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Despite the many headwinds this year – higher inflation, another wave 
of COVID – equity markets in general have been fairly resilient in 2021. 
Over the past three years, the flagship S&P 500 Index has delivered a 
compound rate of return of roughly 21%, and is on pace to deliver an 
annual return over 20% for the second time in the past three years. 
These returns have sent valuations to extremes. 

Conversely, higher interest rates have pushed most fixed income 
indexes lower for the year. Yields have edged higher since their historic 
lows from march of 2020. Inflationary pressures could continue to push 
rates higher. 

Below is a review of asset class performance for the year (through 
November 26th). Performance is based on index total returns provided 
by S&P. 

U.S. Equity Factors 

Returns have been fairly strong across the U.S. equity factors for the 
year. Compared to 2020, performance across the factors is fairly similar, 
with the exception of low volatility stocks. Value has rebounded after 
underperforming last year. As the economy recovers from the COVID 
pandemic, we are seeing broader participation in the equity markets 
and less concentration in momentum stocks. 

International Equities 

Overall, returns for international equities have lagged domestic equity 
indexes for the year. On a relative basis, European stocks have 
outpaced equities in the Asia Pacific region. Growth prospects 
overseas aren’t quite as robust as in the U.S. In addition, the COVID 
pandemic has hit international markets particularly hard. Still, from a 
valuation standpoint, overseas markets aren’t quite as expensive as 
domestic equities. 

 

 

 

 

Fixed Income 

Interest rates have increased in 2021, which has resulted in a decline 
for most fixed income indexes. The benchmark 10-year Treasury yield 
began the year at roughly 0.9% after falling after the onset of COVID in 
2020. The yield rose quickly in the first quarter of 2021, but then 
receded and is now trading at roughly 1.5%. As a result, fixed income 
recovered some of the losses from earlier in the year. 

The major components to the aggregate bond index – mortgage 
backed and investment grade bonds – are lower by roughly -1.0% for 
the year. Longer-duration Treasuries, which are more sensitive to 
changes in interest rates, are lower by a wider margin. However, credit 
conditions remain favorable. High yield bonds, which carry higher 
coupons than investment grade bonds, are actually higher for the year 
despite an uptick in rates. 

Dividend Paying Equities 

After underperforming in 2020, dividend paying stocks have rebounded 
in 2021. The current yield for dividend stocks in the U.S. is roughly 2.3%. 
Likewise, dividend yields overseas are roughly 4.8% due to lower 
valuations. 

In summary, equities are on pace to deliver double digit returns this 
year, despite inflationary headwinds and the potential for another 
outbreak of COVID. Performance across U.S. equity factors is more 
balanced this year compared to 2020 as the economy recovers from 
the onset of COVID.  

International equities continue to lag their U.S. counterparts, mainly due 
to lower growth prospects. However, overseas markets could present 
a value opportunity. 

Fixed income, while lower for the year, has recouped some of the 
declines from the first quarter. However, inflation could likely be a 
headwind for bonds in 2022. Dividend paying stocks could be an 
attractive alternative for current income. 
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