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The Ebb and Flow of Markets 
 

But what is the direction of the stock market for the last half of 2021??? 
 

 
 
 

The first half of 2021 has had its thrills but was also somewhat boring.  Throughout much of the 
first quarter, growth stocks (and funds) were essentially flat compared to value stocks.  Growth 
stocks were on a figurative treadmill, providing investors the stress (and risk) of the market, but 
no upside return.   In contrast, value stocks [specifically commodities, industrials, REITs, and 
transportation stocks] finally got the wind to their backs.  Value stocks benefited from interest 
rates steadily moving higher (starting the year at 0.95% to a high of 1.77%, on March 30, 2021), 
through the month of March.1 
 
As if on cue, as the calendar flipped over to April 1st, and interest rates started to retreat- 
allowing the growth stocks to get off the treadmill, and finally make some progress.  The “Rule 
of Thumb” that the market was working under was simply as interest rates begin to move higher, 
more dividend-paying / industrial companies were preferred.  But, as interest rates declined- 
more growth-oriented companies (technology sector, electric vehicles producers, etc.) were 
preferred.  So, as interest rates began to decline in April, growth companies came back into 
favor:  The NASDAQ rose 8.4% in less than 30 days (March 30th through April 26th). 2  
As of the writing of this commentary (July 6, 2021), the yield on the 10-year Treasury has fallen 
to 1.361%.3  And, as of July 2, 2021: “The S&P 500 has now risen in five of the past six weeks, 
while the Nasdaq has gained in six of the past seven weeks.”4 
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So, where do we go from here??? 
 
I attended a luncheon in St. Louis (June 22, 2021), where Brian Wesbury from First Trust 
Advisors spoke about the current economic picture, along with his views on the stock market.   

Wesbury’s view is that the Federal Reserve is going to keep rates low through 2022.  
With the economy surging, after the emerging from the pandemic lows, and with 
“Personal Savings” up 32.2% 5, over the previous year (as of March 2021)- the U.S. 
economy will continue to march forward, as the U.S. consumer begins to enjoy “life 
getting back to normal”.   
 
He summarized his 60+ minute discussion by giving some simple words of advice,  
he said: “Just Buy” [stocks].  The First Trust price target on the S&P 500, for 2021, is 
4500.  And Wesbury updated their target for 2022, using their Capitalized Profit Model, 
their new target for the S&P 500 (by the end of 2022) is 5240. 6 

 
Louis Navellier made the observation, in a recent podcast, that the dividend yield on the Dow 
Jones 30 (DIA) and the S&P 500 (SPY) is now greater or “essentially” equal to the 10-Year 
Treasury:  the Dow 30 is currently yielding 1.60%, while the S&P 500 is yielding 1.29%.  
Navellier’ s observation concluded that this yield “parity” is extremely positive / BULLISH for 
the overall stock market because the Dow 30 and the S&P 500 offer growth potential, and rising 
dividends.  Conversely, if an investor bought a 10-Year Treasury, the investor would receive 
small interest payments, accept low growth potential, and (if interest rates increase in the future) 
the market value of the bond could decrease in value.  The risk-reward to owning a 10-Year 
Treasury is not very appealing, whereas the Dow and the S&P 500 offer much more upside.   

 
In a recent research report, Federated Hermes, is cautiously optimistic.  They acknowledge all 
the positives in the market: 

“We may be at peak earnings growth, but the S&P typically doesn’t peak until earnings 
do, and that appears years away.  Earnings are expected to rise nearly 40% this year and 
12% in 2022, dwarfing the average 6% compound growth since 1950.” 7 
 
In true Wall Street doublespeak, the same “Senior Equity Strategist” [a week earlier] 
cited, “Evercore ISI thinks real GDP will slow from almost 10% this year to 4% in 
2022”. 8  The principal concern at Federated is the earnings comparison (and growth 
rates) for 2022.  Since 2021 earnings were expected to easily beat the “pandemic-
year” of 2020…the concern is what growth rate is expected in 2022, coming off a 
year that could have a 40% earnings growth, in 2021. 
 

Where does Jeff Patterson think the stock market is headed?  
I agree with the positive sentiment for the stock market.  Fundamentals are strong: 

• “86% of S&P 500 companies reported positive EPS surprises and 77% reported a 
positive revenue surprise. 

• 63 S&P 500 companies have issued positive EPS guidance. 
• The estimated earnings growth rate for the S&P 500 is 61%.  That would be the 

highest growth rate since Q4 2009.” 5 
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My concern is what happens in 2022.  Here are a few of the concerns that I have: 

• If the inflation indicators appear to be more stubborn than transitory, the Federal 
Reserve may be forced to adjust their bond purchases, which could lead to a 
“taper tantrum”.  They may not raise rates, but any movement in monetary policy 
could lead to a rising rate environment. 
 

• China.  In the most recent “State of the Union” address by Xi Jinping, the leader 
of China, voiced an aggressive tone toward foreign interference.  And he 
confirmed that China is seeking to bring Taiwan back under Chinese control, in 
effect stripping the country of its independence.  I do not think that the United 
States will be silent on the issue, which could cause trade disputes or more direct 
equity market disruptions. 

 
• Mid-term elections are in 2022.  Several strategists consider the elections to be a 

positive for the market, but the uncertainty of the outcome may lead to profit- 
taking. 

 
• One additional “concern/worry”: “Bank of America shares that nearly half of 

millennial millionaires have at least a quarter of their wealth tied up in 
cryptocurrencies.”  Cryptocurrencies are by their nature volatile, but China is 
set to bring its own (state-sponsored) cryptocurrency:  the digital yuan. 9  
Certainly, the new digital currency will be disruptive to the dollar-denominated 
basket of currencies.  But my concern has more of a stock market-bent. 
 
Historically, aggressive stock investors utilize margin (leverage) to buy stocks.  
Cryptocurrency investors are utilizing margin, also- but the leverage ratio is much 
more speculative than stock investors.  A cryptocurrency investor can use 
leverage in the amount equal to “5-to-1 leverage” and in some cases “100-to-1” 
leverage. 10  The concern/worry:  if China causes a significant decline in the value 
of the cryptocurrencies, margin calls may start to impact the stock 
market…investors may be forced to sell stocks to meet the borrowing 
obligations of their margin call. 

 
In summary, as I speak with growth-oriented investors, I believe the “game plan” would be to 
convey that the market could do well through the end of the year.  While being aware of the 
volatility that can happen during the typical weak months (namely August and September).  I 
would not be surprised to see the stock market experience a 5% to 8% correction, simply on a 
lack of good news.   
 
As the market comes into 2022, I would encourage investors to be more cautious, and perhaps 
“down-shift” into a more conservative approach within their investment portfolio.  
 
I hope that you have a great summer!  Feel free to contact me with any questions that you might 
have at 636-779-0664. 
 
Jeffrey S. Patterson 
Investment Account Manager 
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The information contained herein is based on sources we believe to be reliable. But its accuracy is not guaranteed. Past 
performance is no guarantee of future results. The information provided herein was supplied in good faith based on 
information, which we believe, but do not guarantee, to be accurate or complete; however, we are not responsible for 
errors or omissions that may occur.  
 
The views expressed in this report are solely the opinions of Jeff Patterson / Patterson Wealth Management, and are not 
endorsed by Cutter & Company, Inc., or First Clearing LLC. 
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