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Starting the Second Quarter…
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Markets Have Rallied Significantly Over The Last Year

• Virus count has declined from January 2021 peak as vaccinations accelerate 

• Economies are reopening with GDP and earnings forecasts rising 

• Fed is still on hold and additional fiscal stimulus is expected

• Job market is strengthening, leading to improved consumer sentiment

• A steeper yield curve supports a stronger economic outlook

• A surge in demand could trigger short-term spike in inflation

• S&P 500 continues to reach new highs and cyclical sectors recover

• Investors try to balance “fear” vs. the “fear of missing out”
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Stocks Have Rallied Significantly Over the Last Year

Market Performance

©2021 Asset Consulting Group All Rights Reserved

Markets Have Rallied Significantly Over The Last Year

Source:  ACG Research, Bloomberg (as of March 31, 2021)

Source:  ACG Research, Bloomberg (as of March 31, 2021)
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Beyond US Large Cap, Risk Assets Rallied While Safe Assets Lagged

Market Performance
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Markets Have Rallied Significantly Over The Last Year

Source:  ACG Research, Bloomberg (as of March 31, 2021)
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Virus Count Generally Improving and Herd Immunity Anticipated by Late Summer

Evolving Growth Dynamics

Source:  ACG Research, Our World in Data(as of March 31, 2021)
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GDP Forecasts Highlight Strengthening Economic Outlook

Evolving Global Growth Dynamics 

Source:  ACG Research, IMF (as of March 31, 2021)
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Evolving Global Growth Dynamics 

Source:  ACG Research, CBO (February budget figures adjusted for new stimulus package), JP Morgan(as of February 28, 2021)

©2021 Asset Consulting Group All Rights Reserved

0%

20%

40%

60%

80%

100%

120%

Federal Net Debt 
% of GDP, 2021 CBO Baseline, end of fiscal 

year

Forecast

2021 Federal Budget

7



Aggressive Fiscal Spending Likely to Continue Under Current Leadership

Source:  ACG Research, The White House
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Evolving Global Growth Dynamics 
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Source:  ACG Research, St. Louis Federal Reserve (as of March 31, 2021)

Monetary Policy Still Supportive, but Less Impactful Going Forward
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Evolving Global Growth Dynamics 
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Fed Short-Term Rates and Asset Purchases

Fed Funds Rate Fed Balance Sheet
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Source:  ACG Research, Bloomberg, University of Michigan (as of March 31, 2021)

Consumer Confidence Remains Above GFC Levels Following Targeted & Timely Stimulus
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Evolving Global Growth Dynamics 

Government aid has helped create record income 

levels, even as base income sharply declined. 
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Source: ACG Research, BofA Global Fund Manager Survey (As of March 31, 2021)

Investors Try to Balance “Fear” vs. the “Fear of Missing Out”
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Heightened Risk Factors

History of top answers for “biggest tail risk” in Global Fund Manager Survey
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Source:  ACG Research, Bloomberg (data as of March 31, 2021)

Three Blow-Ups So Far in 2021 Stemming from Concentration, Opacity and Leverage.
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Heightened Risk Factors

January 2021

Melvin Capital

$4.5 Billion loss

March 2021

Greensill Capital

$10 Billion in funds frozen

March 2021

Archegos Capital Management

$5-10 Billion in losses to exposed banks

Collateral damage has been limited to a 

handful of affiliated banks but does 

highlight the potential impact to other 

institutions.
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Government Bond Yields: Longer-Term Rates Rising, Steeper Yield Curves Support Growth Outlook

Challenging Yield Environment

Source:  ACG Research, Bloomberg, (as of March 31, 2021)
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Source:  ACG Research, Bloomberg (as of March 31, 2021)

Long-Term US Treasury Yields are Rising and Corporate Credit Spreads Continue to Tighten, Both Below Historic Averages 
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US IG US HY

25-Year Avg. 144 518

Current 91 310

S&P 500 Div 10-Yr US Treasury

25-Year Avg. 1.87% 3.69%

Current 1.46% 1.74%
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Challenging Yield Environment

Source:  ACG Research, Bloomberg (as of March 31, 2021)

In the Absence of Yield, Investors Balance Search for Income with Preservation of Capital 
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Inflation Expectations: Years of Low Inflation Cause Fed to Relax its 2% Target 
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Conflicting Inflationary Signals

Source:  ACG Research,  Bloomberg  (as of March 31, 2021)
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Deflationary Signals Inflationary Signals

-Demographic trends (lower birth rate, aging population) -Fed accomodation

-Technological innovations -Consumer demand induced by economic recovery

-Stagnant wage growth -Fiscal policy support

-Unemployment -Weaker USD

-High savings rate -Supply chain disruption

-Reduced velocity of money -Deglobalization

-Inequality -Reduced Competition
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Breakevens Historically Overshoot Core CPI; Last 3-Month’s Inflation Suggests Increase will be Transitory for Now

Source: ACG Research, Bloomberg (as of March 31, 2021)

©2021 Asset Consulting Group All Rights Reserved

Conflicting Inflationary Signals
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Conflicting Inflationary Signals

Inflation Expectations: Money Supply Increases but Consumers Hoard Cash with Velocity of Money Near All-Time Low

Source:  ACG Research, Bloomberg (As of March 31, 2021)
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Demand For Responsible Investment

Responsible Investing: ACG Approach to ESG Research

Source:  ACG Research
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Quantitative FactorsQualitative Factors

▪ Performance 

▪ Risk 

▪ Sharpe ratio

▪ Universe comparison

ESG Scores

RFI’s, Meetings, 
Review of Firm, Team, 

Process 
Risk/Return Analysis

▪ ESG analysis structure

▪ ESG process integration

▪ ESG impact on decisions

▪ ESG reporting

▪ Scoring methodology

ESG Client 
Customization

▪ Thematic tilts (Climate)

▪ Custom Screens 

(Catholic Bishops SRI 

guidelines)

▪ Impact first (Grassroots)

ESG Sub-Committee

▪ Identifies key themes

▪ Serves as a sounding board

▪ Review ESG Scores

▪ Financial Materiality

▪ Sustainability Materiality

▪ Discuss/Reconcile scores 

with Managers

Investment Committee

▪ Establishes investment philosophy

▪ Identifies key initiatives
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Demand For Responsible Investment

Responsible Investing: Funds with an ESG Tilt Attract Asset Flows and Corporations Take Note

Source:  ACG Research, Morningstar (as of February 28, 2021)
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Is the Market Too Optimistic on the Earnings Recovery?

▪ Based on several metrics, the S&P 500 Index appears expensive (3/31/21 closing price of 3973)

▪ Consensus earnings estimates for 2021 ($182) suggest a forward p/e of 21.9x (vs. 25-year average of 16.5x)

▪ Consensus estimates are higher for 2022 ($202), yet the forward p/e for ‘22 is still 19.6x (vs. 25-year average of 16.5x)

Muted Return Environment

Valuation 

Measure Description Latest

25-year 

avg.

Std. dev. 

Over-/under 

valued

P/E Forward P/E 21.87x 16.52x 1.52

Div. Yield Dividend Yield 1.52% 2.03% 1.57

P/B Price to book 3.96 3.00 1.32

EY Spread EY Minus Baa Yield 0.76% 0.07% -0.35

Source: FactSet, FRB, Robert Shiller, Standard & Poor’s, J.P. Morgan Asset Management
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Muted Return Environment

With Equity Valuations Stretched, Recent Earnings are Supportive of Returns

Source: ACG Research, Bloomberg, Robert Shiller (as of February 28, 2021)
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Muted Return Environment

Potential Rotations: A Rebound in Trade Would Favor Non-US Assets

Source: ACG Research, Bloomberg, WTO, IMF (as of March 31, 2021)
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Muted Return Environment

Potential Rotations: Cyclical Recoveries Favor Non-US and Value

Source: ACG Research, Bloomberg, MSCI, Morningstar (as of March 31, 2021)
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ACG’s 2021 Intermediate-Term Capital Market Assumptions

Muted Return Environment
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ACG’s 2021 Intermediate-Term Capital Market Assumptions

Muted Return Environment
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Recent Negatives

▪ 2nd and 3rd wave of COVID-19

▪ Renewed lockdowns

Recent Positives

▪ Vaccines forthcoming in 2021

▪ Financial system functioning well

Near-Term Risk Assessment

Downside Risks

▪ Recurrence / spike of Coronavirus 

▪ Declining consumer / excessive saving

▪ Deterioration in credit markets 

▪ Revenue / earnings shortfalls

▪ Deterioration in labor markets

Upside Potential

▪ Coronavirus proves transient

▪ Additional fiscal stimulus approved

▪ Revived consumer sentiment

▪ Financial markets continue to rally

▪ Improving trade flows

Baseline Assumptions

▪ Growth improves but remains below trend

▪ Debt and deficits remain elevated

▪ Developed market inflation remains tepid  

Higher probability of

“fatter” tails

©2021 Asset Consulting Group All Rights Reserved
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Evolving

Global Growth 

Dynamics

Heightened Risk 
Factors

Challenging Yield 
Environment

Conflicting 
Inflationary Signals 

Demand for 
Responsible 

Investment and 
Diversity

Return Expectations

Key Areas of Focus 

ACG’s 

Disciplined 

Process 

ACG’s Investment Committee outlines key themes that will drive investment returns over the intermediate term. In this quarterly update, we highlight

market and economic factors that support each theme.
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Path of recovery will

vary by region, sector, 

demographics, pace of 

vaccine and stimulus

Transition of US 

leadership, pandemic, 

cyber attacks, trade 

agreements

“Zero” rate policy for 

next few years; govt 

programs and central 

bank asset purchases 

reduce default risk

Money supply high and 

velocity low, labor 

market improving but 

confidence still subdued 

ESG awareness has 

accelerated during 

COVID; more holistic 

portfolio approach

Low yields, narrow spreads, 

elevated equity valuations 

still a challenge, but ongoing 

stimulus and cash on 

sidelines could propel 

markets higher in near-term
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Implementation Strategies

▪ Embrace global diversification, with a modest reserve of dry powder

▪ Private strategies can limit near-term price impacts

Heightened Geopolitical & Social Risks

▪ Shorter-dated fixed income and floating rate securities protect against inflationary surprise

▪ Diversified real assets can provide enhanced income amid rising prices

Conflicting Inflationary Signals

▪ Maintain long-term strategic allocations

▪ Pursue active/focused/opportunistic strategies in less efficient markets

Evolving Global Growth Dynamics

▪ Maintain high-quality core fixed income exposures for portfolio ballast

▪ Incorporate “non-traditional” strategies for flexibility and yield enhancement

Challenging Yield Environment

▪ Consider a high-quality portfolio orientation

▪ Opportunities in both stocks and bonds for impact oriented investment

Demand for Responsible Investment

▪ Revisit overall risk tolerance and investment objectives

▪ Focus on strategic plan versus frequent tactical shifts

Muted Return Expectations

©2021 Asset Consulting Group All Rights Reserved
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The views expressed herein are those of Asset Consulting Group (ACG). They are subject to change at any time. These views do not necessarily reflect the opinions of any other firm.

This report was prepared by ACG for you at your request. Although the information presented herein has been obtained from and is based upon sources ACG believes to be reliable, no representation or

warranty, express or implied, is made as to the accuracy or completeness of that information. Accordingly, ACG does not itself endorse or guarantee, and does not itself assume liability whatsoever for, the

accuracy or reliability of any third party data or the financial information contained herein.

Certain information herein constitutes forward-looking statements, which can be identified by the use of terms such as “may”, “will”, “expect”, “anticipate”, “project”, “estimate”, or any variations thereof. As a

result of various uncertainties and actual events, including those discussed herein, actual results or performance of a particular investment strategy may differ materially from those reflected or contemplated in

such forward-looking statements. As a result, you should not rely on such forward-looking statements in making investment decisions. ACG has no duty to update or amend such forward-looking statements.

The information presented herein is for informational purposes only and is not intended as an offer to sell or the solicitation of an offer to purchase a security.

Please be aware that there are inherent limitations to all financial models, including Monte Carlo Simulations. Monte Carlo Simulations are a tool used to analyze a range of possible outcomes and assist in making

educated asset allocation decisions. Monte Carlo Simulations cannot predict the future or eliminate investment risk. The output of the Monte Carlo Simulation is based on ACG’s capital market assumptions that

are derived from proprietary models based upon well-recognized financial principles and reasonable estimates about relevant future market conditions. Capital market assumptions based on other models or

different estimates may yield different results. ACG expressly disclaims any responsibility for (i) the accuracy of the simulated probability distributions or the assumptions used in deriving the probability distributions,

(ii) any errors or omissions in computing or disseminating the probability distributions and (iii) and any reliance on or uses to which the probability distributions are put.

The projections or other information generated by ACG regarding the likelihood of various investment outcomes are hypothetical in nature, do not reflect actual investment results and are not guarantees of

future results. Judgments and approximations are a necessary and integral part of constructing projected returns. Any estimate of what could have been an investment strategy’s performance is likely to differ

from what the strategy would actually have yielded had it been in existence during the relevant period. The source and use of data and the arithmetic operations used for calculating projected returns may be

incorrect, inappropriate, flawed or otherwise deficient.

Past performance is not indicative of future results. Given the inherent volatility of the securities markets, you should not assume that your investments will experience returns comparable to those shown in the

analysis contained in this report. For example, market and economic conditions may change in the future producing materially different results than those shown included in the analysis contained in this report.

Any comparison to an index is for comparative purposes only. An investment cannot be made directly into an index. Indices are unmanaged and do not reflect the deduction of advisory fees.

This report is distributed with the understanding that it is not rendering accounting, legal or tax advice. Please consult your legal or tax advisor concerning such matters. No assurance can be given that the

investment objectives described herein will be achieved and investment results may vary substantially on a quarterly, annual or other periodic basis. There is no representation or warranty as to the current

accuracy of, nor liability for, decisions based on such information.

© 2021 Asset Consulting Group. All Rights Reserved. Asset Consulting Group is the sole owner of all rights, title, and interest to the materials, methodologies, techniques, and processes set forth herein, including

any and all intellectual property rights. No part of this document may be reproduced, stored, or transmitted by any means without the express written consent of Asset Consulting Group.

Disclosures and Legal Notice




