
This time last year, as we moved into spring, 
the world was about two weeks into an 
intentional economic shutdown to stem the  
global spread of the coronavirus (COVID-19). 
We hoped the brief pause would “flatten the 
curve,” but our communities and financial 
markets were steeped in uncertainty  
and fear. What a difference a year makes. 
Accelerated vaccine development and  
deployment provided the firepower needed 
to bring the virus under control. While we  
haven’t fully resumed our normal lives —  
my Pitcairn colleagues and I are still working 
from home like many of you — the path 
forward appears decidedly brighter. 

The economic rebound and resilience of 
capital markets have been astounding. 
COVID-19 precipitated a deep recession, 
but massive liquidity injections kept it 
unnaturally short. Now, economic data 
suggest we’re in the very early stages of  
a new economic cycle. Markets have not  
only recovered but rallied to record highs. 

The Pitcairn Growth Portfolio, a diversified  
allocation of US and international stocks, 
bonds, real assets, and alternatives is up 
over 37% since this time last year. If my 
letter for the first quarter of 2020 had  
predicted such results, you would have 
doubted my investment acuity (or my sanity). 

I have said before that this period is one 
for the history books. Even those of us 
who work in financial services don’t yet 
appreciate the magnitude of what we’ve 
been through. There’s no precedent for a 
near-universal global economic shutdown  
or for the torrent of monetary and fiscal 
stimulus that followed. Without a historical 
model, there’s no road map for how we’ll 
emerge from this or what the full recovery 
will look like. It’s a tricky time to make 
predictions, but one where disciplined, 
diversified investment plans will, as always, 
guide our decisions.
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KEY TAKEAWAYS
n     The tale of economic recovery is globally dependent on vaccine distribution. While the 

US, China, the UK, and parts of Europe are expected to carry global growth, emerging 
markets unable to contain the virus may experience a prolonged recovery.

n     Despite high valuations, exceptionally low interest rates and stimulus-aided growth may 
continue to spur equity gains, even with the potential for volatility or a 10-12% pullback. 

n      COVID-19 remains the dominant risk to capital markets, with other areas to monitor 
including proposed tax increases and retail speculation.

n     Another risk is being out of stocks as markets rise. Pitcairn believes safety comes through 
a disciplined, diversified portfolio construction.
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It’s a tricky time to 
make predictions,  
but one where  
disciplined, diversified 
investment plans  
will, as always, guide  
our decisions.
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Global Economy Gains Momentum 

US economic data is universally strong, a notable contrast to this 
time last year. Manufacturing, unemployment, and consumer data are 
improving as the latest US stimulus package winds its way through 
the economy. To the extent that the expected robust recovery comes 
to fruition, the US could be right beside China leading global growth. 
Forecasts show nominal US GDP growth in the neighborhood of 8% 
and possibly into double digits through the summer. 

Along with China and the US, the UK and parts of Europe are also  
expected to help carry global growth. Our main concern isn’t how 
these “growthier” regions perform, but rather what happens in 
these regions, particularly emerging markets, where vaccination 
rates remain low. Argentina, Brazil, and India are struggling mightily 
with COVID-19. India is reporting about 300,000 new cases a day, 
and my colleagues in Brazil are far from optimistic about when 
they will come out of this pandemic. 

At some point, a sufficient supply of vaccines will reach the developing 
world; however, inadequate healthcare systems, lack of resources, 
and logistics could prolong the recovery gap between developed 
and developing countries. Despite support from a weak US dollar 
and pockets of strength like China, emerging markets could experience 
a much slower and more uneven recovery. 

Recovery Mindset Drives US and International Stocks

The shift to a recovery mindset was the primary driver of first quarter 
equity returns, with aid from the massive second wave of fiscal 
stimulus and strong corporate earnings.

The significant equity rally is not surprising given the abundance of 
liquidity in financial markets. Nor is it unusual for markets like this 
to experience some froth, as seen in the frenzied buying and selling 
of so-called meme stocks and the heating up of regional real estate 
markets. During the quarter, retail investors on platforms such as 
Robinhood made headlines with rapid run-ups and drawdowns in 
GameStop and other securities. Though this activity raises concerns 
about speculation, it doesn’t necessarily signal an end-stage bull 
market. I do see signs of froth in investor behavior, and most valuation 
measures are high. However, the old adage that markets can remain 
irrational longer than an investor can remain solvent comes to mind. 
This environment could be here for quite some time. 

Warren Buffet measures valuation by the ratio of total stock market 
capitalization relative to GDP. With this indicator and most other 
measures of stock market valuation at extreme levels, stocks appear 
pricey. However, today’s market environment is historically unique 
due to exceptionally low interest rates and the Fed’s commitment to  
keeping rates low. Looking at the equity risk premium, which adjusts for 
interest rates, valuations don’t seem as stretched, especially compared 
to the market bubble of 1999. (See Chart A: S&P 500 Equity Risk 
Premium). I think we’ll continue to see a rationalization of extreme 
valuations as well as rotation out of higher-priced stocks and sectors. 
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Indicators Point to Further Equity Gains 

Though Pitcairn and other institutional investors have maintained 
equity exposure throughout the challenges of the past year, and 
indeed throughout the last decade, we’ve often lamented the absence 
of retail investors. Now finally, recent gains have piqued their interest. 
As you can see in Chart B, global equity flows for the last five months 
totaled $569 billion, dwarfing the $452 billion inflow for the last 12 
years. This trend appears unlikely to end in the near term, and retail 
participation could fuel a continued period of speculation. We believe 
that longer-term, equities still have a ways to go.  

Consider that recent performance has been both strong and broad-
based. Approximately 95% of stocks in the S&P 500 Index traded 
above their 200-day moving average at quarter-end, the highest level 
since October 2009. The breadth of this market contrasts sharply 
with the typical end of a bull market when only the leaders continue 
to perform well. 

Economic momentum also supports higher stock prices. A study by 
Strategas assesses the last three times US GDP growth exceeded 
7% — one period in 1981 and two in the 1950s — and finds that these 
periods were very positive for equities even without the extra octane 
from extremely low-interest rates and high liquidity that stocks enjoy 
today. Continued economic recovery bodes well for equity performance 
over the next 12 to 18 months.

That’s not to say we won’t see volatility. Within those previous periods 
of superior economic growth, equities experienced double-digit 
pullbacks before resuming their upward path. Markets could easily 
see a 10-12% pullback at some point in 2021 — exactly what markets 
should do after the outsized gains of the past year. A pullback would 
not change our outlook at all.

Beyond the US, we anticipate some weakness in international bonds and  
equities, particularly where the pandemic strikes hard. Nevertheless, 
we maintain significant positions in non-US equities because we 
believe they will benefit from renewed global growth and a weak US 
dollar. The dollar’s first-quarter rally followed typical seasonal trends, 
but that may be the extent of its strength this year. The sheer size of 
US fiscal and monetary stimulus suggests a period of dollar weakness, 
despite potential buoyancy from US economic strength. Given the 
likelihood of a weaker dollar over the next three to five years, a  
diversified global portfolio remains the more sensible positioning.

Fed Stays the Course with Easy Monetary Policy

Even as pandemic news, economic activity, and investment results  
have turned positive over the past year, the Federal Reserve’s 
commitment to accommodative monetary policy has stood firm and 
appears likely to remain so. The Fed is keenly aware of potential 
inflationary pressures, including the first quarter rise in the 10-year 
Treasury yield and higher prices in some non-core areas of the economy.  
However, its primary focus is on core prices where significant  
inflation remains unlikely to be seen given the amount of slack in the 
economy, with millions of people out of work and businesses still 
coping with COVID-19 effects. The Fed may reduce its $120 billion 
monthly bond purchases as the economy improves, but it’s unlikely to 
raise interest rates anytime soon. I compare that to being on a diet 
where you still gain weight, just less than before. The environment 
will remain very liquid. 

Even in periods of  
superior economic 
growth, equities  
experienced double-
digit pullbacks 
before resuming  
their upward path.
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Eyes Open to Risk

COVID-19 remains the dominant risk to capital markets as much  
depends on how the virus resolves. Markets have already priced in 
good virus outcomes for the US and other countries with high  
vaccination rates. That optimism is supported by real-world results  
as serious and fatal cases are falling dramatically in places with  
widespread vaccine distribution. However, for vaccines to drive  
economic activity, it ultimately comes down to the public’s comfort.  
I am confident people will resume normal activities. Pent-up demand 
and substantial consumer savings may fuel a boom similar to the 
roaring 20s that followed the 1918 pandemic. 

Other risks that could affect markets include proposed tax increases 
and retail speculation. Higher taxes to finance Democratic spending 
plans would be a negative for capital markets. I believe the  
administration senses this isn’t an opportune time to impose significant 
burdens on the economy and will act judiciously. We already discussed 
how some retail investors are flirting with speculative stocks and 
vehicles they may not understand. Terms such as SPACs, NFTs and 
Dogecoin came into our vocabulary this quarter. Increased speculation 
could have adverse effects, but I’m optimistic the trend of bidding 
up fringe investments will weaken, and the majority of long-term 
investors will gravitate toward stocks with real stories and the potential 
to grow earnings and capital.   

Good News and Sound Positioning Yield  
Positive Outcomes

The bedrock of Pitcairn’s strategic philosophy is that we don’t tactically 
jump around to capture short-term market trends. Instead, we follow 

our discipline and keep positioning in line with intended long-term 
allocations. Benefits of this approach were on full display in the first 
quarter, as the market’s focus shifted to small-cap, value stocks, and 
cyclical sectors. We had rebalanced portfolios last December after  
a pronounced run-up in large-cap growth stocks. As a result, Pitcairn 
portfolios delivered a good performance in the first quarter, led  
by a completely different set of market trends than those that had  
performed best in the fourth quarter of 2020. 

Right now, we’re in a good stage of the investment cycle where  
returns are exceeding our capital market assumptions. But keep  
in mind that if our return objective is 7%, the market isn’t polite 
enough to get us there with a 6.9% return one year and 7.1% the 
next. Good years and bad years will vary significantly. 

As we noted above, a great deal of good news is already priced into 
equities, including GDP growth, vaccine effectiveness, and COVID-19 
recovery. Realization of that good news will drive markets for the 
next quarter or two. If we see evidence of falling COVID cases and 
vaccinated people resuming normal activities, and if the Fed states 
that the pandemic’s risk to the economy has subsided, these will be key 
positive drivers. If we don’t see these pieces of evidence, stocks may fall.

It’s important to note that in an environment with record GDP 
growth, unbelievably low-interest rates, and abundant liquidity, 
there’s substantial risk in being out of stocks as markets continue to 
rise. Safety comes through portfolio diversification, and we believe 
clients should stick with the disciplined, diversified strategy that has 
worked for them.

Philadelphia
One Pitcairn Place, Suite 3000
165 Township Line Road
Jenkintown, PA 19046-3593

New York
Representative Office
99 Park Avenue, Suite 320
New York, NY 10016-1501

Washington, DC
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1750 Tysons Boulevard
McLean, VA 22102-4228

www.pitcairn.com  |  800-211-1745

This publication is prepared by Pitcairn for the exclusive use of its clients. The information provided should not be construed as imparting legal, tax,or financial 
advice on any specific matter. 


