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COVID-19 Update: Vaccines, Variants, Virulence 
According to Johns Hopkins University’s COVID-19 Dashboard, daily case counts for the U.S. 
have slowed their fall and stabilized at around 67,000 per day. The good news is that the overall 
trend still indicates that daily cases are falling; however, the extent of the fall has slowed to a 
crawl. The U.S. still leads the world with just under 25% of the total cases and 20% of the total 
fatalities. Texas and Mississippi have decided to lift restrictions while other states are either 
continuing restrictions or increasing them. 
 
Variants of the virus have started to gain footholds in the U.S. -- the most prevalent being the 
B.1.1.7 variant. The B.1.1.7 strain is of concern due to it being much more virulent than the 
original strain of the COVID-19 virus. Other variants include B.1.351, which first appeared in 
South Africa and reportedly can re-infect those who have already had another strain of the 
virus. 
 
COVID-19 vaccination rates have steadily risen since our last reporting, doubling to two million 
doses per day on average. Over 92 million doses have been administered in the U.S. as of 
March 8, according to the Centers for Disease Control and Prevention. Approximately 76 million 
of those have been administered under President Joe Biden’s administration, which puts him 
on track to meet his goal of 100 million doses within his first 100 days in office. So far in the U.S. 
there have been no hospitalizations or deaths reported from those who have had the vaccine in 
their clinical trials. There have been some limited cases of hospitalizations in other countries, 
such as in Israel, where 16 of the 700,000 who were fully vaccinated were hospitalized with 
COVID-19. 
 

Executive Summary 

• U.S. COVID-19 daily cases are declining, but slowly. Vaccination rates are steadily rising. 

• The U.S. Senate, voting along party lines, narrowly passed a $1.9 trillion COVID-19 stimulus package. The 
House is expected to pass it before March 14, when additional unemployment benefits end. 

• The inflation debate continues. Markets expect inflation slightly above the Fed’s 2% target, but it could be 
temporary as pent-up demand is met. 

• Higher yields and inflation mean a higher discount rate, which brings down tech stock valuations. 

• Small-cap outperformed large-cap and value outperformed growth in February. 
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Economic Indicators 

 11/30/2020 12/31/2020 1/31/2021 2/28/2021 

3-Month Treasury Rate 0.08% 0.09% 0.06% 0.04% 

10-Year Treasury Rate 0.84% 0.93% 1.11% 1.44% 

ICE BAML High Yield OA Spread 4.33% 3.86% 3.84% 3.57% 

Fed Funds Rate Upper Target 0.25% 0.25% 0.25% 0.25% 

Unemployment Rate 6.7% 6.7% 6.3% 6.2% 

WTI Crude Oil Spot ($/bbl) $45.34 $48.52 $52.20 $61.50 

VIX Index Level 20.6 22.8 33.1 28.0 

U.S. Manufacturing PMI (IHS Markit) 56.7 57.1 59.2 58.6 

U.S. Service PMI (IHS Markit) 58.4 54.8 58.3 58.9 

Consumer Sentiment (Michigan) 76.9 80.7 79.0 76.8 
Sources: Federal Reserve Economic Data (FRED), Trading Economics, Bloomberg, CBOE. 

Economic Update: Breakeven Inflation 
On March 6, the U.S. Senate passed a $1.9 trillion COVID-19 stimulus package along party lines. 
The House of Representatives, where Democrats hold a majority, is expected to pass the bill 
along party lines before March 14, when previously enacted additional unemployment aid 
expires. The bill includes “direct payments of up to $1,400 to most Americans, a $300 weekly 
boost to jobless benefits into September and an expansion of the child tax credit for one year,” 
according to CNBC. 
 
While the stimulus package is expected to create economic growth, there is a heated debate 
among economists and pundits as to whether the stimulus will cause excessive inflation. Long-
term Treasury yields have been edging up since August 2020. A higher-than-expected 379,000 
jobs were created in February, adding to inflation concerns. On March 6, Federal Reserve 
Chairman Jerome Powell, in an interview with The Wall Street Journal, “reiterated his intention 
to keep easy-money policies in place but provided no sign the central bank will seek to stem a 
recent rise in Treasury yields.” The news spooked markets and, as a result, bonds sold off and 
long-term Treasury yields temporarily spiked (bond prices and yields move in opposite 
directions). 
 
This brings into the spotlight the “breakeven inflation rate,” which is calculated using the 
nominal and inflation-protected bond yields and represents investors’ expected inflation rate. 
The five-year breakeven inflation rate, according to the Federal Reserve, reached a pandemic 
low of 0.14% on March 19, 2020, and has been moving up since then, reaching 2.39% on 
February 26, 2021. That is above the Fed’s 2% target. As we mentioned last month, there are 
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still weaknesses in the economy, which means that a rise in inflation could be temporary as 
pent-up demand is met. 
 

Market Index Trailing Total Returns 

as of 2/28/2021 MTD YTD 1 Year 3 Year 

S&P 500 2.76% 1.72% 31.29% 14.14% 

Russell 2000 6.23% 11.58% 51.00% 14.87% 

MSCI EAFE USD 2.24% 1.15% 22.46% 4.59% 

MSCI Emerging Markets USD 0.76% 3.85% 36.05% 6.35% 

Bloomberg Barclays U.S. Agg Bond -1.44% -2.15% 1.38% 5.32% 

Bloomberg Barclays U.S. Corp High Yield 0.37% 0.70% 9.38% 6.57% 

Bloomberg Barclays Global Agg Bond USD -1.94% -2.94% 6.28% 2.46% 
Periods longer than a year are annualized. Returns include dividends or interest. Source: Morningstar. 

Market Update: Equities and Inflation 
February’s theme (which is extending into March) was inflation fears. The latter part of 
February was volatile for equities as calming statements by the Federal Reserve had only 
temporary effects. Despite reiterating the current policy on inflation, the market still seemed to 
be pricing in rate hikes. The Fed’s move to target average inflation instead of a fixed number 
means inflation could run higher than the traditional 2% target for a longer period of time 
without the response of rate increases. 
   
The recent rapid change in Treasury yields may reflect inflation predictions. Inflation 
expectations and economic recovery both factor into yields. When economic forecasts are 
positive, demand for the safety of government debt decreases. Demand is also reduced when 
inflation is expected, as future interest payments become less valuable in terms of purchasing 
power. When reductions in demand decrease the price of debt instruments, yields increase. 
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Equity investors have been eyeing these yields, particularly for the 10-Year Treasury rate (see 
above), which is often used as a proxy of the risk-free rate in equity valuations. Not surprisingly, 
the recent volatility has particularly affected technology stocks with high valuations (their 
future value is discounted at a higher rate). 
 
Increasing prospects of additional stimulus did push small-cap indices higher, as smaller 
companies could see a meaningful positive impact. 
 

Large Cap vs. Small Cap Trailing Total Returns 

as of 2/28/2021 MTD YTD 1 Year 3 Year 

S&P 500 (large cap) 2.76% 1.72% 31.29% 14.14% 

S&P 600 (small cap) 7.65% 14.42% 46.69% 13.23% 

Russell 1000 (large cap) 2.90% 2.05% 34.28% 14.98% 

Russell 2000 (small cap) 6.23% 11.58% 51.00% 14.87% 
Periods longer than a year are annualized. Returns include dividends or interest. Source: Morningstar. 

 
The value segment also continued to outperform. Some of this was a reflection of growth 
stocks faltering due to the uncertainty around high valuations mentioned above. There are also 
sectors within value indices that would benefit from increasing interest rates (such as financials) 
or the economy reopening. 
 

Value vs. Growth Trailing Total Returns 

as of 2/28/2021 MTD YTD 1 Year 3 Year 

S&P 500 Value 5.92% 4.24% 19.93% 8.84% 

S&P 500 Growth 0.00% -0.51% 39.85% 18.34% 

Russell 1000 Value 6.04% 5.07% 22.22% 8.23% 

Russell 1000 Growth 3.30% 8.28% 58.88% 18.95% 
Periods longer than a year are annualized. Returns include dividends or interest. Source: Morningstar. 

Information Portal 
Be sure to visit the Coronavirus Response Resource Center on Advisor Portal—your one-stop 
online hub for resources on COVID-19’s impact on the markets. On the page, you’ll find relevant 
and timely insights from the Advisor Group Product Research Team and our Strategic Partners. 
Check back frequently for the most up-to-date information. 
 
Advisor Group is closely monitoring market conditions and is here to assist you with reviewing 
developments. The current volatility serves as a reminder to your clients of the importance of 

https://www.v2020.com/news_alert.aspx
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maintaining diversified portfolios across multiple asset classes. Timing the market is a very 
difficult task as market conditions can change abruptly. It is prudent for clients to maintain a 
long-term investing approach.  
 
If you have any questions about financial markets or investments that are offered at Advisor 
Group, please feel free to contact the Sales Desk at 800-558-7735 or you may reach Product 
Research by email at agr@advisorgroup.com. 
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