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How hot is too hot?  This is the difficult question investors have had to grapple with over the first quarter of 2021.  As 
the economy reopens, massive stimulus is digested, and supply chains become stretched, the robust growth outlook for the 
US economy has sparked impassioned worry over inflationary pressures.  These concerns have rippled through treasury 
markets, pushing yields across the curve to levels that have tested the mettle of equity investors accustomed to bond market 
tranquility.  Yet while economists wrestle with the implications of potentially overwhelming aggregate demand, Wall Street 
has contended with forces of unprecedented supply of new offerings.  New SPAC IPOS in the first quarter topped $95 
billion, exceeding 2020’s full year tally of just over $80 billion, resulting in imbalance that has crimped investor enthusiasm 
and share prices.  Similarly, the pronounced draw down in the ARK Funds over the first quarter, a post pandemic darling, 
have shaken growth investors who have become very accustomed to gains.  These pockets of vulnerability underline the 
unrelenting speculative demand that has characterized the equity markets may be reaching a tipping point. 

The waning reward for excess risk taking were laid to bare in the month of March with two high profile fund failures.  
The implosion of both Archegos Capital Management and Greensill Capital remind investors that the age-old dangers of 
excessive leverage remain acute and enduring.  These incidents are seemingly isolated and with limited systemic effect; 
however these implosions are in many ways representative of the magnitude of Wall Street’s recement complacency around 
risk taking.   
 

Small Cap Value/Large Cap Growth 
 

*Past performance does not guarantee future results. 

 

Global indices however have remained resilient to the turbulence felt in growth shares and those sectors most 
acutely exposed to higher rates as a powerful rotation has continued to take hold.  Since our October letter where we 
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highlighted the “staggering” outperformance of large cap growth shares over their small cap value counterparts, the trend 
has meaningfully reversed with IWN (Russell 2000 Value ETF) outperforming the mighty IWF (Russell 1000 Growth) by over 
45% points.  This rotation has entrenched itself beyond just small caps but into cyclical sectors of the market such as 
financials, energy, materials, and industrials.  Investors have embraced cyclical growth’s reemergence after years of paying 
hefty premiums for sustained secular growth.  While the outperformance has been pronounced over the past two quarters, it 
is likely that these factors will continue to attract investors in an environment where economic growth is likely to exceed 
expectations. 

The extent of the recovery poses a unique challenge to Federal Reserve.  Armed with a new mandate allowing for 
“symmetric” inflation targeting, Chair Powell has made clear his willingness to let inflation run hot before taking away the 
punch bowl.  However, market participants are rightfully looking ahead to 2022 where it is likely the US will reach “full 
employment” with inflation well in excess of the Fed’s 2% target.  There is worry the Fed may be backed into a corner in 
such a scenario and forced to raise rates well before 2023 the current signal from the FOMC’s dot plot projections.  As we 
lap what should be the fastest GDP growth in decades in 2021 and the pent-up demand for reopening wanes, the Fed may 
be wise to have some ammo to combat any disruptions.  With $120bn of monthly security purchases and a zero-interest rate 
policy ongoing, the Fed has little left in the chamber.  Fears of these premature rate hikes have manifested in the 5-year 
treasury yield where the implication is the bank will have to move well before 2023.  How the central bank navigates and 
communicates its next steps to normalize policy is ripe for misinterpretation and market disruption. 

 

US 5 Year Treasury Yield 

 
*Past performance does not guarantee future results.  
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This material is provided for informational purposes only. It is not an offer or solicitation to buy or sell any securities. 
 
This report was prepared by Gideon Strategic Partners LLC and reflects the current opinion of the firm, which may change without further notice. This report is for informational 
purposes only and is not intended to replace the advice of a qualified professional. Nothing contained herein should be considered as investment advice or a 
recommendation or solicitation for the purchase or sale of any security or other investment. Opinions contained herein should not be interpreted as a forecast of future events 
or a guarantee of future results. Different types of investments involve varying degrees of risk, and there can be no assurance that any specific investment will either be 
suitable or profitable for a client's portfolio. Economic factors, market conditions, and investment strategies will affect the performance of any portfolio and there are no 
assurances that it will match or outperform any particular benchmark.  
 
Commentary regarding the returns for investment indices and categories do not reflect the performance of Gideon Strategic Partners LLC or its clients. Historical performance 
results for investment indices and/or categories generally do not reflect the deduction of transaction and/or custodial charges or the deduction of an investment-management 
fee, the incurrence of which would have the effect of decreasing historical performance results.  
 
Investors cannot invest directly in an index.  
 
The indices referenced herein have been selected because they are well known, easily recognized by investors, and reflect those indices that the Investment Manager 
believes, in part based on industry practice, provide a suitable benchmark against which to evaluate the investment or broader market described herein. 
 
Although certain information has been obtained from sources believed to be reliable, we do not guarantee its accuracy, completeness or fairness. We have relied upon and 
assumed without independent verification, the accuracy and completeness of all information available from public sources. 
 
Past performance does not guarantee future results, which may vary. The value of investments and the income derived from investments will fluctuate and can go down as 
well as up. A loss of principal may occur. 
 
Securities and Investment Advisory Services Offered Through M Holdings Securities, Inc. A Registered Broker/Dealer and Investment Advisor, Member FINRA/SIPC. Gideon 
Strategic Partners LLC is independently owned and operated. File# 3537862.1 
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