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Equity Market: Quarter in Review

The U.S equity market ended the first quarter on a strong note with the S&P 500 posting a gain
of 6%, driven by fiscal and monetary stimulus and continued optimism from COVID-19 vaccines.

The markets had continued to generally favor higher growth, more speculative companies
through the middle of February. However, the strong and persistent rise in rates was a major
contributor to equity market participants finally acknowledging concerns about “long duration”
growth stocks’ stretched valuation multiples. The resulting outflow of capital from many of
these higher valuation mega caps stocks likely found its way into more attractively valued
names.

In a reversal of the trend we have seen over the last couple of years, small caps outperformed
large caps with the S&P Small Cap 600 up 18%.

All sectors posted a gain for the quarter with Energy strongly outpacing all sectors, up 31%.
Financials and Industrials also posted double digit returns while last year’s leader, Information
Technology, was the second worst performer in the quarter.

High Beta was the strongest performing factor for the quarter, with the value factor also posting
strong returns. In a reversal from what we have seen over the last year, growth and momentum
were the two worst performing factors.

Equity Market: The Quarter Ahead

Despite a great deal of uncertainty entering 2021 surrounding the trajectory of the Coronavirus
as well as a new presidential administration, a bullish narrative persisted during the first quarter.

Investors have continued to focus on positive themes such as the stimulus package passed in the
quarter as well as the coronavirus vaccine rollout gaining momentum. However, potential risks
do exist including companies meeting increasing earnings growth expectations, new coronavirus
variants, the potential for higher taxes, and margin pressures from higher input costs.

The shift from concentrated to broad market leadership (Graph 1) and an increased appetite for
attractive valuations gained traction this quarter. The strength behind some of the quantitative
signals suggests that these trends likely have a long way to go.

Given the extremes of the past 2 years, a correction back to more normal historical relationships
could be stronger and more persistent than many investors anticipate.

Investor sentiment is currently very optimistic concerning continued expansion with the
reopening of the economy and ongoing Federal Reserve accommodation leaves the markets fully
priced. Much of this positive sentiment has seemingly been discounted given the sharp rise in
equity prices over the past year leaving further gains likely to be moderate at best over the
remainder of the year.
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Index Quarter
S&P 500 6.2
Russell 1000 5.9
Russell 2000 12.7
Russell 3000 Growth 1.2
Russell 3000 Value 11.9
Barclays Capital US Aggregate -3.4
3 Month T-Bills 0.0
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The market has begun to broadeén over
the last two quarters
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* Contrary to recent quarters of quiet movements in interest rates, the 15t | 3/31/2021____..----""""------J— S

quarter presented a tremendous amount of volatility. The prospects of
future growth and inflation, spurred on by the vaccine rollout and a $1.9 |
trillion stimulus package, drove parts of the Treasury curve higher. Vel

* While the zero to two-year part of the Treasury curve was generally flat, the _ ' Vs
five-year and longer section of the curve exhibited a large steepening with | )
the five-year up 58ps and the thirty-year up 77bps (Graph 2). To put the sell- ' ,/'
off into context, the 10+ year section of the yield curve had a total return of J/
-13.24% for the quarter. Laet

* The movement in the Treasury curve accounted for the majority of -

performance in Q1 as corporate bond spreads tightened by 4bps (Graph 3). Gfabh3 - Cofr;dfate Bond Spread;
The current level of tight spreads, balanced with a positive economic outlook,

dampened the range of corporate bond spread movements. 106
e Based primarily on the sell-off in Treasury rates, the Bloomberg Barclays 104

Aggregate return of -3.37% was the worst quarterly performance since 1981. 102

After two years of high absolute returns, we did expect a period of low

returns as we entered 2021 but the magnitude of the movement in rates was 100

more severe than anticipated. o 98
* Given the fiscal spending and economic recovery coming off the depths of the - %

impacts felt from COVID-19, the fears of an overheated economy and o

inflation are real. The main question regarding inflation in the current
environment is whether the inflation prints will be temporary or if they are 92
part of a longer trend of rising prices. Coming off the depths of the COVID-19
effect on the economy, some of the economic numbers that will been seen in
future quarters will be larger than what we have seen recently. Similar to the 88
inflation concerns, investors will have to weigh if these numbers are part of a 12/31/20 1/31/21 2/28/21 3/31/21
base-effect or are the beginning of a sustained period of high growth.

* These market conditions present risks for the potential of further rising rates.

If this scenario unfolds, we will continue to monitor and position the portfolio Quarter 12-Month

90

to protect principal before further opportunities present themselves. AAT/20208 W03 020208 /D202 Change LS

3 Month T-Bills 0.1 0.1 0.0 -0.1 0.0

5 Yr Treasury 0.4 0.4 0.9 0.6 0.6

10 Yr Treasury 0.7 0.9 1.7 0.8 11

30 Yr Treasury 13 1.6 2.4 0.8 11

www.saw-grass.com | (904) 493-5500 5 Yr Corporate (A) 2.2 0.8 1.3 0.6 -0.9

The opinions expressed herein are subject to change. No content published here constitutes a 10 Yr Corporate (A) 2.7 1.6 2.5 0.8 -0.2
recommendation of any particular investment, security, a portfolio of securities, transaction, or 30 Yr Fixed Rate

investment strategy. To the extent any of the content published may be deemed to be Mortgage 3.9 2.9 3.3 0.4 -0.6

investment advice, such information is impersonal and not tailored to the investment needs of
any specific person. Consult your advisor about what is best for you. Source: Bloomberg (Graph 1, 2 & Interest Rate Summary)


http://www.saw-grass.com/

Chart1



44196	44200	44201	44202	44203	44204	44207	44208	44209	44210	44211	44214	44215	44216	44217	44218	44221	44222	44223	44224	44225	44227	44228	44229	44230	44231	44232	44235	44236	44237	44238	44239	44242	44243	44244	44245	44246	44249	44250	44251	44252	44253	44255	44256	44257	44258	44259	44260	44263	44264	44265	44266	44267	44270	44271	44272	44273	44274	44277	44278	44279	44280	44281	44284	44285	44286	103	104	105	104	103	102	101	101	100	99	100	99	99	99	100	101	102	102	103	102	102	103	103	102	101	100	99	98	98	98	98	97	97	95	94	94	94	95	97	96	95	95	95	96	96	95	97	100	102	104	104	102	102	102	101	102	100	100	100	101	101	102	101	100	99	97	

BPS









Sheet1

		12/31/20		103

		1/4/21		104

		1/5/21		105

		1/6/21		104

		1/7/21		103

		1/8/21		102

		1/11/21		101

		1/12/21		101

		1/13/21		100

		1/14/21		99

		1/15/21		100

		1/18/21		99

		1/19/21		99

		1/20/21		99

		1/21/21		100

		1/22/21		101

		1/25/21		102

		1/26/21		102

		1/27/21		103

		1/28/21		102

		1/29/21		102

		1/31/21		103

		2/1/21		103

		2/2/21		102

		2/3/21		101

		2/4/21		100

		2/5/21		99

		2/8/21		98

		2/9/21		98

		2/10/21		98

		2/11/21		98

		2/12/21		97

		2/15/21		97

		2/16/21		95

		2/17/21		94

		2/18/21		94

		2/19/21		94

		2/22/21		95

		2/23/21		97

		2/24/21		96

		2/25/21		95

		2/26/21		95

		2/28/21		95

		3/1/21		96

		3/2/21		96

		3/3/21		95

		3/4/21		97

		3/5/21		100

		3/8/21		102

		3/9/21		104

		3/10/21		104

		3/11/21		102

		3/12/21		102

		3/15/21		102

		3/16/21		101

		3/17/21		102

		3/18/21		100

		3/19/21		100

		3/22/21		100

		3/23/21		101

		3/24/21		101

		3/25/21		102

		3/26/21		101

		3/29/21		100

		3/30/21		99

		3/31/21		97



44196	44200	44201	44202	44203	44204	44207	44208	44209	44210	44211	44214	44215	44216	44217	44218	44221	44222	44223	44224	44225	44227	44228	44229	44230	44231	44232	44235	44236	44237	44238	44239	44242	44243	44244	44245	44246	44249	44250	44251	44252	44253	44255	44256	44257	44258	44259	44260	44263	44264	44265	44266	44267	44270	44271	44272	44273	44274	44277	44278	44279	44280	44281	44284	44285	44286	103	104	105	104	103	102	101	101	100	99	100	99	99	99	100	101	102	102	103	102	102	103	103	102	101	100	99	98	98	98	98	97	97	95	94	94	94	95	97	96	95	95	95	96	96	95	97	100	102	104	104	102	102	102	101	102	100	100	100	101	101	102	101	100	99	97	

BPS










	Slide Number 1
	Slide Number 2

