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Stock Markets Performance

The stock market continued to trend higher until early
September when it reversed course and corrected a few
percent by month end. The S&P 500 held on to a gain for
the quarter while the Tech heavy Nasdaq and Dow Jones
declined.

Other segments of the U.S. markets also declined with
Mid Caps pulling back 1.8% while Small Cap stocks
dropped 2.8%.

Outside the U.S., stocks dropped as well last quarter.
Developed International declined a modest 0.4% while
Emerging Markets suffered a more meaningful correction
falling 8.0%.

Much of the decline can be assigned to issues surrounding
China including fears of slowing growth to the effective
default of Evergrande, a large Chinese property developer.
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US Sector Performance

The third quarter of 2021 exhibited more dispersion
of returns across sectors than has been the case in
the past few quarters. This represents a change from
the “low interest rates raise all boats” dynamic that
had been at play since the COVID sell-off in March
2020.

When this occurs it shows investors shifting their
attention to identifying which sectors stand to
benefit from the changing future outlook versus
those that may not fare as well.

Concerns surrounding potentially slowing growth,
higher interest rates, rising inflation and elevated
valuations are all factors that investors are beginning
to focus on again.

Will this represent a return to more normal market
conditions? Only time will tell…
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Asset Class Performance – Trailing Periods

This table shows the performance of various asset classes in different
periodic time frames.

Looking at the third quarter and year-to-date, commodities have led all
asset classes, reflecting the inflationary impact on commodities prices. As
noted, emerging markets experienced a sharp decline for third quarter
and bonds continue to trade down on the year as interest rates trend
higher.

Growth equity continued a strong run of
performance from April on, as value stocks
continue to trail. During periods of slowing
growth and higher input costs, higher
growth and less material dependent stocks
in technology and communications may be
expected to outperform.

Growth stocks have been the main driver of
the U.S. markets going back over 10 years.
The 19.7% average return outpaces all the
major asset classes on this table.



Asset Class Performance – Quarter by Quarter

This visual shows historical
quarterly asset class performance
for the last 15 quarters.

Worth noting is that commodities
led returns back in early 2018 only
to post the worst returns 4 out of
the next 7 quarters. Could this
play out in the same fashion in the
near future? It could but often a
shift in the broader
macroeconomic environment is
needed.

This quilt chart makes a strong
case for maintaining portfolio
diversification as it remains
difficult to time the market and
determine with any consistency
which asset class will outperform
or underperform in any given
quarter.



Interest Rates

At the end of the third quarter the yield curve looked very similar to the end of second quarter. 
However, there was a noticeable increase in rates in the 5-10 year range. 

The yield curve remains well above this time last year when the economy was still working it’s way 
through the COVID fallout. 



Inflation

After decades of below trend inflation, consumers are
beginning to feel the pinch. For many this is their first
experience with “real inflation.” A hot topic of conversation
in many investment circles is how today’s investors, many
that were children in the late 1970’s/early 80’s are going to
handle this macro environment.

Over the past 12 months the purchasing power has declined
almost 5%. Due in large part to the 350% increase in U.S.
Consumer Price index year-over-year as the U.S. Dollar
index is relatively unchanged.

One place we all see the increase in prices is at the fuel
pump. U.S. retail gas prices are up over 50% since this time
last year!



Supply Chain Woes

With the increased demand in commodities, an increase of consumers buying goods for new homes, as well as other contributing factors, the supply chains of 
many major vendors has been stressed as of late. This has led to record high vendor lead times. The chart on the right shows how retail sales have spiked 
following the COVID shutdown last year while the inventory/sales ratio remains near record lows. 

By now you have probably heard the advice to start your holiday shopping today if you want to make sure you get those special items or products that might 
be in high demand the closer we get to year-end. These charts illustrate the wisdom of that advice.



Employment Situation

The employment situation remains a topic of
much debate. Between COVID-19 impacts,
ongoing restrictions, vaccine mandates, etc. it is
proving difficult to draw traditional conclusions
from the macroeconomic data.

The Unemployment rate (top) has recovered
significantly but appears to be leveling out near
current levels.

The U-6 indicator (second from top) includes
those that are “under-employed” or working less
than full-time despite looking for full-time work.
This number has also improved but remains above
pre-COVID levels.

The new claims for unemployment (third from
top) are well off the highs from early last year and
appear to be trending lower.

The Fed takes many factors into consideration
when evaluating potential policy changes and with
unemployment declining it appears to be
providing a green light for higher rates.



Housing Indicators

The housing market has been an interesting sector to watch as a result
of shifts in consumer preferences during and since the pandemic. The
beginning of 2021 had the lowest 30-year mortgage rate along with the
highest number of mortgage originations.

Since then, mortgage rates have trended higher, which has also led
mortgage originations to decline. Interestingly enough, the percent of
originations that are refinances has continued to increase, showing that
there might be even less activity from new buyers.

Here again, the Fed considers the housing market in it’s outlook and
policy decisions and with overall housing sentiment trending higher in
the most recent quarter Fed rate hikes might be justified.



Leading Indicator Summary & Trends

This table is a heatmap of various important economic indicators, showing the trends over time. The first seven columns show a quarter by quarter change 
in each indicator, whereas the rest show annual changes in the data. 

Like the stock market, the third quarter had mixed results across economic data in comparison to last quarter. Consumer sentiment has dropped to 72.8, 
which is the lowest quarterly value in almost two years. Yet retail sales continue to show increases year-over-year, a positive trend heading into the holiday 
season.



Where Do Things Go From Here?

The debate as to whether or not the market is “too expensive” continues to rage on. While the S&P 500 index and most other indexes have continued to
move higher this year, the moves don’t appear completely irrational. At the end of the second quarter the P/E multiple, a simple valuation metric, was around
31 (left) and as suggested last quarter as earnings have increased the P/E ratio has declined. While still above the average of the past 30 years of
approximately 24x, the current 27x is much more reasonable. (Note: the spike during the 2008-2009 period was due to the sharp decline in earnings, not a
significant rise in price.)

What do future earnings estimates look like? The orange line on the chart to the right shows the consensus estimates for earnings over the next 12 months.
Earnings are anticipated to continue growing through the end of next year. As is often the case, what happens in the market over the next year or so will be
largely driven by the direction of earnings, changes in interest rates and the Fed’s monetary policy. Given the current situation and consensus outlook, signs
seem to be pointing towards the upward trends continuing. However, COVID-19, political conflict in Washington D.C. and ongoing challenges in China warrant
ongoing monitoring and argue for some portfolio rebalancing if you haven’t done so in a while.
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•All investment strategies have the potential for profit or loss. Changes in investment
strategies, contributions or withdrawals may materially alter the performance and
results of your portfolio.

•Different types of investments involve varying degrees of risk, and there can be no
assurance that any specific investment will either be suitable or profitable for a client’s
investment portfolio.

•Economic factors, market conditions, & investment strategies will affect the
performance of any portfolio there are no assurances that it will match or outperform
any particular benchmark.

•The information contained herein has been obtained from sources believed to be
reliable but the accuracy of the information cannot be guaranteed.

•This is not to be considered a solicitation for the purchase or sale of any individual
security or investment strategy.
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