth.  

There was strong performance across all components of 
the strategy. An overweight to equities provided a boost. 
Within equities, small-cap stocks and value exposure 
contributed to performance.  Sector exposure also made a 
significant contribution, led by home construction stocks. 
Fixed income holdings were a net contributor, led by a 
dynamic mortgage holding. Allocation managers added to 
relative performance due to strong stock selection and an 
underweight to Treasuries. 

Equity Strategy
Domestic equities posted strong gains, led by small caps 
and value stocks. Energy, Financials, and Industrials led 
performance and posted double-digit gains.  Earnings 

growth expectations and a cyclical recovery are driving 
stocks higher.   

The equity strategy focuses on several themes. We believe 
we are at the beginning stages of a cyclical recovery and 
have positioned our sector exposure accordingly. The 
exposure includes holdings in materials, home construction, 
and consumer stocks. One of the consumer holdings had a 
sudden surge in performance, so we elected to take profits 
and allocate the proceeds to the other sector holdings. 
Mid and small caps tend to outperform in recoveries, and 
we maintained our strategic allocation to those market 
segments. We shifted some secular growth exposure to 
value, as that style has shown strong momentum. 

The most robust performance came from small caps and 
sector holdings, led by home construction and consumer 
exposure. The mid-cap allocation also provided a boost to 
performance. Large-cap holdings were mixed, with value 
providing the most significant contribution to performance. 
Secular growth holdings detracted modestly.   

Global Strategy
Global equities were broadly higher, with the MSCI 
All Country World Index posting a gain of 4.57%. Top 
performing countries include the U.S., Canada, the United 
Kingdom, and Singapore. We expect the wide dispersion 
among country and region performance to continue, as 
COVID recedes at various speeds and fiscal stimulus varies.   

We made similar changes to the domestic equity exposure 
that we discussed in the other strategies. These include 
shifting sector exposure and increasing value holdings.  We 
also made some minor modifications to the international 
holdings. We increased exposure to emerging markets to 
a slight overweight relative to the benchmark. Emerging 
markets should benefit from revitalizing global supply 
chains and rebuilding inventories. We moved to a neutral 
exposure in developed international equities, selling growth 
and Switzerland positions.   

Domestic equity exposure was the strongest contributor to 
performance. The combination of mid-cap, small-cap, value, 
and sector holdings provided a lift to returns.  International 
developed and emerging markets detracted slightly.
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Has anything happened we should know about? If there are any changes in your financial situation, investment objectives or specific restrictions, 
please contact your Investment Advisor or The Pacific Financial Group, Inc. It is critical to the achievement of your investment goals and the 
success of our relationship to discuss any changes in your financial needs.

Our clients receive quarterly performance on their accounts. For performance on any of our strategies, please contact your Investment Advisor. 
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Backlogs of orders continues to expand, which could lead 
companies to increase production and capital expenditures. This 
spending would provide an additional boost to the recovery. 
Consumer confidence is improving due to fiscal support and 
vaccine rollout. We expect improvement in this reading to persist 
as the virus recedes and employment improves. 

Employment is one area where we have seen slow progress.  The 
unemployment rate has fallen dramatically from its high last April, 
but recent gains have been modest.  Initial jobless claims remain 

elevated, averaging almost 800,000 since September. We are 
hopeful these numbers will improve as businesses resume full 
capacity operations in the coming months.     

Overall, we are optimistic about the recovery and rebound in 
corporate earnings. We expect robust economic growth this year 
and COVID to continue to recede, supporting our view in favor of 
risk assets. However, we remain diligent in monitoring risks to our 
outlook. 

Sources: Morningstar, J.P. Morgan, FactSet, and St. Louis FRED

Tactical Income Strategy
The Tactical Income strategy was launched in 2020, seeking 
the leading income opportunities while maintaining a 
moderately conservative risk profile. Tactical high yield 
strategies will play an important role in delivering on the 
objective. The strategy also includes a wide variety of sectors, 
credit quality, and maturities to dynamically manage risk 
while optimizing for income.

Treasury yields continued to rise during the quarter as 
growth expectations improved.  The 10-year Treasury 
finished the quarter at 1.74%, gaining about 80 basis points.  
The move in yields was a headwind for intermediate and 
long-term Treasuries, which were among the poorest 
performing fixed income sectors during the quarter.  Credit 
sectors, led by high yield and floating rate bank loans were 
among the best performers.  

Considering the move higher in yields, and an outlook 
for higher growth, some changes were made to this 
strategy.  Exposure to investment-grade corporate bonds 
was reduced with proceeds invested in floating-rate bank 
loans due to their relative yield advantage, and a tendency 
to perform well during rising rates.  Given their low yields 
and interest rate sensitivity, exposure to intermediate core 
bond managers was also decreased.  Overall exposure was 
increased in equities based on the outlook for higher growth 
in the months ahead.

Dividend paying equities were the largest contributors to 
performance during the quarter.  An investment grade bond 
holding, that was liquidated during the quarter, was the only 
net detractor from performance.  



The information provided herein is the opinion of The Pacific Financial Group (“TPFG”), a registered investment advisor. All Commentary reflects TPFG’s opinion of the general markets which may include one or more specific segments of national 
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or investment advice. Past performance is not a guarantee future results. All investments contain risks to include the total loss of invested principal. Diversification does not protect against the risk of loss. Investors should review all offering 
documents and disclosures and should consult their tax, legal or financial professional before investing.
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Multi-Mandate Approach
We believe that an effectively diversified portfolio should 
be built around three distinct mandates, with each 
mandate having a unique objective, expectation, and 
contribution to the portfolio. Through the combination 
of mandates, we believe a client can experience greater 
diversification, improved risk management, and enhanced 
returns. 

Strategic
The market movement strategies are designed to replicate 
the risk and return of overall stock and bond market 
movements. The rally in global equities continued in 
the first quarter, led by U.S. small caps, with the S&P 
SmallCap 600 up 18%. All U.S. market capitalizations 
broadly outpaced international developed and emerging 
markets, which posted positive but more modest results.  
Canada, Singapore, and the United Kingdom were among 
the leaders outside the U.S. Continued fiscal support 
contributed to the relative U.S. outperformance. Sector 
leadership was found in cyclical sectors, such as Energy 
and Financial.  These stocks got a boost from higher oil 
prices and a steeper yield curve. This sector leadership 
contributed to value outperforming growth for the second 
quarter in a row.    

Tactical
Strategies in this mandate are designed to actively adjust 
asset class weightings to increase/decrease market exposure. 
Given the broad rally in risk assets, those managers 
positioned with higher equity exposure, particularly multi-
cap stocks, were among the top performances. Style 
performance was also important; for the second quarter 
in a row, value topped growth, benefiting those with a 
value overweight, and higher allocations to Energy and 
Financials, the top-performing sectors. Within fixed income, 
credit exposure and a shorter duration profile were the 
top-performing allocations. Corporate bonds outpaced 
Treasuries as spreads tightened modestly and yields moved 
higher. 

Diversifiers
Strategies in this mandate are designed to provide a source 
of risk and return independent of overall stock and bond 
market movements. Diversifiers are a broad mandate, 
representing a range of strategies with a wide dispersion of 
returns. Most categories were broadly higher, led by natural 
resources and real estate. These sectors have a higher 
correlation to equities and benefited from the rally. Market 
neutral and long-short equity strategies also benefited from 
the rally and posted solid results. Managers focused on 
Infrastructure saw strong results as the new administration 
plans to ramp up spending. Gold and silver prices moved 
lower during the quarter, negatively impacting some 
commodity managers.   
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