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The third quarter of 2021 was a mixed picture for stocks and bonds. Major averages eked 
out minor positive returns in some cases and in other cases, such as the Russell 2000, 
posted fairly significant negative returns relative to other indices in the third quarter of 
2021. September was particularly tumultuous where we saw most averages decline -4.5% 
to -5.7% in the case of the NASDAQ 100. Interest rates longer end of the US Treasury Yield 
Curve fell as investors sought safety in longer-dated treasuries amid the market volatility. 
 
As the quarter began, the delta variant 
and inflation concerns jolted stocks in 
July, but it was a short-lived sell-off. The 
market quickly recovered, jumping to 
another record close after a five-day 
drop. During the third quarter, the 
Morningstar US Market Index hit 19 new 
highs before retreating in the final days 
of September. 
 
The end-of-quarter skid barely dented 
the continued strong returns for U.S. 
stocks. The S&P 500 posted returns of 
just shy of 16% for the year, despite the 
rockiness of the 3rd quarter.  
 
China was a large area of concern for investors in the 3rd quarter as “interesting” 
regulatory news came from the mainland. China stocks were buffeted by a broad 
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Chinese government crackdown on Internet companies, stepped-up U.S. regulatory 
scrutiny of listings of China-based companies, and the financial teetering of Chinese real 
estate giant Evergrande. 
 

The resulting decline in Chinese stocks was widespread, including the biggest names in 
the Morningstar China Index. Tencent fell 21.18% in the third quarter, Alibaba lost 35.52%, 
and e-commerce platform Meituan fell 23.22%. The 18% drop in the Morningstar China 
Index dragged down the Morningstar Emerging Markets Index, where shares based in 
the country make up a 35% weight.  
 
However, Chinese investors, unaffected by U.S. regulations, were more optimistic than 
foreign investors. An index of Chinese ADR's was down 30%, 12 percentage points more 
than stocks traded through the on-shore market. While the news around China stocks 
added some volatility to emerging markets, volatility in the index was well below 2020 
levels. 
 
For developed markets and the United States specifically, it was another quiet quarter. 
The S&P 500 moved more than 2% only on one day, and it moved more than 1% on only 
eight days, down from 12 times in the quarter prior and 18 times in the first quarter.  
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U.S. Equities 
 
Returns were moderate across U.S. stock sectors in the third quarter. Financial-services 
and technology companies fared the best, while increases in shipping costs and 
commodities prices hit basic-materials and industrials companies the hardest.  
 

 
The communication-services sector suffered, 
hurt by a 2.39% drop in Facebook (FB) shares 
and a 32.43% fall by Zoom (ZM). The prospect 
of rising rates helped financial companies to 
rally near the end of the quarter. Over the 
past year, the financials sector gained 51%. 
The real estate sector also remained hot, 
rising 0.69% in the quarter and 30.86% over the 
past year.  
 
Value vs. Growth 
 
Growth stocks saw a return to leadership for 
the quarter in Q3. With the yield curve 
relatively stable, and the long end of the yield 
curve coming in, investors fled to large-cap 
growth stocks that have provided leadership 
for much of the past 6-8 years.  Small-growth 

stocks were hit particularly hard, falling 4.5%, in part hurt by Intellia Therapeutics (NTLA), 
which lost 15% in quarter. 
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This year the broad contrast 
in performance between 
value and growth stocks 
has faded. Mid-cap value 
and small-cap value stocks 
are beating their growth 
counterparts on the year, 
but large-growth stocks are 
ahead of large value by 
about 4 percentage points. 

 
The difference 
among small-cap 
stock style 
performance is 
stark: Small-value 
stocks are up 
25.35% this year, 
while small-growth 
stocks are down 
0.35%.  
 
 

 
Supply Chain Winners and Losers 
 
There were clear winners and losers in the 3rd quarter, much of which stemmed from those 
that were significantly impacted by supply chains and those that weren’t. Strong 
earnings from Microsoft (MSFT) (up 4.26%) much of which came on the back of Microsoft 
announcing their first increase in the monthly subscription to Microsoft 365 in several years. 
Alphabet (GOOG) was up 9.49% in the 3rd quarter as well, clearly another company not 
significantly impacted by the supply chain bottlenecks. Netflix (NFLX) was up 15.55% as 
they continue to roll out new content and continue their roll-out strategy internationally. 
 
The Morningstar No Moat Index has had a stellar year because of Moderna (MRNA) (up 
443% over one year) and Snap (SNAP) (up 182%), but wide-moat stocks remain in lead 
over past three years. 
 
Fixed Income 
 
Concerns about the economic impact of the spreading delta variant spurred a rally in 
bond prices in July, pushing the 10-year Treasury yield down to its lowest level since 
February. But after the Federal Reserve outlined in September a somewhat earlier start to 
raising interest rates, rate-sensitive portions of the bond market moved lower, lifting yields. 
 
As a result, only high-yield bonds and Treasury Inflation-Protected Securities are positive 
on the year. Most bond sectors are on track for a negative year; for U.S. core bonds, it 
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would be the first time since 2013 they ended in the red. For U.S. Treasuries, it would be 
the worst year since 2017. 

   
Emerging-markets bonds also fared better during the third quarter, and over the past 
three years, they have returned more than most developed-markets sovereign bonds.  
 
The sell-off in government bonds 
was not limited to the U.S. market. 
Global government ex-U.S. 
bonds are down 8.88% for the 
year to date, and U.K. bonds 
were hit particularly hard as a 
growing energy crisis sent fuel 
prices skyrocketing and 
enhancing concerns of rising 
inflation. In addition, similar to the 
Fed's trajectory, the Bank of 
England indicated that it would 
raise rates in the next year, 
sending the yield on the 10-year 
gilt to a one-year high.  
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Commodities 
 
Oil prices were on a decline for most of the quarter, but a crunch in supply owing to 
Hurricane Ida in the Gulf of Mexico and an energy shortage in Europe and China caused 
prices to rise  
 
rapidly internationally and in the U.S. . The price of a barrel of oil in the U.S. rose above 
$75, the highest level in three years.  
Copper prices declined 4% in the quarter, and the price of gold fell 1%. Still, over the past 
year, copper prices have risen by 36% and oil prices by 90%, spurring worries of impending 
inflation.  

 
The value of the U.S. dollar rose 
rapidly in September following 
news from the Fed of potential 
rate hikes that would contain 
inflation. The greenback 
gained 1.78% against a basket 
of currencies and reached its 
highest level since last 
November. Concurrently, the 
value of the euro fell 2.35% 
because of heightened 
inflation concerns from the 

energy crunch across the continent. The yen declined 0.03%. 
 
China and Brazil dragged on global growth. Rampant inflation and rising commodities 
prices hurt Chilean stocks. The U.K. index gained 2.14% in the quarter, but shares are still 
undervalued.  
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U.S. shares still look 
overvalued, but 
opportunities lie in the 
United Kingdom, China, 
and Japan. 
 
Q4 2021 Outlook 
 
As we enter the 4th 
quarter, we are 
relatively optimistic 
about the market, 
despite the valuation 
measures in the Global 
Valuation Map. We 
expect earnings to 

continue to impress to the upside, which should be supportive for the market. 
Additionally, the inflation pressures that we have seen materialize throughout the first 
three quarters of the year will continue to manifest in the 4th quarter of 2021 and likely into 
the first half of 2022. Our sector over weights towards energy, financials and industrials 
remain in place. On the fixed income side, we also continue to like corporate credit and 
higher yielding credit, as well as mortgage-backed securities and other securitized assets. 
We think that the yield curve will steepen, and rates should continue to go up as inflation 
accelerates. 
 
Please feel free to reach out with any questions. We thank you for your continued trust 
and confidence in Gordon Asset Management, LLC. 
 
Sincerely,  
 
 
Gordon Asset Management, LLC Investment Policy Committee  
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Disclosures 
 
The performance data quoted represents past performance and does not guarantee future results. The investment return and principal value of an investment will 
fluctuate thus an investor’s shares, when redeemed / sold, may be worth less than their original cost. Current performance may be lower or higher than return data 
quoted herein.  
 
These investments are not FDIC-insured, may lose value, and are not guaranteed by a bank or other financial institution. Investors should consider the investment 
objectives, risks, and charges and expenses of the investment company carefully before investing. Nothing in this listing constitutes investment, legal, accounting 
or tax advice, or a representation that any investment or strategy is suitable or appropriate to individual circumstances, or otherwise constitutes a personal 
recommendation to any specific investor.  
 
Prospectuses, fact sheets, participation agreements & related disclosure should be read carefully before investing. These documents contain other information 
about the investment company. Investors may obtain this information by visiting the funds’ website. The information contained in this listing was prepared by  
 
Gordon Asset Management, LLC. It does not constitute an offer or an invitation by, or on behalf of, Gordon Asset Management, LLC to buy or sell any securities or 
related financial instruments or to participate in any particular investment strategy. Gordon Asset Management, LLC is an investment advisor registered with the 
United States Securities and Exchange Commission under the Investment Advisers Act of 1940, as amended. Registration does not imply a certain level of skill or 
training. More information about Gordon Asset Management’s advisory services and fees can be found in its Form ADV which is available upon request.  
 
Copyright 2021 Gordon Asset Management, LLC. All rights reserved. 
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