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MARKET INSIGHT QUARTERLY 
Stocks ended a very strong 2021 on a high note 

The S&P 500 returned 11.0% during the fourth quarter (including dividends)—its seventh straight quarterly 

gain to bring the 2021 return to 28.7%. The index, which set 70 record highs in 2021 (behind only 1995’s 77), 

produced three straight years of double-digit gains for the first time since 2012-2014. The Nasdaq trailed the 

S&P 500 for the quarter and the year with 8.5% and 22.2% returns, as did the Dow Jones Industrials with gains 

of 7.9% and 21.0%. 

During the fourth quarter, confidence that economic growth would not be materially impacted by the Omicron 

COVID -19 variant helped buoy investor sentiment, as less severe illness and fewer hospitalizations were observed 

compared to the Delta variant. Virus fears did cause stocks to pull back about 4% in late November, however, 

before a rally gained more than 4% in December. Meanwhile, corporate America continued to do an excellent job 

managing the supply chain disruptions, labor and materials shortages, and various related cost pressures, as 

evidenced by nearly 40% earnings growth delivered by S&P 500 companies during the third quarter. 

 
Large caps beat small handily 

Large cap stocks handily beat their small cap counterparts for the fourth quarter and full year based on 

the Russell market cap indexes. At a high level, the supply chain challenge companies faced for much of 

2021 were easier for larger companies to manage, positioning them to perform better. Part of the small cap 

underperformance also reflected the market’s preference for profits, as much of the performance gap between 

small caps and large caps during the fourth quarter and in 2021 came from the Healthcare sector, particularly 

biotech, with a greater proportion of less profitable and more speculative companies. Small cap indexes also had 

a hard time over the past year keeping up with the strong gains for some of the biggest market cap technology 

and internet companies such as Alphabet, Apple, and Microsoft. 

 

Q4 2021 at a Glance  

Sector Q4 2021 

Gross Domestic Product* 6.0% 

S&P 500 Index 11% 

Bloomberg Aggregate 
Bond Index 

0.0% 

Bloomberg Commodity Index -1.6% 

 

 
Source: LPL Research, Bloomberg, FactSet, 12/31/2021 

* Bloomberg consensus as of 12/31/2021 

Figures for S&P 500 Index, Bloomberg Barclays Aggregate Bond  

Index, and Bloomberg Commoditi es Index are total returns from  

10/01/2021 - 12/31/2 021 (Q4) 

All indexes are unmanaged and cannot be invested into directly. 

The returns do not reflect fees, sales charges, or expenses. The 

results don’t reflect any particular investment . 

Past performance is not indicative of future results. 

 



 

 

Growth beat value but not by a lot 

Growth-style stocks beat their value counterparts for the fourth quarter and 

full year, though annual returns were close. The Russell 1000 Growth Index 

returned 11.6% during the fourth quarter, outpacing the Value Index’s 7.8% gain. 

For the year, the Growth Index returned 27.6%, slightly ahead of the 25.2% gain 

for the Value Index. Growth outperformance during the fourth quarter was driven 

almost entirely by technology strength, while for the full year it was attributable 

to the communication services and technology sectors. Specifically, weakness 

in traditional telecom weighed on value, while strength in semiconductor stocks 

propelled growth. 

 
Tough year for emerging markets 

Turning to regions, the pattern of U.S. outperformance throughout 2021 continued 

through year end, as developed international (MSCI EAFE Index) and emerging 

markets (MSCI EM Index) both underperformed the S&P 500 Index during the fourth 

quarter and the full year. Developed markets in Europe and Japan struggled with 

the pandemic while the U.S. dollar rallied throughout much of the year, weighing 

on international returns for U.S.-based investors. Developed international markets 

returned 11.8% for the year after a 2.7% gain in the fourth quarter. EM was actually 

down 1.2% in the fourth quarter and lost 2.2% for the year, driven lower by double- 

digit losses in China amid slowing growth, distressed property developers, and the 

government’s regulatory crackdown. 

Negative core bond returns for the year 

Bond market returns were flat during the fourth quarter as the Bloomberg 

Aggregate Bond Index was up only 0.01%. For the year, the index was down 1.5%, 

which was only the fourth negative returning year since its inception in 1976—and 

the first since 2013. 

While returns for the more interest-rate sensitive assets, such as corporates 

and U.S. Treasury securities, were positive for the quarter, U.S. mortgage-backed 

securities (MBS) were negative in anticipation of the Federal Reserve (Fed) tapering 

its MBS purchases earlier than originally expected. Conversely, a return of inflation 

worries helped Treasury Inflation-Protected securities (TIPS) generate positive 

returns for the quarter and the year. 

 
Favorable environment for credit 

Positive credit conditions continued to support riskier fixed income asset classes. 

High-yield bonds, bank loans, and high-yield municipals all generated positive 

returns during the quarter as the positive economic backdrop remained generally 

supportive for economically sensitive risk assets. 

 
 
 
 
 
 
 
 

U.S. Treasuri es may be considered “safe haven” investments but do carry some degree of risk including interest rate, credit, and market risk. They are guaranteed by the U.S. government as to the timely payment of principal 

and interest and, if held to maturity, offer a fixed rate of return and fixed principal value. 

Please see our annual Outlook 2022: Passing the Baton publication for additional descrip tions and disclosures.  



 
 
 
 
 
 

Mostly negative returns for non-U.S. fixed income 

Yields on the debt of many developed and emerging countries rose during the 

quarter, albeit to varying degrees, as the prospects of reduced monetary support 

weighed on bond prices and pushed yields higher. Moreover, a number of central 

banks in emerging markets have started aggressively increasing interest rates to 

help reduce inflationary pressures. 

 
Solid gains for munis 

Municipal bonds rebounded during the quarter, and were positive for the year, 

due to favorable supply/demand conditions that have kept the asset class well bid. 

Municipal bonds outperformed U.S. Treasury securities by more than 3.5 percentage 

points for the year. 

Very strong 2021 for commodities 

Commodities fell by a modest 1.6% in the fourth quarter but ended 2021 with 

a strong 27.1% gain for the year, making it the biggest gain in the Bloomberg 

Commodity Index since 31.8% in 2000. Fourth quarter losses were driven largely by 

natural gas, which plummeted nearly 40% during the last three months of the year. 

However, energy strength during the first nine months of the year helped propel 

the broad commodity index to the strong year as the global economy reopened and 

stimulated energy demand. Along with the more than 50% gain in energy, including 

61% for crude oil, annual gains for industrial metals (30%) and agriculture (26%) 

helped offset weakness in precious metals. 

 
Precious metals failed to shine 

Precious metals were hurt by a strong U.S. dollar and reduced demand for safe 

havens in 2021 as the economy reopened and investors embraced riskier assets, 

failing to benefit from rising inflation. While precious metals rose about 4% during 

the fourth quarter, gold and silver were both down for the year as the Bloomberg 

Precious Metals Index fell 6%. 

 
 
 
 
 
 
 
 
 

 
All commodi ties performance is based on Bloomberg commodity indexes. 

U.S. Treasuri es may be considered “safe haven” investments but do carry some degree of risk including interest rate, credit, and market risk. They are guaranteed by the U.S. government as to the timely payment of principal 

and interest and, if held to maturity, offer a fixed rate of return and fixed principal value. 

Please see our annual Outlook 2022: Passing the Baton publication for additional descrip tions and disclosures.  



 
 
 
 
 

A LOOK AHEAD 
 

Economy. As the U.S. economy moves more to mid-cycle, LPL Research forecasts 4.0–4.5% gross domestic 

product (GDP) growth in 2022. Fiscal and monetary policies played big roles in the economic recovery in 2021, 

but we see 2022 playing out as a handoff—from stimulus bridging a pandemic-driven recovery to an economy 

growing firmly on its own. As we move past COVID-19 globally, Europe and Japan could be ripe for potentially 

better economic growth in 2022. Meanwhile, emerging market economies may disappoint as growth in China 

could be constrained by regulatory crackdowns. 

Inflation. 2021 was the year nearly everything was in a shortage, and it all translated to added inflationary 

pressures. Record numbers of ships waiting at ports, a lack of materials, unfilled job openings, higher commodity 

prices, and a myriad of supply chain disruptions have added to price pressures. While we believe these pressures 

will steadily decrease over the next year and we will eventually settle back to 2–2.5% inflation, it will likely be a 

gradual process. 

Stocks. We expect solid economic and earnings growth this year to help U.S. stocks deliver gains in 2022. If 

we are approaching—or are already in—the middle of an economic cycle with at least a few more years left as we 

expect, then we believe the chances of another good year for stocks in 2022 are quite high. We believe the S&P 

500 could be fairly valued at 5,000–5,100 at the end of 2022, based on a 2023 earnings per share estimate of 

$235 and an index price-to-earnings ratio between 21 and 21.5. 

Bonds. We expect interest rates to move modestly higher in 2022 based on near-term inflation expectations 

above historical trends and improving growth expectations once the impact of the Delta and Omicron variants 

recede. Our year-end 2022 forecast for the 10-year Treasury yield is 1.75–2.00%. An aging global demographic 

that needs income, higher global debt levels, and rebalancing out of equities may keep interest rates from going 

much higher over the next year. 

 

Please note: All return figures are as of December 31, 2021, unless otherwise stated. 

Past performance is not indicative of future results. 

The economi c forecasts set forth in the presentati on may not develop as predicted. 

U.S. Treasuries may be considered “safe haven” investments but do carry some degree of risk including interest rate, credit, and market risk. They 

are guaranteed by the U.S. government as to the timely payment of principal and interest and, if held to maturity, offer a fi xed rate of return and 

fixed princi pal value. 

Please see our annual Outlook 2022: Passing the Baton publication for additional descrip tions and disclosures.  



 

FOURTH QUARTER DATA 
 

*Sources: LPL Research, Bloomberg, FactSet as of 12/31/2021 

**Sources: LPL Research, FactSet as of 12/31/2021 

All data as of 12/31/2021 

All indexes are unmanaged and cannot be invested into directly. The returns do not All indexes are unmanaged and cannot be invested into directly. The returns do not reflect fees, sales charges, or expenses. The results don’t 

reflect any parti cul a r investm e nt . Past perform a nc e is no guarantee of future results . 

The sectors are represented by the 11 S&P 500 Global Industry Classification Standard (GICS) indexes. 

Asset classes are based on Russell 1000, Russell 3000 Growth and Value, Russell 2000, Russell Midcap, MSCI EAFE, and MSCI Emerging Markets indexes. 

Asset class returns are represented by the returns of indexes and are not ranked on an annual total return basis. It is not possibl e to invest directly in an index so these are not actual results an investor would achieve. 

Bond Market Asset Class Indexes: Foreign Bonds (hedged) – Citigroup Non-U.S. World Government Bond Index Hedged for Currency; Preferred Securities – Merrill Lynch Preferred Stock Hybrid Securities Index; Treasury – 

Bloomberg Barclays U.S. Treasury Index; Mortgage-Backed Securities – Bloomberg Barclays U.S. MBS Index; Investment-Grade Corporate – Bloomberg Barclays U.S. Corporate Bond Index; Municipal – Bloomberg Barclays 

Municipal Bond Index; Municipal High-Yield – Bloomberg Barclays Municipal High Yield Index; TIPS – Bloomberg Barclays Treasury Inflation-Protected Securities Index; Bank Loans – Bloomberg Barclays U.S. High Yield Loan Index; 

High-Yield – Bloomberg Barclays U.S. Corporate High Yield Index; Emerging Market Debt – JP Morgan Emerging Markets Global Index; Foreign Bonds (unhedged) – Citigroup Non-U.S. World Government Bond Index (unhedged) 

TIPS Gain in Q4 As Inflation Concerns 
Increase, Foreign And EM Bonds Lag 

Bond market performance, ranked by fourth 
quart er returns** 

Sector Q4 2021 

TIPS 2.4% 

High-Yield Munis 1.2% 

Preferred Stocks 1.1% 

Munis 0.7% 

High-Yield Corporates 0.7% 

Bank Loans 0.4% 

Investment-Grade Corporates 0.2% 

U.S. Treasuries 0.2% 

EM Debt 0.0% 

Bloomberg U.S. Agg 0.0% 

Foreign Bonds (Hedged) 0.0% 

MBS -0.4% 

Foreign Bonds (Unhedged) -2.0% 

 

Real Estate Tops Sector Rankings as 
Communication Services Struggles 

S&P 500 sector performance, ranked by fourth 
quart er returns* 

Sector Q4 2021 

Real Estate 17.8% 

Technology 16.7% 

Materials 15.2% 

Consumer Staples 13.3% 

Utilities 12.9% 

Consumer Discretionary 12.8% 

Healthcare 11.2% 

S&P 500 11.0% 

Industrials 8.6% 

Energy 8.0% 

Financials 4.6% 

Communication Services 0.0% 

 

Emerging Markets and Small Caps Lag In Q4 

Domestic and international asset class performance, 

ranked by fourth quarter returns** 

Asset Class Q4 2021 

Large Growth 11.6% 

S&P 500 11.0% 

Russell 3000 9.3% 

Mid Value 8.5% 

Large Value 7.8% 

Small Value 4.4% 

Mid Growth 2.8% 

Large Foreign 2.7% 

Small Growth 0.0% 

Emerging Markets -1.2% 

 



 

 
IMPORTANT DISCLOSURES 

Investing involves risks including possible loss of principal. No investment strategy or risk management technique can guarantee return or eliminate risk in all market environments. 

The opinions voiced in this material are for general informati on only and are not intended to provide specifi c advice or recommendati ons for any individual securit y. To determine which investment (s) may be appropri ate for 

you, consult your financial professi onal prior to investing. The economi c forecasts set forth in this material may not develop as predicted. All performance referenced is historical and is no guarantee of future results. 

All information is believed to be from reliable sources; however, LPL Financi al makes no representation as to its completenes s or accurac y. 

All company names noted herein are for educational purposes only and not an indication of trading intent or a solicitation of their products or services. LPL Financial doesn’t provide research on individual equities. 

Gross domesti c product (GDP) is the monetary value of all the finished goods and services produced within a country’ s borders in a specific time period, though GDP is usually calculated on an annual basis. It includes all of 

private and publi c consum pti on, gover nm ent outlays, investm ents , and exports less imports that occur withi n a defined territo ry. 

Yield is the income return on an investment. This refers to the interest or dividends received from a securit y and are usually expressed annually as a percentage based on the investment’ s cost its current market value or its 

face value. 

Earnings per share (EPS) is the portion of a company’ s profit allocated to each outstandi ng share of common stock. EPS serves as an indicator of a company’ s profitabilit y. Earnings per share is generall y considered to be the 

singl e most important vari abl e in determi ni n g a share’ s price. It is also a major compo nent used to calcul ate the price-to -ear ni ng s valuat i on ratio. 

Small cap is a term used to classify compani es with a relativel y small market capitalizati on. The definition of small cap can vary, but it is generally a company with a market capitalization of between $300 million and 

$2 billion. The prices of small cap stocks are generall y more volatile than large cap stocks. 

The S&P 500 Index is a capitalization-weighted index of 500 stocks designed to measure performance of the broad domesti c economy through changes in the aggregate market value of 500 stocks representi ng all 

major industries. 

For a list of descri ptions of the indexes referenced in this publication, please visit our website at lplresearch.com/defi niti ons. 

 
 
 
 
 
 
 
 
 
 

 

 
This research material has been prepared by LPL Financial LLC. 

Securities and advisory services offered through LPL Financial (LPL), a registered investment advisor and broker-dealer (member FINRA/SIPC). Insurance products are offered through LPL or its licensed affiliates. 

To the extent you are receiving investment advice from a separatel y registered independent investment advisor that is not an LPL affiliate, please note LPL makes no representati on with respect to such entity. 

 

Not Insured by FDIC/NCUA or Any Other Government Agency Not Bank/Credit Union Guaranteed Not Bank/Credit Union Deposits  or Obligations May Lose Value 

 

 
 

 
 

 
Tracking #1-05237444 


