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Intellectual Honesty – A Valuable Trait

Sources: Bloomberg, Redwood. Data from 4/12/20 – 4/12/21. For illustration purposes only. An investor cannot invest 
directly into an index.

Technically a Real “Bull” Market – S&P 500 Index Trends Upward

Without any context, a 
market observer might 
adopt a rosy economic 
outlook. Current 
fundamentals, however, 
have not been as strong 
as risk markets might 
suggest.

Risk markets continued their seemingly relentless climb during the first quarter of 2021, 
extending gains above pre-pandemic highs. Global equity indices set one record high after 
another. U.S. equity indices set new highs; by quarter end, the S&P 500 had risen 6.17%, 
and the Nasdaq Composite had risen 2.96%. International equities also ended higher, gaining 
3.56%. Meanwhile, the traditional safe havens of U.S. Treasuries and investment-grade 
corporate bonds had their worst quarter since 1981.

An outsider might identify the quarter as just another surge in a yearlong bull rally off of the 
bottom of March 2020. Without any context, a market observer might adopt a rosy economic 
outlook. Current fundamentals, however, have not been as strong as risk markets might 
suggest. A global pandemic in 2020 shuttered retail, paused gatherings, and eliminated 
millions of jobs. What followed – chronic unemployment, civil unrest, haphazard virus 
responses, and political turmoil – has complicated economic recovery. The obvious next 
questions: will the current positive momentum continue, what will set the stage for the next 
major equity decline, and when will that occur?  

Fortunately, utilizing our RiskFirst® process, we don’t have to guess on these answers. 
Instead, we participate according to our engineered risk-budgeted models and remain 
vigilant in monitoring portfolio risks.

Please see additional disclosures at the end of this commentary for more information.
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Not All Rallies Are Created Equal

Out of Control or New “Best” Recovery Strategy?

The market is typically a forward-looking mechanism, attempting to price in what may happen 
in the future versus what has already happened. However, given the substantial real economic 
damage caused by the pandemic – coupled with the tremendous uncertainty that followed – it 
should not come as a surprise that government intervention played a meaningful role with 
bullish market forces. It was not likely a “pure coincidence” that risk markets bottomed out 
when the Federal Reserve began their unprecedented support: direct market purchases of 
corporate debt combined with a long-term commitment to very accommodative monetary 
policies. 

In addition to the Fed activity, massive amounts of stimulus from the federal government fueled 
an expected future economic and market recovery. December 2020 ended with a $900 billion 
addition to the $2.8 trillion packages from March and April. In March 2021, a relief package 
of $1.9 trillion arrived, followed by a proposal for $2.25 trillion in infrastructure spending. This 
stimulus combined with accelerated vaccine rollout – more than 590 million doses 
administered worldwide – to propel optimism amongst investors.

Sources: Bloomberg, Redwood. For illustration purposes only. 

Please see additional disclosures at the end of this commentary for more information.

Given the substantial 
real economic damage 
caused by the 
pandemic, it should not 
come as a surprise that 
government intervention 
played a meaningful role 
with bullish market 
forces.



© Bayntree Wealth Advisors, 2021

March 31, 2021Q1 2021 Commentary

4

Not All Rallies Are Created Equal (cont.)

Sources: Bloomberg, Redwood. For illustration purposes only. An investor cannot invest directly into an index.

Value Factor: The Comeback

As recently as summer 
2020, positive equity 
attribution was very 
narrow in large-cap 
growth stocks while 
value stocks were 
relatively weak. 
However, as prospects 
for economic growth 
improved, value across 
all market capitalization 
sizes outperformed.

Please see additional disclosures at the end of this commentary for more information.

After all, doesn’t a situation only get better after hitting rock bottom? It would seem as if all the 
components and rationale are present to make a case for expansion. Some characteristics 
evident in the latest phase of the market rally – different from the beginning leg of the market 
recovery – provide additional reasons for optimism.

As recently as summer 2020, positive equity attribution was very narrow in large-cap growth 
stocks while value stocks were relatively weak. However, as prospects for economic growth 
improved, value across all market capitalization sizes outperformed. Value has historically 
performed well coming out of recessions, during the early and middle parts of economic 
expansions. This is because there are more opportunities for “growth” in revenue and earnings 
for all equities, thereby reducing the need to pay high multiples for “growth” stocks. Large -cap 
value (S&P 500 Value Index) had its best relative quarter since 2000, gaining 10.76%. In 
comparison, large-cap growth gained just 2.11%.
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Bull in Glass Slippers 

What’s Driving The Rally? Majority Still Sidelined?

Many investors may still 
be uncertain about the 
rally as cash levels 
remain very elevated.

Some investors might be pricing a “recovery” or an “expansion” in the future. However, not all 
investors are so optimistic. The current market reality may be a reason for pause: despite all 
the impressive asset price gains, it’s clear that economic strength is not yet fully robust. For 
example, unemployment – especially permanent unemployment – has lingered at an extremely 
high level. Many businesses are still not open at pre-pandemic capacity. Travel-related 
industries continue to struggle. And there are no clear answers as to when things could “return 
to normal.” Many investors may still be uncertain about the rally as cash levels remain very 
elevated.

Sources: Bloomberg, Redwood. For illustration purposes only. An investor cannot invest directly into an index.

Please see additional disclosures at the end of this commentary for more information.

Even as the markets keep setting records, it’s important to recognize that many investors have 
been hesitant to get back in, due in part to recency bias. The “crash” of March 2020 was a 
steep, quick drop – the fastest since “Black Monday” of 1987. The severity of that drawdown 
caught many off guard. 
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Bull in Glass Slippers (cont.)

Elevated Fear – Investors Are Still Jittery

Investor fear has been at 
an elevated level since 
the pandemic sell-off. 
Quantified by the VIX, 
expected volatility has 
persisted above realized 
volatility.

Sources: Bloomberg, Redwood. For illustration purposes only. An investor cannot invest directly into an index.

Please see additional disclosures at the end of this commentary for more information.

Those who sold out and haven’t participated in the rally may still be pessimistic, or skittishly 
awaiting another drop, instead of jumping in at all-time highs. The market dynamic of investors 
without a strong process settled into an ongoing game of “guess the top.” The fear can be seen 
from a quantitative perspective. The CBOE Volatility Index – or VIX Index – measures investor 
expectation of volatility. Ever since the pandemic sell-off, expected volatility has been at an 
elevated level versus what the market has actually realized.
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Bull in Glass Slippers (cont.)

Market Bubble In The Making?

Putting aside the lagging 
economic fundamentals 
mentioned earlier (and 
in previous 
commentaries), there 
are many relationships 
with striking similarities 
to the late 90s.

Putting aside the lagging economic fundamentals mentioned earlier (and in previous 
commentaries), there are many relationships with striking similarities to the late 90s, amid the 
tech boom that led to a crash. Stock prices appear to be inflated, based on the P/E ratio – a 
common measurement of valuation. For historical context: recall the dot-com boom of 1999, 
with website names overvalued by billions of dollars? Today’s P/E has surpassed that high 
level. 

Sources: Bloomberg, Redwood. For illustration purposes only. An investor cannot invest directly into an index.

Please see additional disclosures at the end of this commentary for more information.

Valuations: Price/Earnings

Inflation (Year Over Year)

A speculative bull market tends to bring about idiosyncratic events. Put another way, frothy 
markets unearth latent, unseen dynamics – especially in individual stocks. For example, 
consider the short squeezes that caused stocks like GME and AMC to skyrocket seemingly 
overnight. More recently, a relatively unknown hedge fund, Archegos, had massive leveraged 
bets in its portfolio, leading to its collapse over a few days – and billions in losses for some of 
the leverage-providing investment banks.

The massive amount of Fed support can also result in unforeseen and unintended 
consequences. Since 2008, the Fed’s response to economic crisis has been to pump in money 
and promote growth. With an endless money supply, are asset prices rising ahead of actual 
inflation data?
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Outlier Moves in Bonds

“Safe Havens” Take a Hit

The Barclays Aggregate 
Bond Index fell 3.37% 
and U.S. Treasuries fell 
4.25% – the worst 
quarterly performance 
since 1980.

There’s inherent risk even in an equity low-volatility rally. In responding to the 2020 financial 
crisis, the Federal Reserve not only pumped in additional money, but also lowered rates back 
to near zero and provided liquidity – especially for fixed-income securities. As a result, the U.S. 
10-Year Yield dropped to a historic intra-day low of 0.37%. Yields have risen sharply since 
then, ending the quarter at 1.74% – more than four times higher! This impacted more rate-
sensitive bond prices in both treasuries and corporates. For investors in the “safe haven” of 
bonds, Q1 2021 was bleak. The Barclays Aggregate Bond Index fell 3.37% and U.S. 
Treasuries fell 4.25% – the worst quarterly performance since 1980.

Sources: Bloomberg, Redwood. For illustration purposes only. An investor cannot invest directly into an index.

Please see additional disclosures at the end of this commentary for more information.



© Bayntree Wealth Advisors, 2021

March 31, 2021Q1 2021 Commentary

9

Outlier Moves in Bonds (cont.)

Bond Prices at Multi-Year Premiums

For bonds trading above 
par, there’s a limit on 
how much they can 
appreciate for how long, 
since they will ultimately 
mature at par.

It is important to understand that bonds are already constrained on their potential returns. Both 
traditional investment-grade bonds and high-yield bonds have been trading far above their par 
price of 100. For bonds trading above par, there’s a limit on how much they can appreciate for 
how long, since they will ultimately mature at par. A move in Treasuries creates a more 
impactful event in the investment-grade (IG) space, as IG yields are smaller than those of high-
yield bonds. In both the corporate space and treasury space, IG took a hit.

Sources: Bloomberg, Redwood. For illustration purposes only. An investor cannot invest directly into an index.

Please see additional disclosures at the end of this commentary for more information.
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The “Best” Track Record

Sources: Bloomberg, Redwood, WSJ. For illustration purposes only. An investor cannot invest directly into an index.

Wrong Again, Again, Again...

For two years, analysts 
wrongly predicted 10-
Year Treasury yields 
would rise. They finally 
guessed low for Q1 
2021, but then the
10-Year surged.

With so many conflicting factors, you can’t fault analysts for being wrong – but you must fault 
them for guessing at all. Past performance is not an indicator of future returns. Therefore, take 
forecasts with a grain of salt – or better yet, disregard them entirely. So, who do you listen to? 
How should you determine whether or not to be invested, and in what?

Please see additional disclosures at the end of this commentary for more information.

Where bonds (and stocks) go from here is anyone’s guess. Wall Street pundits have a proven 
track record of consistently getting market predictions wrong. It’s not a new problem, but 
recent expert forecasts reveal that it is a current one. For several years, the “common” 
expectation amongst Wall Street analysts was that 10-Year Treasury yields would rise. They 
didn’t. At the end of 2020, after yield declined, analysts finally guessed low on the 10 -Year. In 
Q1 2021, the 10-Year surged. 
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Portfolio Recap 

Fortunately, we don’t guess; we consider market reality and let our models indicate appropriate 
exposure. We use a quantitative process – a responsive model that guides when we’re invested 
and in what. Our portfolios stayed within their limits associated with assigned risk budgets, and
have been fully invested.

Performance in the portfolios was relatively strong in Q1 2021. This was due to a few factors. 
First, we were relatively overweight to the value factor in equities. We also had exposure to 
small-cap. In addition, our tactical fixed-income strategies like Managed Volatility and Managed 
Muni are invested in high-yield bonds, which have less interest rate risk than IG bonds and 
thus are less impacted by sharp moves in interest rates.

We utilize a RiskFirst® approach, because our objective is to manage portfolios within specified 
drawdown ranges.

We’re not trying to guess the top or predict a drop. We don’t declare 2021 will be a good or 
bad year. Every investor seeks performance. However, it’s not about having a good quarter and 
anticipating millions of possible short-term moves. It’s about performing to meet defined 
expectations in a financial plan. Beating any “market benchmark” is great when it happens. 
But hope and happenstance are not a strategy.

Please see additional disclosures at the end of this commentary for more information.

Conclusion

Precisely because you can’t predict the markets, a better approach is looking at a range of 
expected returns as your lens for market analysis. In a given month or quarter, performance 
may be up or down 5%. The real bottom line: if you’re in the range for your risk tolerance, you 
should be on track.

It is very difficult for investors to avoid backward-looking comparisons – or make decisions 
regarding what they believe will happen in the future independent of what has recently 
happened. After all, having some type of reasoning or rationale helps to intellectually justify a 
position. However, the reality is that intuition built on historical experience bears no relevance 
to today’s market environment. Everyone goes through the same new information day by day. 
So, what do we believe is key to investing successfully? We first admit we don’t know, and we 
don’t pontificate on future markets. We don’t need to be certain of what will happen in the next 
six months, next year, or next several years. Instead, we must utilize a strong, disciplined 
process and focus on what is manageable: RISK. We need only to be prepared – and we are.
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General Disclosures

The market commentary is for informational purposes only and should not be deemed as a solicitation to invest or increase investments in Bayntree

Wealth Advisors ('Bayntree') products or affiliated products. The information contained herein is not intended to provide any investment advice or

provide the basis for any investment decisions. Please consult a qualified professional before making decisions about your financial situation.

Information and commentary provided by Bayntree are opinions and should not be construed as facts. There can be no guarantee that any of the

described objectives can be achieved. Past performance is not a guarantee of future results. Information provided herein from third parties is obtained

from sources believed to be reliable, but no reservation or warranty is made as to its accuracy or completeness.

Different types of investments involve varying degrees of risk and there can be no assurance that any specific investment will be profitable. The price of

any investment may rise or fall due to changes in the broad markets or changes in a company’s financial condition and may do so unpredictably.

Bayntree does not make any representation that any strategy will or is likely to achieve returns similar to those shown in the performance results in this

presentation. Portfolios are sub-advised by Mulholland Wealth Advisors, LLC, an unaffiliated investment advisor registered with the SEC. Such

registration does not imply a certain level of skill or training and no inference to the contrary should be made. Please refer to Mulholland’s Form ADV

Part 2A (“Brochure”) for more information.

Indices are shown for informational purposes only; it is important to note that Bayntree’s strategies differ from the indices displayed and should not be

used as a benchmark for comparison to account performance. While the indices chosen to represent broad market performance of each asset class,

there are report limitations as to available indices and blends, which index can be selected, and how they are presented.

Definitions and Indices

S&P 500 Index is a stock market index based on the market capitalization of 500 leading companies publicly traded in the U.S. Stock

market, as determined by Standard & Poor's. Nasdaq Composite is a market capitalization weighted index comprised of approximately 3,000

common equities listed on the NASDAQ stock exchange. Bull Market is a market condition in which prices are rising or are expected to rise.

Federal Reserve (Fed) is the central bank of the United States that raises or lowers interest rates. Investment Grade Bond is a bond with a

credit rating of BBB- or higher by Standard & Poor’s or Baa3 or higher by Moody’s. It is judged by the rating agency as likely enough to meet

payment obligations that banks are allowed to invest in it. Fed Balance Sheet is a financial statement published once a week that breaks

down the assets and liabilities held by the Federal Reserve (Fed). The report, formally known as the "Factors Affecting Reserve Balances,"

essentially outlines the factors that affect both the supply and the absorption of Federal Reserve funds and helps to shed light on the means

the central bank uses to inject cash into the economy. US U-6 includes a whole swath of unemployed people—namely, everyone not listed in

the U-3 rate. That means the U-6 rate is much truer to a natural, non-technical understanding of what it means to be unemployed. This rate

accounts for anyone who has been seeking employment within the previous 12 months but have been unable to secure a job and has not

searched for work in the past four weeks. It also includes anyone who has gone back to school, become disabled, and people who are

underemployed or working part-time hours. Value is reference to a security that appears to trade at a lower price relative to its fundamentals,

such as dividends, earnings, or sales, making it appealing to investors. S&P 500 Value Index is a market capitalization-weighted stock

market index taken from the S&P 500 universe, containing constituents that are categorized as value stocks, as determined by Standard &

Poor's. The Bloomberg U.S. Pure Value Portfolio Index is a proprietary index created by Bloomberg which attempts to isolate and measure

the performance of the value factor within the universe of U.S. equities. ICI Money Market Fund Assets is a statistic that is put out

periodically by the Investment Company Institute. Black Monday occurred on Oct. 19, 1987, when the Dow Jones Industrial Average (DJIA)

lost almost 22% in a single day. The event marked the beginning of a global stock market decline, and Black Monday became one of the most

notorious days in financial history. CBOE Volatility Index (VIX Index) shows the market's expectation of 30-day volatility. It is constructed

using the implied volatilities of a wide range of S&P 500 index options. 2000 Tech Crash, also known as the dotcom or internet bubble, was

a rapid rise in U.S. technology stock equity valuations fueled by investments in internet-based companies during the bull market in the late

1990s. During the dotcom bubble, the value of equity markets grew exponentially, with the technology-dominated Nasdaq index rising from

under 1,000 to more than 5,000 between the years 1995 and 2000. In 2001 and through 2002 the bubble burst, with equities entering a

bear market. Drawdown is a measure of peak to trough loss in a given period; a maximum drawdown is a measure of the maximum peak to

trough percentage loss in a given period. Bloomberg Barclays Aggregate U.S. Bond Index is an index that consists of investment grade U.S.

Government bonds, investment grade corporate bonds, mortgage pass-through securities, and asset-backed securities. It is often considered

representative of the U.S. Investment-grade fixed rate bond market. U.S. 10-Year Treasury is a debt obligation issued by the United States

government that matures in 10 years, backed by its full faith and credit. High-Yield Corporate Bonds typically seek high levels of current

income by investing in lower credit quality fixed income securities with varying maturities.
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General Disclosures

UNLESS OTHERWISE NOTED, INDEX RETURNS REFLECT THE REINVESTMENT OF INCOME DIVIDENDS AND CAPITAL GAINS, IF ANY, BUT DO

NOT REFLECT FEES, BROKERAGE COMMISSIONS OR OTHER EXPENSES OF INVESTING. INVESTORS CAN NOT MAKE DIRECT INVESTMENTS

INTO ANY INDEX.

Bayntree Wealth Advisors, LLC ('Bayntree') is a state registered investment adviser with the state of Arizona. Such registration does not imply a certain

level of skill or training and no inference to the contrary should be made. Bayntree’s advisory fees and risks are fully detailed in its Form ADV Part 2A

(Brochure”), which is available upon request. This material may not be published, broadcast, rewritten or redistributed in whole or part without the

express written permission.


