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 The past eighteen months have shown us how interconnected the

world really is.  The supply chain disruption affecting almost every

corner of the globe is yet another example.  A lockdown on one

continent means manufacturing is halted on another; a cargo ship

running ashore at one end of the world means food supplies will run

short thousands of miles away.  All of this, of course, adds to the

inflationary pressures we have been talking about all year as more

dollars chase fewer available goods and services. 

 

Then there is the employment picture.  As the former Federal Reserve

chairman, Ben Bernanke, stated, "this is the oddest labor market I have

ever seen".  The number of employed people in the US is five million

below trend, yet there are ten million job vacancies.  People are taking

their time to decide on their next career move.  It seems the pandemic

has caused people to reassess their lives at multiple levels: where they

live, their career trajectory, how they spend their money.  The winners

in all this will be those who figure out and capitalize on what the new

normal will look like after equilibrium has settled in.  The losers will be

those who think everything is going back to the old normal.

Q3 2021:

 

As the former Federal Reserve
chairman, Ben Bernanke, stated,
"this is the oddest labor market I
have ever seen".



O C T O B E R  2 0 2 1 / Q 3  N E W S L E T T E R

When we look beyond the supply chain issues, the

inflationary pressures, and the labor market dysfunction,

things look pretty good. The consumer balance sheet looks

better than it has in decades. Savings rates are up (albeit

lower than during the lockdowns of the pandemic);

consumer debt is increasing but is not at concerning levels;

corporate earnings remain strong since companies have

been able to maintain pricing power. 

 

The Federal Reserve has maintained a high degree of

confidence that inflation will not remain elevated and

should be back in the 2% range in the 2nd half of 2022.

They have committed to begin tapering asset purchases

this November with the plan to end asset purchases by

mid-2022. Asset purchases are a tool that the Federal

Reserve uses to pump up the economy. The next lever they

will begin tweaking is to raise interest rates. The forecast

for this to begin is in 2023. 

 

 The Equity Markets
 

Global equity markets, as measured by the MSCI All

Country World Index, were down -.95% in the 3rd quarter

and are up 11.49% YTD. For the quarter, the US equity

markets marginally outperformed international markets.

The US market overall was down -.10% but is still up 14.99%

so far in 2021. International developed markets were down

-.66% for the quarter but are still up 9.19% so far this year.

The worst performing markets were emerging markets

which were down -8.09% for the quarter and are down

-1.25% YTD. US REITs continue to have strong performance,

up 1.25% for the 3rd quarter and up 24.48% so far in 2021.

 

 

 

  

In the 3rd quarter small cap stocks underperformed large

cap stocks. Small caps were down -4.36% vs large cap

stocks which were up .21%. 

 

The Fixed Income Markets
 

The bond markets were relatively flat for the third quarter.

The Bloomberg Barclays US Aggregate Bond index was up

.05%. As interest rates have risen this year, the

performance of the index is -1.55% for 2021. The municipal

bond market was down -.27% for the quarter and is up

.79% YTD. Longer-term (10yr) interest rates rose 8 basis

points in the 3rd quarter, closing the quarter at a yield of

1.54%.  

 

The high yield market continues to show strength as

spreads remain at four-year lows. This is an indicator that

the fixed income markets are factoring in little chance of a

recession. High yield bonds were up .89% for the quarter

and have returned 4.53% YTD. The biggest winner in the

fixed income markets for the 3rd quarter was TIPS, fueled

by the inflation fears on everyone’s mind. The TIPS market

was up 1.75% in the 3rd quarter and is up 3.51% in 2021.

   

So, what did all of this mean for investors? Depending on

the asset allocation, a diversified portfolio returned

between 0 and -2% for the 3rd quarter.

Sources: Bloomberg Barclays indexes and J.P. Morgan EMBI Global Diversified Index, as of September 30 2021.
Past performance is no guarantee of future returns. The performance of an index is not an exact representation of 
any particular investment, as you cannot invest directly in an index.
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Looking Ahead
 

We will continue to see inflationary pressures in the coming

months. The Christmas season will likely exacerbate the

scarcity issue we are dealing with due to the supply chain

and labor constraints. When making our holiday wish list

we may want to consider which stores we want our gift

cards from. 

Once we get into 2022 we should begin to see some

breakthroughs in the labor constraints and supply chain

kinks as time begins to pull more people back into the

labor market and the push by retailers to get stocked up

for the holidays subsides. This should begin to bring

inflation back to more tolerable levels.

 

The more exciting consideration is when we look a little

further out, how will things shake out? What will the new

work week look like? How many of us are working full-time

remote, full time in the office, or permanently hybrid? Do

the early retirees remain permanently retired? With the

current labor shortages in manufacturing, hospitality,

restaurants, etc., how many of those jobs get lost to

streamlining, automation, and robotics? How many fewer

business trips will we be taking? What will telehealth look

like in the coming years? 

There will be winners and losers in this great shake-out.

One thing is for sure- developing the right skills for the

non-college-educated is going to be critical as more of

those jobs get lost to technological advancement in a broad

spectrum of the economy. The US government made the

mistake of not addressing this issue as technology began to

be a driving force and many Americans were left behind.

Let's hope we don’t make the same mistake twice.

As always, we would love to hear from you.  Please contact

us at any time.
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