
Equity Market Update
U.S. equity indexes trended sideways during the third quarter after a strong first half performance. This is a
healthy consolidation as investors digest strong market gains over the past year. We believe that negative
headlines related to supply chain issues, semiconductor shortages, the Delta variant of COVID and an impasse on
the Budget Reconciliation bill has kept many investors on the sidelines during the third quarter.

Developed International indexes also posted flat performance in the third quarter. In addition to many of the same
issues that the U.S. is facing, much of Europe is dealing with exploding natural gas prices. Emerging market (EM)
indexes fell in the third quarter due largely to declines in Chinese equities which comprise a large portion of most
EM indexes. The crackdown by the Chinese government on Chinese technology companies has caused sharp
declines in many of these stocks.

During times when it seems that most of the headlines are negative it is important to remember that bad news
sells, and good news does not. You wouldn’t know from reading the news that most economies are performing
very well despite some of the issues we have highlighted. The natural direction of world economies over the long-
term is expansion, which is why equities have provided solid returns over time.
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Total Return Performance for the 
Major U.S. and International Stock Market Indexes

Equity Index
YTD

September 30, 2021

United States

Dow Jones Industrial Avg.:  
30 Stock Composite

12.12 %

S&P 500 Composite:  U.S. Large Cap 15.91 %

NASDAQ Composite:  Technology 
Heavy 12.67 %

S&P 600 Small Cap:  U.S. Small Cap 20.03 %

International

MSCI EAFE Large Cap:  
Europe, Asia & Far East Large Cap

8.84 %

MSCI EAFE Small Cap:
Europe, Asia & Far East Small Cap

10.37 %

MSCI EM Emerging Market:
Emerging Market Countries

-1.16 %

Source:  Bloomberg, L.P.
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U.S. Economy
U.S. Gross Domestic Product (GDP) grew 6.7% sequentially in the second quarter of 2021, which is a slight pickup
from 6.3% the previous quarter. The sharp rebound in GDP growth as highlighted in the graph below is bringing
growth back to the long-term trendline.

Source: JPMorgan Guide to the Markets 9/30/2021

The U.S. economy continues to perform well. U.S. ISM Manufacturing and Non-manufacturing Purchasing Managers
Index (PMI) readings above 50 represent growth, with September readings of 61.1 and 61.9 respectively showing
strong expansion. It is interesting to note that these strong readings are coming despite well publicized supply chain
issues.

Inflation has been in the 5% to 5.4% range over the past four months, after being in the 1-2% range for many years.
The big debate is whether current readings are the beginning of a trend or just a temporary anomaly. Candidly, it is
too early to determine this despite best efforts to do so given all the unusual events the world economy is facing.
We believe that the best course of action is to wait until the dust settles with regard to COVID and supply chain
issues before making long-term inflation predictions.

The September jobs report was mixed with job growth of 194,000 which was below expectations, but the prior two
months showed jobs growth adjusted higher than previously reported. The unemployment rate fell 0.4% to 4.8% as
the work participation rate fell slightly. We believe that the jobs picture is healthy with employers struggling to find
workers. As COVID recedes and extended unemployment benefits end, we will get a clearer picture.

International Economy
Economies in Europe and Asia have not had the same level of economic stimulus that the U.S. government has
provided. For this reason, growth in many of these countries has not rebounded as quickly as it has in the U.S. We
are beginning to see a pickup in growth in Europe and Asia which is encouraging.
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U.S. Equity Market Outlook
Market volatility in 2021 has been subdued The graph below illustrates that the average intra-year decline since
1980 is 14.3%, while we have only had an intra-year decline of 5% thus far in 2021. This is welcome news after a
tumultuous 2020.

Corporate profitability is strong, and consumer balance sheets are healthy which gives us optimism for equity
markets going forward. Rising inflation is a concern, but we believe that it is too early to project out the current
trend continuing. While we expect the Federal Reserve to begin tapering bond purchases soon, we do not believe
this will negatively impact equity markets as the Fed has been signaling this for awhile. In addition, they have
clearly stated that when they are finished tapering, this does not mean that interest rate hikes will immediately
follow. We do expect further market gains to be more subdued after the strong recent performance but remain
optimistic that corporate profitability will continue to expand, providing a tailwind for the equity market.
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International Equity Market Outlook
Chinese indexes are down in 2021, due to the decline in many of the large technology stocks in the indexes.
Investors are growing concerned that China is becoming an unattractive market to invest in due to the capricious
actions the government is taking. It is in the best interest of the Chinese government over the long-term to foster
a healthy business environment. We have recently seen a bounce in many of the stocks which have been hit hard
by Chinese government actions. We will be playing close attention to China in the coming months due to its
importance in emerging markets.

Developed international indexes tilt toward more cyclical stocks which have begun to perform better as the world
economy recovers. We believe that the world economic recovery is in the early innings, which should bode well
for international equities going forward.

Source: JPMorgan Guide to the Markets 9/30/2021 



Fixed Income
The graph below highlights that after inflation the 10-year U.S. Treasury yield has produced flat to negative returns
over much of the past 10 years. With the exception of a few periods in the 1970’s when inflation was raging,
investors have generally earned a positive return over inflation from purchasing 10-year Treasuries. We expect the
current trend to continue in the near term as we do not expect long-term rates to move dramatically higher from
current levels.

Source: JPMorgan Guide to the Markets 9/30/2021

Summary
We are heartened by the fact that world equity markets have performed so well over the past year as the world
recovers from the COVID pandemic. Vaccination rates continue to rise, treatments are being developed and we
are approaching herd immunity which will be welcome news. Equities have proven resilient in 2021, as corporate
earnings have generally been strong, and investors look toward an even brighter future.

The 10-Year U.S. Treasury has risen from a low of 1.29% on July 8th to 1.59% recently. Interest rates are rising in
Europe also. This is a healthy sign as this reflects an improving economy, as rates had fallen to unhealthy lows.
However, we do not expect rates to rise dramatically over the coming year as world central bankers do not want to
squash a recovering world economy.

Recent elevated inflation levels is a troublesome development, but we believe that it is too early to determine
whether this is the beginning of a long-term trend as some suggest. We will continue to monitor inflation closely to
assess investment implications going forward.
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