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Equities around the globe continued to surge in the second quarter. The U.S. and developed international markets led 
the way, with the S&P 500 Index gaining 8.5% and developed international stocks rising 5.7%. Emerging-market stocks 
trailed in terms of progress on the COVID-19 front and in turn rose by a more modest 4.9%. 

Within the U.S. stock market, the rotation from growth to value stocks took a pause, with the Russell 1000 Growth 
Index gaining 11.9% versus a 5.1% rise for the Value index. Smaller-cap value stocks slightly outperformed their growth 
counterparts and have been the top-performing segment of the U.S. market this year.

In fixed-income markets, the 10-year Treasury rose as yields dipped below 1.50% in June, ending the quarter at 1.45%, 
down from 1.75% at the end of March, despite higher inflation readings during the quarter. This contributed to a solid 
2.0% return for the core bond index. In fact, inflation fears were felt more strongly last quarter, and core bonds remain 
down 1.6% for the year as a result of the first quarter selloff. Flexible actively managed bond funds also posted solid 
gains for the quarter in the 1.5% to 4.1% range.

Economic Review
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The second quarter of 2021 was a good one 
across all asset classes… 
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… continuing the rotation seen since “vaccine 
day” of November 9th.



2021  July Quarterly Review

4

Since a successful vaccine was announced in 
November, sensitive asset classes have 
rebounded sharply. 

Source: J.P. Morgan Asset Management
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COVID deaths continuing to decline and herd 
immunity is insight. 

Source: J.P. Morgan Asset Management
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Major economies come roaring back. 
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US GDP growth is likely to be the highest since 
1957. 
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Consumers are back to feeling great. 

Source: Bloomberg
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And dry powder appears to be everywhere. 

Source: Bloomberg
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Consumer spending has changed materially in 
the pandemic. 



July  2021Quarterly Review

11

And investors are flocking to stock market with 
2021 equity fund inflows estimated to be 
greater than total investments in prior 20 years...



2021  July Quarterly Review

12

… all of which are contributing to the great 
economic recovery. 
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At this point in the recovery, Fidelity 
investments estimates our economy is in the 
middle of the expansion.
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There is still improvement to be made in 
unemployment numbers…

Unemployment Rate Feb 2020 - May 2021
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But there are more job openings in the US than 
there are unemployed persons.

Source: J.P. Morgan Asset Management
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And reasons not to work likely begin to fade in 
September.

Source: Indeed Hiring Lab Job Seeker Survey
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Inflation numbers spooked some investors in 
April and May…
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… But pandemic-affected prices are pushing up 
overall inflation.

6/29/2021
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The market is not expecting inflation to 
be persistent.
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It appears that leading indicators of economic 
expansion peaked in April, but are still positive.
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The S&P 500 has returned to all time highs… 

Source: J.P. Morgan Asset Management
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… and valuations are a bit extended…

Source: J.P. Morgan Asset Management
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… so earnings will need to catch up to drive 
further growth. 



2021  July Quarterly Review

24

A large part of global growth exists outside 
the US… 
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… and valuations in international markets are a 
bit more compelling.
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Cash on the sidelines has fallen slightly but is 
still near an all-time high. 
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And savings account income has been 
decimated by low rates… 

Source: J.P. Morgan Asset Management
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… including negative real returns (after inflation) 
in core bonds. 
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So, careful bond selection may lead to favorable 
risk/reward trade-offs… 
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… even in a rising rate environment. 
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As COVID-19 vaccinations and immunity spread across 
the globe, we continue to expect a strong global 
economic recovery contributing to healthy corporate 
earnings growth. This should bode well for riskier but 
higher-returning asset classes over the near term (next 12 
months) at least. Credit markets should benefit as well. 
While the Federal Reserve is now signaling it is moving 
closer to beginning to taper its quantitative easing asset 
purchases, monetary policy and interest rates should still 
remain accommodative for a while. 

Our portfolio positioning reflects this view, with a modest 
overweight to global equities in most models. We believe 
non-U.S. equities, which are generally more economically 
sensitive and trading at cheaper valuations, are likely 
to outperform. We also have meaningful allocations to 
flexible bond strategies that we expect to do better than 
core bonds.

While our base case is positive, the range of possible 
outcomes is always wide, and these are far from 
ordinary times. As a result, we don’t make aggressive 

Portfolio Implications
bets on a single outcome. We are tilted modestly 
toward reflationary, return-generating assets. But 
we acknowledge there are scenarios that could drive 
inflation to be higher and occur sooner than we expect. 
There could also be shorter-term deflationary shocks 
like more-dangerous COVID-19 variants or political 
unrest that leads to a market correction or worse. 

While a sustained period of high inflation would be 
bad initially for most equities, over time many areas 
would likely do well, including value stocks. And in the 
event of a macro shock and deflationary pressure, we 
maintain meaningful positions in core bonds, which 
would help offset declines elsewhere. Put simply, we 
are diversified, as always. 
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