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3Q21 Market Wrap & 4Q Expectations 

In our last note entitled, “Something Wicked This Way Comes,” we suggested that September has historically been 

the worst month for equity market investors, providing a negative 0.6% price return, on average.  

We also felt that September 2021 would be no exception, driven by many evolving risks across the broader domestic 

and global economy. We highlighted, among other things: (i) FOMC tapering, (ii) delta drag, and (iii) China’s concerns 

over wealth inequality.  But an entirely new crop of worries plagued the market, 

including a derailed infrastructure bill and the risk of a government shut-down.  In the 

end, September 2021 provided investors with a negative 4.8% return, ranking it the 

6th worst September period dating back to 1992 and weighed on third-quarter 2021 

performance. 

Still, the S&P 500 returned 0.58% for the third quarter of 2021 on a total return basis, 

providing positive relative returns compared to bonds but lagged commodities. 

Across equities, Growth stocks outperformed Value for the quarter, modestly 

reversing YTD performance trends.  But given the very recent back-up in the 10 Yr 

Treasury Note from a low of 1.17% in early August to close the third quarter at 1.5%, 

Value has again begun to outperform. We expect rates may gradually back up 

further throughout 4Q21, providing more tailwind for Value outperformance.   

Over the last 90 days, Large-Cap names (S&P 500) have outperformed Small Caps 

(Russell 2000). Further, the tech-heavy NASDAQ, which has returned over 22% per 

year over the last five years and higher by 12.1% YTD, was down 0.2% for the 

quarter. Overall, we would not be surprised to see Technology continue to 

underperform through the remainder of 2021. In aggregate, Domestic stocks have 

outperformed International equities during the quarter. However, we would not be 

surprised that as outbreaks of the Delta variant subside and broader travel 

restrictions dissipate, ex-US equity markets may outperform domestic indices 

through the remainder of 2021. The one caveat here is the recent strength of the US 

dollar and relative rate differentials between the US Federal Reserve and other 

central banks. While over the long term, a strong US dollar typically translates to a 

healthy economy and equity market, in the near term, surges in the US Dollar make 

exports more expensive and the translation of foreign profits from US multinational 

companies worth less. Therefore, if the Fed raises short-term rates quicker than 

other developed central banks, US equities could face near-term headwinds. 

Along the same lines, with inflation concerns percolating, it was no surprise that Treasury Inflation-Protected 

Securities (TIPS) and Commodities outperformed during the quarter. In our 2021 Outlook entitled, “Hope Over 

Despair,” we reiterated our expectation for Cyclical Growth and Cyclical Value sectors to outperform in 2021. We 

felt that as the economy continued to heal, yields would need to back up, and monetary policy would become more 

restrictive.  We also suggested credit would outperform duration; in other words, bonds with the risk of default 

would outperform those backed by the full faith of the US Treasury. For the most part, these trends were witnessed 

  3Q21 YTD 
 Growth  1.2% 14.3% 
 S&P 500  0.6% 15.9% 
 NASDAQ  -0.2% 12.1% 
 All World  -0.3% 13.3% 
 Value  -0.8% 16.1% 
 Dow 30  -1.5% 12.1% 
 NYSE Comp  -2.5% 11.2% 
 Small Cap  -4.4% 12.4% 
 Emerging Mkts  -6.6% 1.0%    
 TIPS  1.2% 4.2% 
 High Yield  0.7% 3.8% 
 US 30Yr  0.5% -3.9% 
 HY Muni  0.4% 6.5% 
 CMBS  0.1% 0.4% 
 Baa  0.1% -0.5% 
 1-3Yr TSY  0.1% -0.1% 
 MBS  0.1% 0.0% 
 US Bond Aggregate  0.1% -1.6% 
 3M Tbills  0.0% 0.0% 
 MBS  0.0% 1.7% 
 US 10Yr  -0.1% -4.2% 
 Muni  -0.3% 0.8% 
 Global Bonds  -0.9% -4.1% 
 Convertible Bonds  -1.3% 4.8%    
 Financials  2.7% 27.4% 
 Utilities  1.8% 1.7% 
 Communication  1.6% 20.8% 
 Healthcare  1.4% 12.1% 
 Technology  1.3% 14.5% 
 Real Estate  0.9% 22.0% 
 Discretionary  0.0% 9.8% 
 Staples  -0.3% 2.6% 
 Energy  -1.7% 38.4% 
 Materials  -3.5% 9.0% 
 Industrials  -4.2% 10.3%    
 Commodities  6.6% 29.1% 
 Oil  5.8% 59.5% 
 US$  -0.1% 4.7% 
 Gold  -1.0% -7.9% 
 Silver  -16.0% -17.0% 
 Source: NEPCG and FactSet  

https://static.fmgsuite.com/media/documents/fba7bf08-41ae-4730-8ac6-895ec3f4d18c.pdf
https://www.cnbc.com/2021/09/22/federal-reserve-holds-interest-rates-steady-says-tapering-of-bond-buying-coming-soon.html
https://www.wsj.com/articles/u-s-economy-set-to-pick-up-speed-after-delta-driven-downturn-11632907800
https://www.bloomberg.com/news/articles/2021-09-05/china-s-mr-income-distribution-explains-common-prosperity?sref=H3gidcll
https://www.bloomberg.com/news/articles/2021-09-05/china-s-mr-income-distribution-explains-common-prosperity?sref=H3gidcll
https://abcnews.go.com/Politics/negotiations-president-bidens-infrastructure-bill-intensify-congressional-baseball/story?id=80312431
https://www.nytimes.com/live/2021/09/30/us/government-shutdown-infrastructure
https://static.fmgsuite.com/media/documents/d8b5d165-074e-46d9-93e5-068650c75825.pdf
https://static.fmgsuite.com/media/documents/d8b5d165-074e-46d9-93e5-068650c75825.pdf
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through 3Q21, as TIPS and High Yield corporates outperformed. Moving into the back end of the year, we believe 

credit may continue to outperform duration. However, if inflation prospects are proven to be less “transitory” and 

thus force a more hawkish sentiment from the Fed, the demand for TIPS could wane. 

From a sector perspective, Financials were the best performer during the quarter, up 4.4%, and the second-best 

performer only to Energy. We were surprised to see Materials and Industrials lag for the quarter. However, much of 

the quarter’s underperformance occurred from mid-August through mid-September, when the economic drag from 

the Delta variant was at its highest. As we advance into the last three months of the year, we would not be 

surprised to witness Materials and Industrials recover, commensurate with a “re-opening reboot” and enhanced 

return-to-office (RTO) initiatives. 

In our 2021 Mid-Year Update entitled “Simply Unprecedented,” we increased our S&P 500 expectation for 2021 to 

roughly $4,450, utilizing our earnings-yield framework. We stand by many of the same underlying assumptions in 

that report. However, we believe there is upside to our revised estimate of $4,450.  Based on our earnings yield 

framework, which assumes next-12-month (NTM) earnings for the S&P 500 (provided by FactSet) of $212, a 10Yr 

Treasury Note assumption of 1.75%, an observed historical spread between the S&P earnings yield (reciprocal of 

the S&P earnings multiple) and the 10Yr Treasury Note of 285 basis points, our new year-end 2021 estimate for 

the S&P increases to $4,580, or roughly 6% from the close of 3Q21.  Still, risks always remain. The most relevant 

would be an increasingly hawkish Fed, followed by a reversal in employment trends and a dampening of RTO tends 

through Fall 2021. However, we believe investors with longer time horizons should use any material sell-off as a 

buying opportunity. 

We’d love to hear your thoughts. 
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