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⚫ GLOBAL FINANCIAL MARKETS – EQUITIES

➢ The second quarter was strong for US equities, and the S&P 500 reached a new all-time high in late June. Almost all sectors 

made gains over the quarter. Overall, the economic picture remained rosy. Q1 GDP grew at 6.4% (quarter-on-quarter, 

annualized), which was modestly lower than the consensus of 6.7%. Growth in consumption was especially strong. Industrial 

activity as measured by US composite purchasing managers’ index (PMI) moved from 59.7 in March, to a (flash) composite 

reading of 63.9 in June. The PMI indices, produced by IHS Markit, are based on survey data from companies in the 

manufacturing and services sectors. A reading above 50 signals expansion.

➢ Eurozone shares gained in the quarter, supported by a strong corporate earnings season and an acceleration in the pace of 

vaccine roll-out in the region. Many European countries saw Covid-19 infections fall over the quarter and were able to loosen 

restrictions on social and economic activity. Economic data pointed to a strong rebound in activity in Q2. The flash Markit 

eurozone composite PMI rose to 59.2 in June, its highest level since June 2006. Eurozone inflation was estimated at 1.9% in 

June, down from 2.0% in May. The European Commission signed off on the first of the national recovery plans which will 

receive funding from the €800 billion Next Generation EU fund. Spain and Portugal were the first countries to have their 

spending plans approved. 

➢ Emerging market equities registered a strong return over the second quarter. This was despite a sell-off in May as higher-than-

expected US inflation renewed concerns over the timing of global monetary policy tightening. Central bank actions to tighten 

policy in the face of rising inflation, an acceleration in vaccine roll-out, an easing in fiscal concerns and renewed reform 

progress all boosted sentiment.
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Summary Capital Market Commentary – 2nd Quarter 2021

Source: Schroders & SAAThe information contained herein has been obtained from sources believed to be reliable, 
but the accuracy of the information cannot be guaranteed.



⚫ GLOBAL FINANCIAL MARKETS – FIXED INCOME

➢ Government bond yields saw divergent performance. US 10-year yields fell (meaning prices rose) while yields rose in Europe. 

Corporate bonds outperformed government bonds.

– US Treasury yields declined over the quarter, with the 10-year falling from 1.74% to 1.47%, retracing some of the large 

move higher in Q1. 

– The broad backdrop was a continued pronounced rebound in economic activity with annualized inflation rates rising well 

above target to levels not seen in over a decade. This is at least in part reflective of very low year ago comparisons, and 

investors began to speculate as to whether current levels would continue or prove transitory. As the quarter continued, US 

activity data started to moderate from elevated levels. 

– The Federal Reserve (Fed) policy meeting in June was keenly watched and noted a hawkish shift in tone. The open market 

policy committee essentially indicated through their “dot plot” projections that interest rates will likely rise earlier than

expected. This provided insight to the Fed’s tolerance to an inflation overshoot, removing the market’s assurance of infinite

policy support.

– Corporate bonds performed well, outpacing government bonds. Investment grade credit was helped by falling yields, while 

high yield benefited from the economic recovery and positive fundamentals, including low expected default rates.
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Summary Capital Market Commentary – 2nd Quarter 2021

Source: Schroders & SAAThe information contained herein has been obtained from sources believed to be reliable, 
but the accuracy of the information cannot be guaranteed.



Index Asset Class Apr-21 May-21 Jun-21 Q2 YTD Trailing 1 Yr Trailing 3 Yr Trailing 5 Yr

S&P GSCI Crude Oil U.S. Equity 7.39% 4.29% 11.12% 24.45% 52.15% 80.71% -19.82% -7.37%

Alerian MLP Master Limited Partnerships 7.15% 7.57% 5.18% 21.23% 47.84% 63.98% -0.33% -1.05%

S&P GSCI Commodities U.S. Equity 8.23% 2.52% 4.29% 15.72% 31.40% 57.37% -2.72% 1.73%

Dow Jones U.S. Select REIT U.S. Real Estate 8.28% 0.90% 2.30% 11.76% 22.94% 39.98% 8.13% 5.16%

S&P Composite 1500 Growth U.S. Equity 6.59% -0.92% 5.33% 11.24% 14.29% 41.96% 22.27% 21.29%

S&P 500 U.S. Equity 5.34% 0.70% 2.33% 8.55% 15.25% 40.79% 18.67% 17.65%

S&P Composite 1500 U.S. Equity 5.19% 0.70% 2.08% 8.14% 15.61% 42.12% 18.12% 17.38%

MSCI World Index World Equity 4.70% 1.50% 1.52% 7.89% 13.33% 39.67% 15.59% 15.44%

MSCI World Ex. US Index World Equity 3.23% 3.57% -0.98% 5.86% 10.27% 34.22% 9.10% 10.91%

MSCI EAFE Index International Equity 3.09% 3.36% -1.10% 5.38% 9.17% 32.92% 8.77% 10.79%

MSCI EAFE (Net) International Equity 3.01% 3.26% -1.13% 5.17% 8.83% 32.35% 8.27% 10.28%

MSCI EM (Emerging Markets) International Equity 2.50% 2.34% 0.21% 5.12% 7.58% 41.36% 11.67% 13.43%

Dow Jones Industrial Average U.S. Equity 2.78% 2.21% 0.02% 5.08% 13.78% 36.34% 15.02% 16.66%

S&P Composite 1500 Value U.S. Equity 3.75% 2.42% -1.27% 4.92% 17.08% 41.80% 12.93% 12.61%

S&P SmallCap 600 U.S. Equity 2.04% 2.08% 0.33% 4.51% 23.56% 67.40% 12.20% 15.82%

BofA Merrill Lynch US Convertibles U.S. Convertible Bond 2.58% -1.69% 3.04% 3.92% 6.90% 45.75% 21.93% 18.85%

S&P MidCap 400 U.S. Equity 4.50% 0.20% -1.02% 3.64% 17.59% 53.24% 13.17% 14.29%

Barclays Capital U.S. Corporate Investment Grade U.S. Fixed Income 1.11% 0.77% 1.63% 3.55% -1.27% 3.30% 7.79% 4.90%

Barclays U.S. Treasury: U.S. TIPS U.S. Fixed Income 1.40% 1.21% 0.61% 3.25% 1.73% 6.51% 6.53% 4.17%

10-Year US Treasury U.S. Treasury 1.19% 0.51% 1.50% 3.23% -4.10% -5.89% 5.86% 1.74%

Barclays Capital U.S. Corporate High Yield U.S. Fixed Income 1.09% 0.30% 1.34% 2.74% 3.62% 15.37% 7.45% 7.48%

Barclays U.S. Government/Credit U.S. Fixed Income 0.88% 0.51% 1.01% 2.42% -1.96% -0.39% 5.95% 3.31%

Merrill Lynch US Treasury Master U.S. Fixed Income 0.84% 0.30% 0.87% 2.02% -2.68% -3.39% 4.72% 2.18%

Barclays Capital U.S. Aggregate U.S. Fixed Income 0.79% 0.33% 0.70% 1.83% -1.60% -0.33% 5.34% 3.03%

S&P/LSTA US Leveraged Loan Index U.S. Fixed Income 0.51% 0.58% 0.37% 1.47% 3.28% 11.65% 4.39% 4.99%

Barclays Capital Municipal Bond U.S. Fixed Income 0.84% 0.30% 0.27% 1.42% 1.06% 4.17% 5.10% 3.25%

Citigroup WorldBIG Index World Fixed Income 1.20% 0.78% -0.73% 1.24% -3.51% 1.95% 4.20% 2.40%

Barclays Intermediate U.S. Government/Credit U.S. Fixed Income 0.50% 0.40% 0.08% 0.98% -0.90% 0.19% 4.70% 2.63%

5-Year US Treasury U.S. Treasury 0.54% 0.43% -0.24% 0.73% -1.69% -1.73% 4.61% 1.90%

Citigroup 3-month T-bill Cash/Cash Equivalent 0.00% 0.00% 0.00% 0.01% 0.03% 0.08% 1.31% 1.14%

Capital Markets’ Performance
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Indices sorted high/low by Q2-2021 performance.

Source: Zephyr StyleAdvisor
The information contained herein has been obtained from sources believed to be reliable, 
but the accuracy of the information cannot be guaranteed.

❖ SAA VIEW: The support of historically huge monetary and fiscal stimuli worldwide coupled with increased COVID-19 vaccination rates continues to fuel 
the unprecedented speed of the economic recovery and drive strong, positive performance for “risk on” trades across capital markets.



Fixed Income Yields

6Source: Bloomberg Barclays & ICE Fixed Income Indices
The information contained herein has been obtained from sources believed to be reliable, 
but the accuracy of the information cannot be guaranteed.

Index YTW 12/31/2020 3/31/2021 5/31/2021 6/30/2021 Chg Prior Month Chg Prior Qtr Chg Calendar Yr

Aggregate 1.12% 1.61% 1.50% 1.50% 0.00% -0.11% 0.38%

Intermediate Aggregate 0.83% 1.29% 1.18% 1.22% 0.04% -0.07% 0.39%

U.S. Treasury 0.57% 1.00% 0.91% 0.95% 0.04% -0.05% 0.38%

U.S. 2-Yr Treasury 0.12% 0.16% 0.14% 0.25% 0.11% 0.09% 0.13%

U.S. 5-Yr Treasury 0.36% 0.93% 0.79% 0.88% 0.09% -0.05% 0.52%

U.S. 10-Yr Treasury 0.91% 1.74% 1.58% 1.45% -0.13% -0.29% 0.54%

U.S. 30-Yr Treasury 1.64% 2.40% 2.26% 2.07% -0.19% -0.33% 0.43%

U.S. Agency MBS 1.25% 1.82% 1.75% 1.77% 0.02% -0.05% 0.52%

ABS 0.45% 0.56% 0.41% 0.47% 0.06% -0.09% 0.02%

CMBS 1.28% 1.71% 1.48% 1.50% 0.02% -0.21% 0.22%

U.S. Credit 1.68% 2.19% 2.03% 1.97% -0.06% -0.22% 0.29%

A-Rated Corporates 1.52% 2.03% 1.86% 1.82% -0.04% -0.21% 0.30%

BBB-Rated Corporates 2.04% 2.52% 2.35% 2.26% -0.09% -0.26% 0.22%

Municipal Bond 1.07% 1.18% 1.02% 1.00% -0.02% -0.18% -0.07%

Taxable Municipal Bond 2.10% 2.49% 2.31% 2.18% -0.13% -0.31% 0.08%

U.S. High Yield 4.18% 4.23% 4.03% 3.75% -0.28% -0.48% -0.43%

Global Aggregate (USD) 0.83% 1.16% 1.12% 1.12% 0.00% -0.04% 0.29%

U.S. Agg. vs. Global Agg. 0.29% 0.45% 0.38% 0.38% 0.00% -0.07% 0.09%

Curve Steepness: UST 2yr-10yr Spread (bps) 79.0 158.0 144.0 120.0 -24.0 -38.0 41.0

Source: Bloomberg Barclays Indices & BofA ICE Indices

❖ SAA VIEW: While rates are up YTD across all fixed income sectors but for Municipal and High Yield, rates mostly fell during Q2 to fuel price 

recovery from the Q1 inflation shock as the fear of runaway inflation was muted by economic data and Federal Reserve commentary. Still, 

investment-grade fixed income reinvestment rates for insurers and risk pools remain very low and continue to put downward pressure on 

investment income expectations.



Index (OAS) In Basis Points 6/30/2021 Chg Prior Month Chg Prior Qtr Chg Calendar Yr Chg 3/31/2020

Aggregate 32.4 2.5 1.0 -9.5 -62.7

Intermediate Aggregate 23.3 3.3 2.1 -7.6 -59.0

U.S. Agency MBS 27.2 10.9 15.7 -11.8 -33.1

ABS 22.4 -2.5 -12.3 -10.6 -190.3

CMBS 58.5 0.1 -12.1 -22.2 -129.5

U.S. Credit 76.7 -12.8 -9.0 -15.0 -178.0

A-Rated Corporates 66.0 -3.0 -10.0 -12.0 -165.0

BBB-Rated Corporates 106.0 -6.0 -13.0 -23.0 -286.0

U.S. High Yield 268.3 -28.0 -41.9 -91.8 -611.3

COVID Shock

Source: Bloomberg Barclays Indices & BofA ICE Indices

OAS = Option-Adjusted Spread to similar maturity U.S. Treasury
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Fixed Income Spreads

Source: Bloomberg Barclays & ICE Fixed Income IndicesThe information contained herein has been obtained from sources believed to be reliable, 
but the accuracy of the information cannot be guaranteed.

❖ SAA VIEW: YTD spread tightening continued across sectors where insurers and risk pools mostly deploy their fixed income

portfolio allocations. Finding value remains challenging enough with low rates, but even more so when current sector spreads 

are significantly below their median spreads measured over the latest 15 years. 



IMMEDIATE OUTLOOK
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US Vaccination Update

Source: Statista, Our World In Data, CDC

SAA VIEW:

While vaccinations in the US continue, 

the participation rate has plateaued 

overall and varies significantly by state 

due to any number of factors such as 

COVID fatigue, vaccine education, 

declining death rates, and politics. While 

states have lifted most or all COVID 

restrictions and the economic recovery 

speeds up, the surge in variant D is an 

emerging concern under observation.

9



Federal Finances

10Source: CBO, J.P. Morgan Asset Management; (Top and bottom right) BEA, Treasury Department.
Estimates are based on the Congressional Budget Office (CBO) July 2021 Update to the Budget and Economic Outlook. Details on the breakdown of spending, excluding net interest, are J.P. Morgan Asset Management estimates. Other spending 
includes, but is not limited to, health insurance subsidies, income security and federal civilian and military retirement. Note: Years shown are fiscal years. Forecasts are not a reliable indicator of future performance.

SAA VIEW:

❑ Debt issuance and monetization as far as the eye can see; however, the estimated debt as a % of expected GDP remains relatively flat muting concerns across both 
political parties for the intermediate term… 

❑ With low interest rates and current public support, one key argument being presented is that the use of government debt vis-à-vis infrastructure spending (e.g. 1956 
Interstate Highway Act) will result in benefits significantly greater than the costs, support increased productivity, and combat the demographic stall. 



Long-Run Inflation Expectations…currently muted.

Source: FactSet, Federal Reserve Bank of Philadelphia, Federal Reserve Bank of St. Louis, University of Michigan, J.P. Morgan Asset Management. *Data show the latest flash or final reading from the University of Michigan Survey of Consumers, 
latest daily 5yr/5yr forward inflation expectation rate, and the latest quarterly Survey of Professional Forecasters on a 1-month lag.

SAA VIEW: Although “transitory” inflation is currently significant across many consumer spending categories, long-term inflation expectations 
remained muted when considered by consumers, professional forecasters (paid whether right or wrong I might add), and the market. Why 
perhaps? In the long run (measured in years/decades), productivity gains (as seen in the past) can likely expand capacity in most industries 
faster than humans can create new demand; meaning prices stay contained.
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Labor Market: Current Conditions

12Source: (1) National Federation of Independent Business; (2) National Federation of 
Independence Business, as of 6/18/2021. 

(1)

(2)

SAA VIEW:

(1) The labor market has been so strong that there aren’t 

enough participants to fill the job vacancies due to 

many drivers: behavioral adjustments, unemployment 

benefits, mismatched skills, and that the current supply 

of labor simply can’t keep up with demand.

(2) In addition to a tight supply of labor that can’t keep up 

with demand, one of the key problems businesses face 

is “quality of labor” relating to a lack of skills or 

mismatched skills for the jobs available. This is not an 

issue that monetary policy will either address or solve…



Labor Market: Current & Prospective GDP Considerations
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Source: Bureau of Labor Statistics, Bureau Economic Analysis. GDP drivers are 
calculated as the average annualized growth in the 10 years ending in 4Q20. 
Future working-age population is calculated as the total estimated number of 
Americans from the Census Bureau, per the February 2020 report, controlled for 
military enrollment, growth in institutionalized population and demographic 
trends. 

Source: Bloomberg and BlackRock as of 6/16/2021. 

SAA VIEW:

(1) CURRENT - Although the individual effects due to 
unemployment are acute, examining cumulative job losses in 
relation to the broader impact on GDP is muted and more 
nuanced: nearly 60% of cumulative job losses due to COVID 
correspond to industry sectors representing 17% of GDP, while 
80% of cumulative job losses correspond with 34% of GDP. This 
imbalance of job loss to GDP impact further supports the rapid 
pace of economic recovery.

(2) PROSPECTIVE - The demographic stalling in the workforce 
prospectively reinforces the need for productivity to fuel GDP 
growth and provides keen incentives for automation/labor 
replacement in various sectors as wages rise.

(1) (2)



LONGER-TERM THOUGHTS
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Rise of the Emerging-Market Middle Class
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❖ SAA VIEW: Rather startling is the definition for the emerging-market middle class as seen in the notes below relative to what developed 
markets would consider as middle class… Even so, the economic power of 1.6B people unleashed as they rise to middle class over the 
next decade increases global demand for food, scarce natural resources and poses material ramifications to sustainability investing (i.e.
ESG Investing). 

Source: Brookings Institution, J.P. Morgan Asset Management. Estimates for regional contribution are from Kharas, Homi. The Unprecedented Expansion of the Global Middle Class, An Update. Brookings Institution, 2017. Middle class is defined 
as households with per capita incomes between $11 and $110 per person per day in 2011 PPP terms. 



⚫ Looking Ahead 2021/2022

o COVID-19 Variant Awareness vs. The Economy

➢ With most states reducing or eliminating COVID restrictions, the speed of the economic recovery remains 

remarkable with surging demand creating “transitory” inflation effecting nearly all consumers’ pocketbooks.

o Long-term inflation expectations remain muted after a scare in Feb/Mar as subsequent economic data and Federal Reserve 

commentary soothed investors. 

➢ Although Fed guidance has mildly changed given the pace of economic recovery, expect the Fed to maintain its 

course through 2023 barring material changes regarding inflation and/or employment metrics. 

o Mid-term elections are now under full scrutiny as to how Congress may be reshaped and the impact that would have on 

the Biden agenda post 2022.

o ESG trend continues with heightened focus on achieving some level of standardization of required financial and other 

information, as well as metrics with regards to ESG.

⚫ Strategic Asset Allocation & Investment Policy

o On the investment front, the ongoing challenge to insurers/risk pools remains steady as low “nominal” yields and negative 

“real” yields are present across much of the investment-grade fixed income market sectors for the foreseeable future.

➢ Smaller organizations now have access to more yield-oriented risk asset classes that may have a role in your 

organization’s overall asset allocation.

➢ How might your organization’s excess portfolio liquidity be utilized more efficiently for increasing yield.

➢ Consideration of new asset classes takes time and thoughtful Board education.

o Evaluate portfolio rebalancing due to continued strong risk asset performance.

Navigating The Markets – Rinse & Repeat Much from Q1
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