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A September slump put a pause on the global equity bull market. The S&P 500 Index dropped 4.7% for the month, 
developed international equities (MSCI EAFE Index) fell 2.9%, and emerging-market (EM) stocks (MSCI EM Index) 
dropped 4.0%. For the third quarter, the S&P 500 was up just 0.6%, MSCI EAFE was down 0.4%, and EM stocks 
declined 8.1%. For the year to date, the S&P 500 is up an impressive 15.9%, MSCI EAFE is up 8.3%, and the MSCI EM 
Index is down 1.2%.

The culprit behind emerging-market stocks’ poor recent showing is China.  The MSCI China Index was by far the 
worst-performing stock market in the third quarter, down 18.2%. For the year to date it is down 16.7%. Chinese stocks 
comprise roughly 35% of the EM equity index.

Meanwhile, within the broad U.S. market, smaller-company stocks and growth stocks beat value stocks for the second 
straight quarter, with sector performances reflecting a somewhat more risk-averse investor mindset, consistent with 
the COVID-19-related economic growth slowdown during the quarter. 

In the bond markets, core bond returns were essentially flat and yields were little changed for the quarter. But it was 
a roller-coaster ride, with the 10-year Treasury yield plunging below 1.2% in early August, and then shooting back up in 
the last two weeks of September. Credit-sensitive bond segments outperformed core bonds, and for the year to date, 
core bonds are now down 1.6%, while high-yield bonds and floating-rate loans are up 4.6% and 4.4%, respectively.

Economic Review
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Flattish returns for many assets during range 
bound 3rd quarter
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September snaps 7 month “winning streak” for 
stocks
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Although 2021 has had plenty of record high 
closes to date.
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Asset rally and savings gains bolster US 
consumers.

Source: Fidelity Investments.



2021  October Quarterly Review

6

The 4th COVID wave seems to be in retreat as 
the US makes progress towards herd immunity.

Source: J.P. Morgan Asset Management
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And, Americans are resuming “normal” activity.

Source: J.P. Morgan Asset Management
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As the economy continues to improve, there 
are currently more job openings in the US 
than unemployed persons…
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…putting updward pressure on wages

Source: J.P. Morgan Asset Management
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Global expansion still broadens amid growing 
crosswinds

Source: Fidelity Investments.
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Speaking of crosswinds…
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The massive federal stimulus and debt issuance 
is set to end in 2022.

Source: J.P. Morgan Asset Management
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While Federal fiscal support is waning, there 
may be offsets for 2022

Source: Fidelity Investments.
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Inflation spiked dramatically in 2021…

Source: J.P. Morgan Asset Management
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However, as supply chain disruptions subside, 
inflation may drift down
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Bond yields have turned negative after inflation
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Inflation and interest rate increases caused 
historically awful bond performance
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2021 was the 8th worst historical start for 
bonds…
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And even a modest improvement in bond re-
turns will not help investors outpace inflation 
needs…

Source: J.P. Morgan Asset Management



2021  October Quarterly Review

20

…driving many investors to chase yield in other 
asset classes.

Source: J.P. Morgan Asset Management
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Equities can be source of yield as well as 
inflation hedge

Source: J.P. Morgan Asset Management
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And valuations are much more reasonable after 
the September slump.

Source: J.P. Morgan Asset Management
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And, stock prices have been supported by 
strong earnings
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Although short term forward returns from these 
valuation levels have historically been modest…

Source: J.P. Morgan Asset Management
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…patience in the market has historically led to 
decent long term returns.



2021  October Quarterly Review

26

Ending with some good news…
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According to gapminder.org, bad things have 
been in decline…

https://www.gapminder.org/factfulness-book/32-improvements/
https://davisfunds.com/document/read/DNYPMComm/
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…and good things are on the rise.

https://www.gapminder.org/factfulness-book/32-improvements/
https://davisfunds.com/document/read/DNYPMComm/
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Portfolio allocations remain well-diversified and balanced 
across a range of global asset classes, risk factor 
exposures, and investment strategies, each of which has 
different expected performance depending on the macro 
and market environment that unfolds. 

We believe the portfolio positioning allows for the generation of 

relatively strong returns in a continued global economic recovery with 

moderately rising interest rates and inflation and decelerating growth 

in the United States.

Overall, a large underweight to core bonds in favor of flexible, shorter-

duration, credit-oriented bond and positions in lower-risk and 

diversifying alternative strategies should help to mitigate risks of 

higher than expected inflation and interest rates.

Portfolio Implications

Within the equity allocation, balanced exposure across the 

value-growth style spectrum is warranted.  There is potential 

for value and cyclical stocks to strongly rebound (again) as 

COVID-19 recedes and inflation and interest rates rise. And 

after an unusually long and severe period of underperformance 

versus growth stocks, value stocks, in aggregate, look particularly 

cheap versus growth. But, also maintaining long-term, strategic 

exposure to high-quality, innovative growth companies with 

strong competitive advantages--that are selling at reasonable 

valuations--is important as well.
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