
                        Head(wind)s or Tails? 
and lockdowns induced by the Delta variant is 
causing production delays in factories across 
Malaysia, Vietnam and the Philippines. Semicon-
ductors are in such short supply that the auto 
industry is expected to lose up to $450 billion in 
global sales through the end of next year. Sup-
ply constraints for manufacturers are squeezing 
margins and pushing up consumer prices. Mean-
while, global labor shortages resulting from a 
diminished post-pandemic workforce is an addi-
tional bottleneck that will further constrain man-
ufacturing output well into next year. Foretelling 
the conundrum, nearly 75% of the very limited 
number of S&P 500 companies to report Q3 
earnings so far have cited the negative impact of 
supply-chain disruptions. Clearly an obstacle for 
corporate earnings, the headwind is expected to 
abate as global coronavirus cases recede and 
economic growth moderates. 

Energy Crisis 

After a year of retrenchment in coal, oil and gas 
due to the pandemic-induced recession, the 
economic recovery and subsequent booming 
demand has exposed inadequate energy supply 
throughout Europe and China.  The result is an 
energy crunch that is threatening already 
stressed supply chains and leading to an infla-
tionary spike in gasoline prices here in the U.S. 
Power consumption curbs have been implement-
ed across two-thirds of China, disrupting facto-
ries and all aspects of daily life. A similar crisis is 
emerging in India where half of India’s coal 
power plants are limited to only several days’ 
worth of remaining coal supply. In Europe, 
where natural gas accounts for 20% of electrici-
ty and approximately 45% of the energy used 
for heating homes, prices for natural gas have 
rocketed nearly fivefold just as the Eurozone 
enters seasonally cold months. Meanwhile, the 
price of oil recently closed over $80 per barrel 
for the first time since 2014 and has risen 125% 
since the end of October. In the United States, 
gasoline prices have risen 40 cents per gallon in 
the last six months and $1 per gallon since De-
cember. While pandemic related supply chain 
imbalances are certainly responsible for the 
unfolding crisis, inflation-stoking Federal Reserve 
policy is also a culprit as oil is traded in dollars 
and its price rises in accord with rising inflation. 
The confluence of elevated energy prices and 
supply chain bottlenecks may dampen economic 
activity and ultimately give the Fed some pause 
as it considers the pace of tapering and potential 
rate hikes. High energy prices will hurt manufac-
turing economies such as China and Germany 
and impede consumption in the U.S. as consum-
ers shift discretionary spending to pay for gaso-
line.  

China 

The recent implosion of China Evergrande 
Group, weighed down by more than $300 billion 
of debt, has exposed China’s banking system to 
collateral damage and calls into question the 
sustainability of economic growth in a country 
heavily dependent on real estate development. 
In the wake of the Evergrande debt bomb, fel-
low Chinese real estate developers Modern Land 
Co. and Fantasia Holdings Group Co. announced 
default or interest payment delay on $500 mil-
lion of bond debt. The cockroach theory sug-
gests there may be additional real estate related 

A 
fter the worst September for the stock 
market since the 2011 European debt cri-
sis, the Dow Jones Industrial Average and 

NASDAQ Composite turned in slightly negative 
quarters while the S&P 500 was barely positive 
for the third quarter. All three major market 
indices remain definitively in the black for the 
year with the S&P 500, Dow Jones Industrial 
Average and NASDAQ Composite up 14.68%, 
10.58% and 12.11% year-to-date respectively 
through September.    

That stocks have eased in recent weeks is un-
surprising considering the persistent, hockey-
stick advance observed since the pandemic lows 
of March 2020. Valuations for many companies, 
especially the most speculative corners of the 
market, appear stretched and will be further 
challenged in the months ahead now that post-
COVID earnings growth, GDP growth and Fed 
stimulus have already peaked. The question is 
begged whether the current pause in the mar-
ket’s advance is a buy-the-dip moment or the 
precursor for a sharper bout of volatility. Let’s 
review the headwinds facing the stock market 
and ascertain the potential to disrupt the ongo-
ing bull market. 

Federal Reserve 

The Federal Reserve has telegraphed that it may 
start tapering its $120 billion in monthly asset 
purchases as soon as its next scheduled meeting 
in early November. Fed Chair Powell further 
indicated that tapering will be a gradual process 
“that concludes around the middle of next year.”  
And while the Fed has previously forecasted no 
change to interest rates until 2024, half of the 
Federal Reserve’s Open Market Committee now 
expects at least one rate hike in 2022. Rising 
vaccination rates and nearly $2.8 trillion in fed-
eral spending since December have ushered in a 
spectacular economic recovery along with soar-
ing inflation. While the Fed remains focused on 
the roughly five million Americans that remain 
unemployed, the unemployment rate has fallen 
from 6.7% in December to 5.2% in August. 
Meanwhile, the Fed’s balance sheet has doubled 
to $8.4 trillion from $4.2 trillion in February 
2020. The ten-year Treasury bond now hovers 
near 1.6%, still below the recent high of 1.749% 
set in March. While rising interest rates and the 
imminent end to Fed QE are distinct headwinds 
for market valuations, especially for the most 
speculative investments, it should be noted that 
interest rates remain historically low and Fed 
policy remains highly accommodative. 

Supply Chain Disruptions 

As the economy has roared back from the pan-
demic lows, consumer demand is running ex-
tremely hot. Consumers are flush with cash 
saved during the pandemic when opportunities 
to spend were limited, with savings further 
boosted by government aid. With interest rates 
pegged at zero and inflation running high, con-
sumers are highly motivated to spend idle cash, 
resulting in a “positive demand shock” for virtu-
ally everything – autos, TVs, appliances, real 
estate, furniture, collectibles, stocks and even 
Bitcoin.  The supply chain came to a grinding 
halt during the pandemic and was woefully un-
prepared for this subsequent spike in demand. 
Exacerbating the problem, a wave of restrictions 

debt concerns still to come. Meanwhile, the 
Chinese government, after its noteworthy 
crackdown on technology companies earlier this 
year, just announced a new initiative to over-
haul the financial system towards even more 
central control, including tighter regulation of 
the banking system and money flow, and limit-
ing profits for entrepreneurs and investors. 

Taxes 

While the contents of the draft tax plan recently 
revealed by the House Ways and Committee 
was widely expected, we cannot dismiss that 
the seeming inevitability for higher corporate, 
individual, estate and capital gains taxes will 
weigh on corporate profits and consumer 
spending in the coming year(s). Perhaps the 
only consolation is that this headwind is likely 
to be mitigated due to West Virginia Senator 
Joe Manchin’s refusal to go along with the more 
excessive aspirations of progressives within his 
party. Thanks to Senator Manchin, the odds of 
passing the full $3.5 trillion budget reconcilia-
tion are muted.   

Economy and Earnings 

One day after Goldman Sachs lowered its fore-
cast for U.S. GDP from 5.7% to 5.6% in 2021 
and to 4% from 4.4% in 2022, the IMF reduced 
its global GDP estimates for 2021 from 6% to 
5.9%, citing supply chain disruptions and low 
vaccination levels in low-income countries. 
These modest changes to annual forecasts bely 
the more dramatic cuts for third-quarter GDP 
estimates. Mainly due to the Delta variant 
wave, Goldman reduced its third-quarter U.S. 
GDP estimate from 5.25% to 3.5%; Morgan 
Stanley from 6.5% to 2.9%; and the Atlanta 
Fed from 5.3% to 3.7%. Considering all the 
headwinds, it would not surprise us to see 
additional revisions to 2022 forecasts in the 
months ahead.   

As growth inevitably decelerates from such lofty 
levels, all eyes will be on the Fed and the ex-
tent to which current inflationary pressures are 
transitory as the Fed presently predicts. Should 
inflation remain more persistent than currently 
anticipated as GDP growth wanes, the threat of 
stagflation will become pronounced, and the 
Fed will find itself in a bind. The propensity for 
policy error has increased and Fed deliberations 
will gain even more attention in the months 
ahead. As global vaccination rates accelerate 
and Delta variant concerns hopefully fade, we 
are optimistic that supply chain disruptions and 
energy price dislocations are abated. 

In the meantime, the S&P 500 currently trades 
at just under 20x consensus earnings estimates 
for 2022. This valuation will prove to be reason-
able if GDP growth and corporate earnings 
estimates do not succumb to the weight of the 
many headwinds we see. While at least some 
moderation of growth and equity valuation 
seems likely in the short term, our focus on 
owning companies with pricing power, resilient 
cash-rich balance sheets and the propensity to 
increase dividends every year will serve our 
clients very well longer term.  Viewed oppor-
tunistically, volatility is friend of the long-term 
investor.   

October 2021 

      Osher Van de Voorde Quarterly Update           

The opinions expressed herein are the sole views of Osher Van de Voorde Investment Management.   
Supporting data and factual information used throughout is deemed to have been obtained from reliable sources.   



Equities

78.3%
Fixed Income

5.5%

Cash

16.2%

Investment Strategy SummaryInvestment Strategy SummaryInvestment Strategy SummaryInvestment Strategy Summary
As of September 30, 2021

International Core 6.7%

U.S. Core 93.3%

OVIM Equity Composition

Firmwide Asset Allocation

Sector Weightings Relative to S&P 500
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Alphabet Inc. Class A GOOGL

Charles Schwab Corp. SCHW

BlackRock Inc. BLK

JP Morgan Chase & Co. JPM

Berkshire Hathaway "B" BRKB

Cisco Systems Inc. CSCO

Starbucks Corp. SBUX

Amazon.com Inc. AMZN

Texas Instruments Inc. TXN

United Parcel Service Inc. UPS

Walt Disney Co. DIS

Microsoft Corp. MSFT

UnitedHealth Group Inc. UNH

Apple Inc. AAPL

Walgreens Boots Alliance Inc. WBA

Qualcomm Inc. QCOM

PepsiCo Inc. PEP

Johnson & Johnson JNJ

Visa Inc. V

Roche Holding AG RHHBY

Bristol-Myers Squibb Co. BMY

Canadian National Railway Co. CNI

Amgen Inc. AMGN

AT&T Inc. T
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This presentation is solely for informational purposes. Data is pulled from sources believed to be reliable, but not independently verified. Past performance is no guarantee of future returns. Investing involves risk

and possible loss of principal capital. No advice may be rendered by Osher Van de Voorde Investment Management unless a client service agreement is in place. Please contact us at your earliest convenience

with any questions regarding the content of this presentation and how it may be the right strategy for you. This data is representative of all equity securities held across Osher Van de Voorde’s client accounts,

however portfolios are tailored to meet specific client objectives and actual client holdings will vary.

The S&P 500 Index or the Standard & Poor's 500 Index is a market-capitalization-weighted index of the 500 largest U.S. publicly traded companies. The S&P 500 is a float-weighted index, meaning company

market capitalizations are adjusted by the number of shares available for public trading. Note: Investors cannot invest directly in an index. These unmanaged indices do not reflect management fees and

transaction costs that are associated with most investments.
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unbiased financial solutions 

that help clients realize their  

lifelong aspirations.  

Contact the Osher  

Van de Voorde Team at: 

 

Phone: 626-844-7184 
Toll Free: 866-844-7184 

Fax: 626-844-7185 

 

Or e-mail us... 

jv@oshervandevoorde.com 
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dr@oshervandevoorde.com 

mv@oshervandevoorde.com 

 

 

Please visit us on the web: 

www.oshervandevoorde.com 

www.linkedin.com/in/jamesvandevoorde 

 

Proposed Tax Reform 

October 2021 

Tax hikes proposed to cover the federal spending bill cover a wide array of tax 
issues.  Democrats in the House Ways and Means Committee released their tax 
proposals on September 13, 2021.  The proposals summarized below are currently 
being debated in Congress and include changes to income tax, estate tax and 
rules for IRAs.  Final legislation, if signed into law, may look different than the 
current proposal. 

• Top Ordinary Income Tax Rate restored to 39.6% in 2022 with lower in-
come thresholds to meet the top bracket. Joint filers with income of $450,000 
and single filers with income of $400,000 would be subject to the top 39.6% 
rate effective January 1, 2022.  High-income tax filers may benefit from accel-
erating income into 2021. 

• Top Long Term Capital Gains Tax Rate increased to 25% for capital gains 
incurred on or after September 14, 2021. Income thresholds for top capital 
gains tax bracket are lowered to $450,000 for joint filers and $400,000 for 
single filers.  If enacted, taxpayers with large unrealized capital gains would 
not be able to sell before year end and avoid the increased capital gains tax 
rate. 

• 3% Surtax proposed on ultra-high earners with over $5,000,000 in modified 
adjusted gross income (MAGI). The $5,000,000 income limit is applicable to 
both joint and single filers.   

• Unified Credit for Estate and Gift Tax reduced to inflation-adjusted 
$5,000,000 for a single tax filer and $10,000,000 for a married couple. The 
current 2021 exemption, $11,700,000 for a single tax filer and $23,400,000 
for a married couple, is scheduled to sunset at the end of 2025. Taxpayers 
with large estates who have sufficient assets to meet their lifetime needs may 
consider using the current exemption by gifting or transferring assets out of 
their estate before year end.  

• Required Minimum Distributions for high-income taxpayers in the top 
income tax bracket with aggregate IRA accounts exceeding $10,000,000 
would be 50% of the combined balances above $10,000,000, regardless of 
age.  

• High-income ROTH IRA owners with total retirement balances above 
$20,000,000 would be required to distribute the lesser of total balances in all 
ROTH accounts or the balances needed to reduce total retirement accounts to 
$20,000,000.  

• IRA Contributions prohibited for high-income taxpayers in the top income 
tax bracket with aggregate IRA accounts exceeding $10,000,000. 

• Backdoor ROTH Strategy eliminated, prohibiting conversions of after-tax 
funds in retirement accounts beginning in 2022. 

• ROTH conversions of pre-tax retirement funds prohibited for high-
income taxpayers takes effect in 2032, effectively keeping ROTH conversions 
available for high-income taxpayers for another 10 years. 

• Self-directed investments in IRAs only available to accredited investors 
prohibited. Such IRAs already in existence would have two years to remove 
the investment from the IRA. 

• Section 199A deduction for Qualified Business Income (QBI) for eligible 
taxpayers capped at $400,000 for single filers, $500,000 for joint filers and 
$10,000 for trusts and estates. 

• Wash Sale Rules apply to additional assets including cryptocurrency.  A 
wash sale occurs when an investment is sold at a loss and is repurchased 
within 30 days before or after the sale date.  If a wash sale occurs, the tax 
loss will be disallowed and added to the cost basis of the security purchased. 
The proposal would eliminate the ability of cryptocurrency investors to gener-
ate allowable tax losses if a wash sale occurs. 

• Net Investment Income Tax (NIIT) expanded to include high-income S 
Corporation owners.  

• Family Limited Partnership valuation discounts on non-business assets 
such as stocks, bonds and mutual funds would no longer be available. 

• Intentionally Defective Grantor Trusts (IDGTs) thwarted so that any 
grantor’s trust for income tax is automatically included in the grantor’s estate 
for estate tax purposes. IDGTs have been used to shift assets out of the gran-
tor’s estate. Existing IDGTs are grandfathered but new additions to IDGTs are 
subject to the new rules. 


