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The first three quarters of 2021 have unfolded very similarly as to what we suspected and outlined back 
in our January investment note. We, in association with our capital markets team, believed that we were 
heading into a period of accelerating economic growth and accelerating inflation and identified the 
asset classes that perform best in this environment, as shown in the Growth/Inflation Momentum 
Matrix. This phase is also characterized as the third phase of the bear market cycle, when equities tend 
to enter the exhaustion phase. It is usually marked by a peak in price-to-earnings (P/E) multiples and a 
shift in gains from valuation led to earnings growth driven. We also tend to see a steeper yield curve, 
with 10-year U.S. Treasury yields rising by an average of 50 basis points.  

We now believe that we are transitioning out of the accelerating economic growth and accelerating 
inflation environment as the pace of economic growth and inflation has likely peaked. However, it is 
likely that economic growth and inflation remain above longer-term levels.  

This next phase of the post-recession recovery can be characterized as a normalization phase, where 
earnings growth will moderate but remain strong, valuation will decrease in an orderly fashion and 
yields across the curve are likely to increase. During this phase, investors should temper return 
expectations and portfolio construction will be paramount. 

In this month’s monthly roundup of market commentary, I wanted to reflect on how financial markets 
performed in Q3, how September lived up to its historic reputation as being the weakest month of the 
year, and some interesting economic points as we move into the final quarter of 2021 and into 2022. 

 Market Index Performance in Q3 

 



   

When it was all said and done, the third quarter proved to be difficult for investors as all the major 
indexes highlighted in the above graph were down in different degrees outside of the Nasdaq (+0.89%).  

Unfortunately, the month of September basically washed out most of the growth that was made in July 
and August. Below shows the performance of all those same indexes in the month of September that 
has a historic reputation for lack luster performance.  

 

 

As we head into the final quarter of 2021 and into 2022 I wanted to highlight some graphs and 
information that I believe are relevant to help explain the economic and market environment. It’s 
important to continue to focus on the data that is most relevant to the macro environment, equity and 
fixed income markets and portfolio positioning. 

  

 

 

 

 



   

Our 12 Month Macro Risk Outlook  

 

  

Typical Signs of a U.S. Recession are not Present 

 

• There are usually leading indicators to a recession, the most prevalent is an inverted yield curve 
• Currently, we only have one of the typical signs of a recession and as such, I believe recessionary 

risks into 2022 remain low 
• Most bear markets coincide with recessions and therefore I do not anticipate any near-term 

market volatility to result in a bear market 

 



   

Liquidity Still Appears to Be on the Sideline 

• The last report showed $4 Trillion still on the sidelines and since the quick COVID market 
recovery anytime the S&P 500 has any hint of a dip we are seeing liquidity flood the market to 
keep things moving. 

• Turning to S&P 500 market technicals, the graph below shows how often the S&P 500 bounces 
off the SMA 50 (50 Day Simple Moving Average) 

• Only a couple times has it tested the SMA 100 (100 Day Simple Moving Average) not attempting 
to coming close to the 200 Day SMA (Green Line) 

 

 

A Word on Short Term Market Pullbacks – Corrections are Normal 

• Market close on October 4th, 2021 marked the first time the S&P 500 was 5% off the high since 
almost a year ago (October 30, 2020) 

• Investors often forget that since the COVID recovery (March 23, 2020) the market hasn’t traded 
directly up. In fact, we came close to 10% off the high twice (September 2020 and October 2020)  

• Pullbacks of 10%, outside of recessionary environments are completely normal behaviour. 
• Stock Market corrections are very common and very difficult to predict. Since 1980, the S&P500 

index has fallen an average of 14.3% during any given calendar year yet it is positive 78% of the 
time with an average return of 10.3% 



   

 

 

 

Seasonality 

What is it? The charts below illustrate monthly performance and the odds of being positive for the S&P 
500 and S&P/TSX Price Indices since 1950.  

What is it saying? September is historically the weakest month in terms of performance and odds of 
being positive for the S&P 500 and S&P/TSX Indices. However, the October to January period is 
historically a very strong period. 



   

Bottom Line: If we get a correction, it is important to remember that the markets reward those 
investors who are ‘eternal optimists’ and take advantage of the pullback. 

  

 

 

 



   

 

 

Source: Capital Markets Strategy, Bloomberg. As of December 31, 2020 

 

Global Purchasing Manager’s Indices 

What is it? The Markit Purchasing Manager’s Indices are monthly economic surveys of carefully selected 
companies compiled by Markit. They provide advance insight into the private-sector economy by 
tracking variables such as output, new orders, employment, and prices across key sectors. Economic 
analysts, business decision-makers, forecasters, and policy-makers leverage the PMI surveys to better 
understand business conditions in any given economy.  A reading above 50 indicates that the 
manufacturing output is growing while a reading less than 50 signals that it is contracting. 



   

 

What is it saying? Of the 31 nations for which September data were available, 24 registered PMI 
readings above the 50.0 no change mark signaling expansion. European manufacturing dominated the 
top of the growth rankings, with nine out of the 10 best readings.  US manufacturing also performed 
strongly (third place overall). The weaker performances were generally seen in Asia. Of the 12 lowest 
PMI readings in September, ten were from nations located wholly on the continent, including four of the 
six countries to register sub-50.0 readings.  

  

Bottom Line: The global manufacturing upturn was subdued by supply chain disruptions and material 
shortages in September.  Supply disruptions and material shortages also fed through to higher prices in 
September.  The past six months have seen supplier lead times lengthen to the greatest extents in the 
survey history.  Economic activity likely peaked in the summer and will face headwinds due to supply 
chain challenges over the coming months but overall the global manufacturing environment remains in 
a resilient position. 

 

Purchasing Manager Indices (Last 2 years) 

 

Source: Capital Markets Strategy, Markit, Bloomberg. As of September 30, 2021 

  

  

 

 

 



   

During an earnings recovery, Price-to-Earnings ratios tend to fall  

What is it? The trailing price/earnings ratio (PE) represents the relationship between the price of an 
index and the weighted value of the earnings growth per share of its underlying securities on a year over 
year (YoY) basis. When the price/earnings ratio is increasing, the index price level is growing faster than 
earnings growth and when its falling either the price is falling faster than earnings are growing or the 
price is growing at a slower pace than earnings. Both of these variables contribute to the index total 
return. The green bars represent the monthly YoY change in earnings growth and the red line represents 
the change in the YoY PE multiple (inversed). 

  

What is it saying? In this phase of the post-recession recovery, PE multiples have peaked and are 
decreasing, as earnings growth increases. Macro indicators would suggest that 2022 will continue to see 
a favourable earnings growth environment.  During periods when earnings growth on the S&P 500 Index 
is between 10% and 20% on a year-over-year basis (as we believe it will be in 2022), the average PE 
contraction is 1 multiple point and the average return is 9%. 

  

Bottom Line: We expect the PE ratio to going to moderate in an orderly fashion as earnings growth 
continues to increase but at a slower pace than this year. Given this outlook, investors should temper 
expectations for returns next year relative to this year and favour quality companies that have solid 
earnings growth with attractive valuations. 

Year-over-year change in S&P 500 Index earnings pers share vs. change in trailing PE multiple (last 50 
years) 

 



   

Our 60/40 Model Portfolio 

In keeping with the process (and ignoring the short-term noise that we are experiencing currently) and 
based on reasonable valuations and a positive outlook for earnings into 2022, our Capital Markets team 
are maintaining our asset allocation.  As of September 30, 2021 the Model Portfolio remains overweight 
equities at 65% (+5% to benchmark) and 35% to fixed income (-5% to benchmark).  The portfolio is well 
balanced across equity geographies. 

   

Model Portfolio  

  

 

 
Throughout the Pandemic, I’ve been advocating rebalancing portfolios to target asset allocations and 
dollar-cost averaging into this market. I continue to emphasize that approach today. Nobody can say 
with certainty what the market holds for us over the near term.  A correction within that timeframe 
would be entirely consistent with normal market activity.  If we get a correction, it is important to 
remember that the markets reward those investors who are ‘eternal optimists’ and take advantage of 
the pullback. 

I appreciate you taking time out of your day to read this month’s market updates and commentary. I 
hope you found this insightful and of value. Thanks for your continued confidence, trust and support – I 
do not take the responsibility lightly. 

Wishing you and your family a Happy Thanksgiving Weekend. 

 

 Warmly, 

 

  Aaron Pedlar 

 


