Market Commentary
October 2021
October was another positive month for the markets after September’s pullback. So far in
2021, the S&P 500 had nine positive performing months, September being the only
hold out. The index ended up 6.9%, even though the first week of the month started
a bit volatile. However, 2021 is looking robust, even if November and December aren’t
large contributors, as the YTD performance through October is 23.9%.1
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The Dow Jones Industrial Average (DJIA) was also up 5.8% for the month and 18.7% for the year. The
NASDAQ Composite was up 7.6% for the month and 20% for the year. Performance of small cap
stocks continued to trail large cap stocks and remain positive. The small cap index was up 4.2% for
the month and 17.1% for the year after a strong start.

Similar to U.S. Equities, International Equities did well during October with performance over 5%.2
Emerging Market Equities lagged the pack with a measly performance of just below 1%.
This trend of U.S. Equities dominating International is a decades-old story and appears to continue
the trend into the near future.3

THE VIRUS
It’s been just under two years since the world was introduced to COVID-19 and it remains an
important market driver. While the Delta variant was a big cause for concern during summer,
reopening businesses are on the upswing. The large rollout of vaccines both domestically and globally
have helped the upswing. Below is a graph of the United States’ progress toward immunity.4

2

On November 2, the Center for Disease Control announced Pfizer’s children’s vaccine was approved.5
With additional vaccines for children age 5-12, immunity population will soon increase. As vaccines
roll out, it’s positive news for the markets.

THE ECONOMY
Real GDP in the United States increased 2%, and an annual rate in the third quarter of 2021
according to the advance estimate released by the Bureau of Economic Analysis. These figures are
down from the second quarter increase of 6.7%.6
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According to the Bureau of Economic Analysis, the GDP increase was driven by private inventory
investment, personal consumption expenditures (PCE), state and local government spending and
nonresidential fixed investments. These increases were offset partially by decreases in residential
fixed investment, federal government spending and exports. Additionally, imports, a subtraction
from the GDP calculation increased.
Looking at the positive contributors for GDP, the increase in private inventory investment was led by
the non-durable goods industry, reflecting increases in wholesale trade and in retail trade, including
motor vehicles and parts dealers. The increase in Personal Consumption Expenditure (PCE) was
mostly due to an increase in services, which were somewhat offset by a decrease in goods.
Contributions in services were generally widespread with the largest contributions coming from
“other” services (mainly international travel), transportation services, and health care. Increased
spending by state and local governments was led by employee compensation, most notably in
education. Intellectual property products (such as software) led the increase in nonresidential fixed,
which was only partly offset by a drop in structures and equipment.
A decrease in residential fixed-investments, decreases in improvements and in new single-family
structures negatively impacted the GDC. Non-defense spending on intermediate goods and
services declined and thus, reflected the federal government spending. The decrease in exports
also reflected a slight increase in services, but not enough to offset goods. The increase in imports
was led by travel and transport services. Also during the third quarter, the GDP decelerated based
on the slowdown in PCE.

INFLATION
Inflation has been a big talking point for many financial pundits in recent months. Inflation is nearly at
its highest level in 30 years.7
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Several factors are driving inflation upward, including short-term factors like supply-chain constraints
and record consumer-saving behavior. Additionally, some intermediate-term factors like dramatic
price increases in housing and rent, rising wages, and rising energy costs are notable. These short to
intermediate term factors may be dampened in the future by longer term factors such as technology
increases, globalization and an aging demographic.
In the interim, inflation is looking to impact this year’s Thanksgiving dinner. At the center of many
holiday meals is turkey! The cost is expected to exceed the 2015 benchmark set by the Department
of Agriculture which was $1.36 per pound. The 2021 cost will exceed that benchmark by at least
$.25 per pound.8
Increasing inflation is going to create a balancing act for the Federal Reserve. On one hand the Fed
still feels the U.S. economy needs assistance, as it has yet to recover roughly five million lost jobs
during the pandemic. On the other hand, inflation is increasing steadily as Americans continuing to
spend despite widespread shortages. The Fed will continue to struggle with this balancing act for
the near term. During their November 3 meeting, the Fed left interest near zero as part of a long-term
strategy to fuel employment.9
In addition to keeping rates low, the Fed announced a plan to start tapering the bond purchase
program. The program was designed so the Fed could purchase $120 billion worth of bonds each
month beginning mid-2022. This policy should combat inflation, because the bond market dictates
the cost of borrowing, especially for home and automobile loans. With the Fed bond purchases, rates
can remain low for consumers.
Some investors have shifted portfolios into equities to combat inflation and potentially insulate
portfolios against future missteps by the Fed. Other investors have begun to explore fixed-income
alternatives including high-yield and emerging markets bonds.
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CONCLUSION
The equity markets and inflation are on fire right now and there are no guarantees that either will stay
the course. Looking into 2022, the term structure of the Volatility Index is in contango, meaning the
future price of volatility is higher than the spot price.10

According to this graph, the futures market volatility is set to rise during the early months of 2022. If
market volatility has not been a part of conversations surrounding investing and portfolios, it’s a good
time to start a dialogue.
The current structure of the VIX future leads the outlook to be bullish, albeit cautious. There is potential
for growth, but now is the time to be selective in the portfolio allocation. Moving more heavily into U.S.
Large Cap, Government Bond and Growth Stocks can help insulate against volatility. Also, reducing
exposure to Sector bets and Emerging Markets Stocks can possibly help reduce turbulence in
portfolios.
The market is volatile, but history has shown disciplined investment approaches can be superior. The
market could continue to fall until the close of year, but it might not. In the end, investing is about
time in the market, not about timing the market. We continue to recommend a globally diversified
approach based on an individual’s risk tolerance. If you’d like to revisit your risk tolerance or talk about
how the recent pull back in the market has made you feel, please don’t hesitate to reach out and
schedule a conversation.
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