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The ‘Great Rotation’ continued as valuation-focused equity strategies lead in Q1 2021 

Executive Summary 

 The first quarter of 2021 was marked by numerous transitions, perhaps, the most relevant to SEI investors was
(what SEI believes to be) the beginnings of what is being called a ‘Great Rotation’ in markets. Geopolitically,
the UK bid the EU adieu after more than four years of anticipation, while the US federal government came
under the leadership of the Biden administration and unified control of his Democratic Party in the Congress.

 This season of change was perhaps most evident in the trajectory of COVID-19’s toll: case counts and daily
deaths began the calendar year at or near their all-time peaks in many parts of the world, which created a sense
for much of the quarter that the state of COVID-19 affairs was improving, albeit from a bleak starting point. The
increasing availability of vaccines boosted this impression.

 Forward-looking capital markets focused on the brightening outlook. Globally, the cyclically sensitive energy
and financial equity sectors led at a distance for the second consecutive quarter, while the defensive consumer
staples sector was the only negative performer. Valuation-focused strategies, which SEI has been emphasising
for some time given their relative appeal compared to extremely price-heavy sectors of the market, gained
meaningfully over the period.

 Government bond rates in major developed countries generally increased during the first quarter, and yield
curves steepened as longer-term rates rose by more than shorter-term rates. The greatest increase in long-
term rates came during February. The 10-year US Treasury rate nearly doubled during the quarter, moving
from 0.93% to 1.74%.

 For the Growth-Focused Strategic Portfolios, SEI continues to favour exposure to value and small size, in the
firm belief that the valuation-focused approach is one of the best long-term sources of strong relative return.
The Global Equities asset class, a key representative of this view and positioning, continued to deliver strong
positive relative returns.

 SEI’s indicators, such as valuation dispersion, even after observing this ‘Great Rotation’ for a series of months,
continue to exhibit some of the highest readings ever. In SEI’s view, what is normally seen as a once-in-a-
generation opportunity continues to represent a once-in-a-lifetime opportunity, and for the medium to long term
investor, there should be plenty left in the tank in terms of positive relative return from this positioning. [Source,
SEI]
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 SEI further believes that the post-crisis environment may provide further support for this positioning, given the 
huge stimulus either being provided or under discussion, the potential for inflationary impacts, and the 
increasing likelihood for a vaccine sooner rather than later. Crucially, where there have been sell -offs in recent 
times, it looks to be in evidence that this positioning has potential for meaningful downside protection, should 
markets enter into a more protracted downward leg. 

 
 
Market Overview  
 
 UK Chancellor of the Exchequer Rishi Sunak’s Spring Budget announcement contrasted upfront spending and 

tax incentives with higher taxes in the coming years. The budget extends, among other programmes, income 
replacement schemes for furloughed employees and the self-employed, provides payments for non-essential 
retail, hospitality and leisure businesses and Restart grants for businesses that were required to shut down.  

 
 UK manufacturing growth slowed to a modest pace in January before accelerating through February and March 

to end the first quarter with a robust expansion. UK services activity contracted sharply in January and 
essentially maintained pace in February before returning to strong growth in March. The UK claimant count 
decreased slightly in January to 7.2%, then jumped in February to 7.5%, tying August 2020 for the highest level 
since 1995 and representing about 2.68 million total claimants.1 The overall UK economy grew by 1.3% during 
the fourth quarter of 2020, down from 16.0% during the third quarter’s sharp recovery, and contracted by 7.3% 
year over year through the fourth quarter. 

 

 The Bank of England’s Monetary Policy Committee (MPC) kept the bank rate at 0.1% and retained a maximum 
allowance for asset purchases of £895 billion throughout the first quarter. Following its early-February meeting, 
the MPC communicated that it had no intention of lowering rates into negative territory within the next six 
months; by mid-March, faced with rising rates, the MPC stated it wouldn’t increase rates “at least until there is 
clear evidence that significant progress is being made in eliminating spare capacity and achieving the 2% 
inflation target sustainably.” 

 
 Growth in Eurozone manufacturing activity started at healthy levels in January before climbing through February 

and March to a red-hot pace. Eurozone services, meanwhile, continued to contract throughout the first quarter, 
worsening through January and February after a partial recovery in December, and then improving in March to 
the mildest levels since September. The overall Eurozone economy contracted by 0.7% during the fourth 
quarter of 2020 after expanding by 12.4% during the third-quarter snapback. 

 
 The European Central Bank (ECB) announced plans in mid-March to increase the pace of asset purchases 

under its €1.85 trillion Pandemic Emergency Purchase Programme (PEPP) relative to the speed and size of 
purchases made in early 2021. This move is intended to counter the negative economic impact of rising rates. 
The ECB’s latest forecast showed a modest improvement in GDP for 2021. 

 
 In the US, President Biden signed an aid package totalling $1.9 trillion into law on 11 March, providing funding 

for extended and expanded unemployment benefits, direct stimulus payments, child tax credits, schools, state 
and local governments and elsewhere. 

 
 On the last day of March, Biden announced a $2.3 trillion package targeted at modernising travel and utility 

infrastructure, care for the elderly and disabled, manufacturing, affordable housing and expanded access to 
broadband internet, coupled with a broad low-carbon electricity generation mandate. The price tag for Biden’s 
proposal would be offset by increasing the corporate tax rate from 21% to 28% for a 15-year period and raising 
taxes on overseas corporate profits. 

 

 
 

                                                             
1 Source: Claimant Count – Percentage (%). UK Office for National Statistics 
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 US manufacturing growth continued to increase at robust levels throughout the first quarter. US services sector 
growth also accelerated throughout the first quarter starting with a substantial increase in the rate of expansion 
during January. New US jobless claims climbed back to nearly 1 million per week in mid-January before 
declining unevenly to almost 700,000 by the end of the quarter. The overall US economy grew by a 4.3% 
annualised rate in the fourth quarter, down from 33.4% during the third quarter’s huge rebound.  

 

 The US Federal Open Market Committee (FOMC) held the federal funds rate near zero throughout the first 
quarter and continued its asset purchases apace. Economic Projections released in mid-March, showed 
marked improvements in 2021 estimates for GDP and employment, as well as a significant increase in the 
inflation rate, compared to the December’s outlook.  Federal Reserve (Fed) Chair Jerome Powell followed the 
March meeting by communicating that the FOMC would not seek to pre-empt rising inflation with tighter 
monetary policy. 

 
 
Selected Asset Class Commentary 
 

 Global Equities Asset Class: The asset class benefited from its pro-cyclical, contrarian positioning through 
an overweight to fundamental value managers. The asset class’ deep value managers were attracted to risky 
cyclical stocks that rebounded once it became clear that lockdowns would not last forever. Poplar Forest Capital 
and Towle & Company, US value managers, both benefited from their allocation to value. Additionally, a small 
cap bias enhanced returns for the managers. Stock selection was robust within financials and energy. Sompo 
Asset Management Co., Metropole Gestion, Jupiter Asset Management and Maj Invest all contributed to 
outperformance. Rhicon Currency Management detracted during the quarter. 
 

 US Small Companies Equities Asset Class: The asset class benefited from its value and momentum 
exposures during the quarter. Strong selection within health care equipment and life sciences helped, as did 
avoiding the more speculative names in the sector. LSV Asset Management gained on a tailwind to value,  as 
did the manager’s avoidance of the most expensive names. Hillsdale Investment Management benefited from 
an underweight to health care and overweights to industrials and financials. Copeland Capital Management’s 
defensive and high-quality positioning across multiple sectors detracted. Lack of exposure to cyclical names 
and poor selection within financials hurt. 

 
 Emerging Market Equities Asset Class: The asset class benefited from tailwinds to value and fundamental 

momentum. Qtron Investments gained on solid selection across multiple sectors, including industrials, 
information technology and materials. J.O. Hambro Capital Management benefited from a tailwind to 
momentum, which performed well as revisions were aligned to cyclical stocks that were boosted by  positive 
COVID-19 vaccine news. KBI Investors benefited from value and low-volatility tailwinds, which helped the 
manager’s dividend yield approach during the quarter’s rotation out of so-called “stay-at-home” stocks into those 
companies that began to reopen. RWC Asset Advisors struggled on weak selection in energy and health care, 
as well as from indirect exposure to stocks driven purely by price momentum, which suffered during the quarter’s 
market rotation. 

 
 
Manager Changes 
 
 None  
 

Outlook  

 The war against COVID-19 is not over, but the path to victory has become clearer. Investors are anticipating 
the return to a more normal world. This is reflected in the rapid rise in bond yields, the most important change 
in the financial environment so far this year. This jump has caused outsized price drops in long-term fixed-
income securities and has helped fuel the sharp rotation in the equity market away from expensive growth 
shares and into value-oriented and cyclical sectors.  
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 At the start of the year, most economists and bond investors expected higher rates. Few, however, predicted 
the speed and extent of the increases. While yields on US sovereign debt are setting the pace, they are rising 
in other countries too. 

 
 
 

 With the passage of the latest US fiscal stimulus package, the cumulative amount of US fiscal support over the 
past 12 months totals a remarkable $6 trillion, approaching 30% of US GDP. The Fed has gone to great lengths 
to protect the bond market from the rising tide of Treasury issuance with its  purchases of outstanding issues. 
In the 12 months ended March 2021, the Fed has bought $2.3 trillion of Treasury securities; as of February, the 
federal deficit over the past 12 months amounted to $3.55 trillion. 
 

 Higher bond yields may cause bouts of indigestion for equities, but they should not derail the bull market. We 
expect to see cyclical and value-oriented shares continue to advance relative to growth and defensively oriented 
sectors. In most previous cycles, value shares outperformed growth when the yield curve is rising or is very 
wide. Value’s performance against growth bottomed on 1 September, and has been on a tear since.  
 

 As a further facet to this ‘Great Rotation’, while value-oriented shares have been making a comeback against 
growth in the US, other countries’ equity markets are also making a comeback against the US equity market.  
 

 Although the UK has lagged the MSCI World Index over the past seven months, its 14.34% total return 
nonetheless was slightly ahead of that of the US. Considering all the uncertainty  surrounding Brexit and the 
harsh lockdowns associated with COVID-19 in recent months, this is not a bad outcome.  
 

 As spring arrives and lockdowns end on the back of the country’s successful vaccination effort, SEI look for the 
UK to experience a strong recovery in consumer demand and business activity that should outpace the rest of 
that on the European continent. 
 

 UK government policy remains supportive in the near term. However, the recently proposed fiscal budget 
appears rather restrained compared to the measures taken by the Biden Administration, adding only about 3% 
of GDP to the budget deficit for the 2021/22 fiscal year. From fiscal year 2023/24 and beyond, policy actions 

begin to reduce the deficit, mostly through an increase in the corporation tax rate from 19% to 25% and through 
the freezing of income tax thresholds. 
 

 Developed equity markets still look cheap compared to the US. The forward price-to-earnings ratio for the MSCI 
USA index is still above 22. The MSCI World ex USA Index therefore trades at an unusually wide 24% discount. 
Although longer-term growth differentials justify a structurally higher multiple for US equities, rebounding 
economies and rising interest rates should lead to a narrower valuation gap. 
 

 The jump in US bond yields this year has raised investor concerns that emerging markets will be the victims of 
a 2013-style taper tantrum. Rising rates are a headwind, but we believe emerging economies are generally in 
a better position to withstand the pressure than they were eight years ago. Strong growth in the world economy 
over the next year should help lift most emerging markets.  
 

 SEI believes the economic backdrop strongly supports cyclical and value-oriented equities in the emerging 
markets, just as it does in developed markets. The MSCI Emerging Markets Value total-return Index is highly 
correlated with industrial commodity prices, which have already vaulted higher from their year-ago lows. 
 

 Emerging economies also look less susceptible to a 2013-style taper tantrum because their external positions 
are much healthier. Current account balances as a percentage of GDP are generally much smaller now than 
eight years ago. Emerging-market local-currency and US-dollar bond yields have moved higher this year, but 
the increase has so far been quite modest. 
 

 Overall, SEI’s base case is an optimistic one. Developing countries will likely take longer to reopen fully since 
vaccination distribution will take time. Yet, even these countries will benefit economically from the upswing in 
developed-market consumer demand. 
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 As for monetary policy, investors will be watching whether the Fed can maintain its stance of a near-zero federal 
funds rate through 2023. If the acceleration in inflation proves stronger and longer-lasting than investors expect, 
bond yields could climb appreciably from today’s levels. 

 
 
Important Information on Performance 
 
Past Performance is not a reliable indicator of future results. Standardised performance is available 
upon request. All data is as at 31 March 2021.  
 
Asset class performance discussed is based on the majority SEI fund underlying the asset class. This 
does not include analysis of the manager pools, hedged share class investments within SEI Funds, 
additional SEI funds or any third-party funds within the Strategic Portfolios. As a result, performance for 
the total asset class allocation may vary. Not all asset classes discussed are included in all Strategic 
Portfolios. All asset class comparative performance is relative to the benchmark of the specific SEI fund 
representing the majority of the asset class investment. 
 
Important Information 
 
This material is not directed to any persons where (by reason of that person’s nationality, residence or 
otherwise) the publication or availability of this material is prohibited.  Persons in respect of whom such 
prohibitions apply must not rely on this information in any respect whatsoever.  Investment in the funds 
or products described herein are available only to intended recipients and this communication must not 
be relied or acted upon by anyone who is not an intended recipient.  
 

Whilst considerable care has been taken to ensure the information contained within this document is 
accurate and up-to-date, no warranty is given as to the accuracy or completeness of any information 
and no liability is accepted for any errors or omissions in such information or any action taken on the 
basis of this information. 
 

The SEI Strategic Portfolios are a series of the SEI Funds and may invest in a combination of other SEI 
and Third-Party Funds as well as in additional manager pools based on asset classes. These manager 
pools are pools of assets from the respective Strategic Portfolio separately managed by Portfolio 
Managers which are monitored by SEI. One cannot directly invest in these manager pools.  
 

SEI Investments (Europe) Limited acts as distributor of collective investment schemes which are 
authorised in Ireland pursuant to the UCITS regulations and which are collectively referred to as the 
“SEI Funds” in these materials. These umbrella funds are incorporated in Ireland as limited liability 
investment companies and are managed by SEI Investments Global, Limited, an affiliate of the 
distributor. SEI Investments (Europe) Limited utilises the SEI Funds in its asset management 
programme to create asset allocation strategies for its clients.  
 
Reference in this document to any SEI Funds should not be construed as a recommendation to buy or 
sell these securities or to engage in any related investment management services. Recipients of this 
information who intend to apply for shares in any SEI Fund are reminded that any such application 
must be made solely on the basis of the information contained in the Prospectus (which includes a 
schedule of fees and charges and maximum commission available). Commissions and incentives may 
be paid and if so, would be included in the overall costs. A copy of the Prospectus can be obtained by 
contacting your Financial Advisor, SEI Relationship Manager or using the contact details below.   
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Investments in SEI Funds are generally medium to long-term investments. The value of an 
investment and any income from it can go down as well as up. Fluctuations or movements in 
exchange rates may cause the value of underlying internal investments to go up or down.  Investors 
may not get back the original amount invested. SEI Funds may use derivative instruments which may 
be used for hedging purposes and/or investment purposes. This material represents an assessment 
of the market environment at a specific point in time and is not intended to be a forecast of 
future events. 
 

The risks described below may apply to the underlying assets of the products into which the Strategic 
Portfolios invest: 
Investment in equity securities in general are subject to market risks that may cause their prices to 
fluctuate over time. 

 Fixed income securities are subject to credit risk and may also be subject to price volatili ty and 
may be sensitive to interest rate fluctuations. 

 Absolute return investments utilise aggressive investment techniques which may increase the 
volatility of returns.  If the correlation between absolute return investments and other asset 
classes within the fund increases, absolute return investments’ expected diversification benefits 
may be decreased. 

 International investments may involve risk of capital loss from unfavourable fluctuation in 
currency values, from differences in generally accepted accounting principles or from economic 
or political instability in other nations. 

 
The Funds are denominated in one currency but may hold assets priced in other currencies. The 
performance of the Fund may therefore rise and fall as a result of exchange rate fluctuations. 
 

This information is issued by SEI Investments (Europe) Limited (“SIEL”), 1
st

 Floor, Alphabeta, 14-18 
Finsbury Square, London EC2A 1BR. This document and its contents are directed only at persons who 
have been classified by SIEL as a Professional Client for the purposes of the FCA Conduct of Business 
Sourcebook. SIEL is authorised and regulated by the Financial Conduct Authority. 
 
SEI sources data directly from FactSet, Lipper, Bloomberg, and BlackRock, unless otherwise stated. 


