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As we begin the final quarter of 2021, the economy is shifting from a recovery phase to a sustained expansion. Investor
sentiment has shifted alongside this, swinging from bullishness to bearishness. This is understandable because,
while the underlying trends are positive, it’s no longer the case that the economy and markets have nowhere to go but
up. Challenges such as the pace of growth, fears of stagflation, debt problems in China, Fed policy, the government
debt ceiling and more are weighing on investors’ minds. How can investors balance risk and reward with a long-term
perspective during the final months of the year?
The truth is that investing is never easy except in
hindsight. In the moment, there are always concerns
that worry investors, even when they have a sound
financial plan and portfolio strategy. Just this year
alone there have been topics as far ranging as the
presidential transition to the delta variant and
Afghanistan. Yet, the S&P 500 gained nearly 16%
with dividends this year through the end of the third
quarter. The markets repeatedly show that those
who are able to stay disciplined and look past the
daily headlines are often rewarded, regardless of how
quickly market sentiment turns.
Today, the big issues that weigh on markets can
seem nearly insurmountable, as they often do. The
nature of the short recession last year, which only
lasted two months, and the swift recovery have been
unlike any cycle in history. This has made it difficult
to measure and interpret traditional economic data
such as inflation and growth rates. Even when the
data return to pre-pandemic levels, the year-over-year
percentage changes can be extraordinarily large.

THE ECONOMIC EXPANSION IS STILL STRONG

KEY TAKEAWAYS:

1.
2.

The economy is still growing rapidly 18 months after
the unemployment rate peaked at 14.8%.
U.S. GDP has surpassed pre-pandemic levels, as have
corporate profits, and many measures of activity
are at multi-decade highs. Despite investor fears, the
underlying growth trends are still positive.

On top of measurement and interpretation issues, there
have also been real structural challenges, most notably
around global supply chains. Much of this is rooted in the
on-going disruptions in manufacturing and shipping that have affected industries from semiconductors to construction
materials. While it’s reasonable to expect that these issues will be resolved, trying to predict the exact timing is difficult if
not impossible. The computer chip shortage is still a major problem while lumber prices have already fallen significantly.
These problems not only affect the performance of companies, stocks and sectors, but they are also an input into
monetary and fiscal policies. One of the Fed’s key mandates is to keep prices stable which will require reducing asset
purchases and eventually hiking rates. At the same time, Congress and the White House are actively pursuing new
spending measures, which will also impact tax policy. While these headlines naturally garner investor attention,
seasoned investors have been through many such periods over the past two decades. In almost all cases, the best
course of action was to stick to appropriately-tailored investment plans, ideally with the support of a trusted advisor.
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Perhaps then the biggest shift in markets over the past several weeks is that interest rates have begun to rise after
pausing for two quarters. This has put downward pressure on tech-related sectors, counter-balancing improvements
in areas such as energy and financials which have benefited from these trends over the past year. Not only will interest
rates likely climb further, but investors should continue to expect higher levels of volatility. Only at the end of the third
quarter did the S&P 500 experience its first 5% pullback for the year. Such short-term pullbacks are normal for markets
and investors should be comfortable with greater uncertainty in the months to come.
INFLATION REMAINS HIGH AND WILL DEPEND ON
SUPPLY CONSTRAINTS

THE FED WILL LIKELY BEGIN TAPERING SOON

KEY TAKEAWAYS:

KEY TAKEAWAYS:

1.

1.

2.

Inflation remains elevated across a number of traditional
measures. The PCE inflation rate favored by the Fed, for
instance, is at its highest levels since the early 1990s.
The Fed itself has made it clear that their inflation targets
have been reached, setting the stage for a reduction in
asset purchases.

2.

The Fed will likely begin tapering its asset purchases in
the fourth quarter. The central bank has been broadcasting this
possibility for much of the year and has made it clear that
tapering will be a gradual process that will last well into 2022.
They have also communicated that rate hikes will require a
different, more stringent set of criteria and will likely not
begin until after their asset purchases end.

It’s important to emphasize that this is all occurring against a backdrop of a strong economy and robust corporate
profits - factors that do not depend on how investors feel. Ultimately, long-term investors ought to position
themselves for years and decades, not days, weeks or months. By most measures, we are still early in the business
cycle despite the shared feeling that the pandemic has lasted a lifetime already. Achieving financial goals requires true
dedication and discipline, regardless of what markets are concerned about in the short run.
For many, jobs are the key metric since the pandemic directly impacted individuals’ ability to work and earn a living.
Over 75% of the jobs lost during the pandemic have been regained and the unemployment rate has fallen to only 5.2%.
While some sectors are still struggling to recover, others are struggling to hire workers fast enough. There are officially
more job openings than unemployed individuals - an imbalance that is positive but that speaks to the changing nature
of worker skills, job locations and more. 						
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Many different factors are often referred to under the term “inflation.” Traditionally, inflation is seen as a monetary
phenomenon. This made the 2010’s perplexing to many investors since vast amounts of monetary stimulus failed to
materialize in the form of pricing pressures. Today, the biggest inflationary factors are the swift economic rebound and
the on-going supply chain disruptions. While impossible to predict accurately, these effects will likely improve over
time. For investors, this means that there will likely be upward pressure on interest rates over a long period of time. Still,
investors should not overreact to these gradual rate rises, especially given the extraordinarily low level of rates today.
GOVERNMENT SPENDING AND THE DEBT CEILING
ARE FRONT AND CENTER

INTERNATIONAL MARKETS STILL HAVE
DIVERSIFICATION BENEFITS

KEY TAKEAWAYS:

KEY TAKEAWAYS:

1.

1.

2.

Partisanship in Washington is on full display as a number
of issues are being discussed. In the short run, the debt
ceiling is the most pressing concern for financial markets
which fear a repeat of 2011’s fiscal cliff scenario.
In the long run, new spending proposals will have an
important impact on infrastructure, taxes and more.

2.

Although emerging markets have stumbled this year due to
the delta variant and challenges in China, staying
internationally diversified is still important.
Many of the challenges around debt, shadow banking and
regulation in China have been in focus for over a decade.
And while these issues are coming to a head, the Chinese
government is likely to be in a position to cushion any
major fallout.

While these developments are important to watch, investors ought to maintain a long-term perspective on the impact
of Washington policy on markets. Financial markets and portfolios have performed well across a variety of party
leadership and tax regimes. Regardless of how one personally feels about new bills and proposals, it’s important to
focus more on staying invested.
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