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Third Quarter Review
Economic growth remained strong, whereas 

inflation was stickier than expected.

◼ Positive economic momentum continued in Q3 as the US 

economy added 1.1 million jobs during the quarter.

◼ However, supply-chain bottlenecks, combined with an 

energy shortage facilitated commodity price surges in 

September, exacerbating concerns about inflation. 

◼ Congress deferred the debt ceiling to December while it 

debates the price tag of the next wave of fiscal spending.

Equities
Favor overweight to equities so long as the risk of 

stagflation remains low.

◼ Global equities declined -1.0% in Q3. Growth (+1.2%) and 

defensive stocks1 (+0.9%) outperformed value stocks 

(-0.8%). However, value stocks, particularly those in the 

energy sector, gained momentum in September in 

response to rising energy prices.

◼ Although growth slowed from a rate of change 

perspective, the bid in defensive stocks was short-lived. 

We favor shifting some exposure from defensive sectors 

toward the broader US equity market as market 

participants appear less focused on rate of change while 

absolute levels of growth and inflation are this elevated.

◼ China’s crackdown on its tech sector combined with rising 

default risk of China Evergrande exacerbated a repricing 

of Chinese stocks that may present a buying opportunity.

Fixed Income
Remain underweight fixed income.

◼ The US Aggregate Bond Index gained +0.1% in Q3.

◼ We continue to favor being underweight fixed income as 

the economic recovery progresses. 

Commodities
Favor a neutral posture in commodities but 

increase exposure if inflation expectations 

continue to rise.

◼ Broad commodities returned +5.2% in Q3, posting positive 

performance for a sixth consecutive quarter, its longest 

streak of quarterly gains since 2007.

◼ We favored reducing exposure to commodities during Q3 

because of our belief that inflation was likely to decelerate. 

However, the recent pickup in inflation may cause it to 

remain stickier than expected. 

◼ We may favor increasing exposure to commodities if 

longer term inflation expectations break out.

Summary
Our outlook remains constructive, but inflation 

requires close monitoring.

◼ We expect economic growth to remain strong as the 

global economy continues its path toward reopening.

◼ However, inflation has been stickier than expected, and 

the recent energy shortage presents upside risks that can 

potentially be disruptive.

◼ If inflation increases to the extent that it begins to slow 

economic growth, it could facilitate a transition into a 

stagflationary regime, which would require reducing 

exposure to risk assets while also rotating back toward 

inflation hedges like cyclical stocks and commodities. 

Market signals indicate this is not a material risk currently, 

but we are monitoring it closely.

OVERWEIGHT

Equities. We favor being overweight 

equities, given our expectation that 

economic growth will remain elevated in 

the coming quarters..

UNDERWEIGHT

Fixed Income. We favor being 

underweight fixed income as prospects 

for the US and global economies  

continue to improve.

OVERWEIGHT

Growth Stocks. We favor being 

overweight growth/quality stocks as we 

transition from the recovery phase to the 

expansion phase of the business cycle.

POSITIONING HIGHLIGHTS
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Executive Summary
Our outlook for the economy and risk assets remains favorable because we expect economic growth to stay elevated 

well into 2022. However, the persistence of supply chain disruptions combined with the recent energy shortage have 

increased the risk that we will see higher inflation for longer than we anticipated. If inflation is persistent enough that it 

begins to slow growth, it could result in a period of stagflation, which would be considerably riskier than the 

environment we are in today, and therefore it would dictate a more defensive investment approach. The market signals 

we are tracking suggest this risk is currently low, but it is a risk that can evolve quickly, and we are monitoring it closely.

Note: This document, including important disclosures on Page 7, is meant to be read in its entirety.
1 The third quarter simple average return of the S&P 500 Real Estate, Consumer Staples, Utilities, and Healthcare sector indices.



Third Quarter Review
US growth slowed from its 60-year record pace in 

Q2 (+12.2%) but remained elevated as the US 

economy added another 1.1 million jobs.

Inflation was stickier than we expected. Although 

CPI began to slow in July and August, the 

combination of supply chain bottlenecks and an 

energy shortage in Europe caused commodity 

prices to surge in September. This pushed longer 

term inflation expectations higher, and it increased 

concerns about stagflation—an environment where 

inflation is rising but growth is flat or slowing.

Global equities fell (-1.0%) while stock market  

volatility increased as market participants hedged 

against the possibility that Congress would fail to 

raise or push out the debt ceiling. That pressure 

was subsequently alleviated after Congress agreed 

to defer the ceiling until December. 

In addition to debt ceiling concerns, speculation 

ensued regarding whether a default of China’s 

second-largest property developer, China 

Evergrande, would spark the next financial crisis. 

We explain why we believe this scenario is unlikely 

on Page 4.

Bond prices rallied for most of the quarter but then 

pared back those gains in the last week of 

September as inflation expectations spiked. US 

bonds finished the quarter up only +0.1%.

Broad commodities gained another +5.2% in Q3. 

Commodities generally perform well during the 

recovery phase of the economic cycle, but they are 

performing particularly well during this one 

because of the supply/ demand imbalances caused 

by the shutting down and reopening of the global 

economy. Growth sensitive commodities, like oil 

(+3.4%), continued to outperform defensive 

commodities, like gold (-1.2%). 

Source: Bloomberg, GMAG Research
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Performance Reported in US Dollars 3Q21
Year-to-

Date

Trailing

1-Year

Equities

Global (MSCI All World Equity Index) -1.1% +11.1% +27.4%

United States (Russell 3000 Index) -0.1% +15.0% +31.9%

International Developed (MSCI EAFE Index) -0.4% +8.3% +25.7%

Emerging Markets (MSCIEM Index) -8.1% -1.2% +18.2%

Bloomberg Barclays US Aggregate Bond Index +0.1% -1.6% -0.9%

Long-Term Treasuries (Barclays 20+ Year) +0.5% -7.6% -10.4%

Investment-Grade Bonds (Barclays USCorp) +0.0% -1.3% +1.7%

High-Yield Bonds (Barclays US HYCorp) +0.9% +4.5% +11.3%

Commodities (S&P GSCI Index) +5.2% +38.3% +58.3%

Crude Oil (S&P Crude Oil Index) +3.7% +57.8% +86.7%

Gold (LBMA Gold PM Price Index) -1.2% -7.7% -7.6%

Hedge Funds (HFRX Global Hedge Fund Index) -0.1% +3.6% +8.9%



Data Check: Outlook remains favorable so long as inflation doesn’t run away.

US growth remained strong in Q3, and although 

it slowed from a rate of change perspective 

(see Figure 1), this deceleration was not 

reflective of a weakening economy but instead

was driven by steepening base effects. As a 

result, market participants appeared little 

concerned by this slowdown and instead 

focused on the expectation that the US 

economy is likely to continue to grow at a fast

pace for the next several quarters as the 

global economy returns to normalcy. 

As with growth, inflation has also been hot, as 

CPI growth is at its highest level since 2008. By 

itself, rising inflation is not an issue. In fact, we 

expect inflation to accelerate during the 

recovery phase of the business cycle. However, 

COVID-19 has helped make this recovery 

particularly uneven across industries and 

geographies, causing supply chain bottlenecks 

to form, which have exacerbated inflation 

beyond market expectations. To compound the 

issue, an energy shortage developed in Europe 

last month, which caused natural gas and crude 

oil prices to spike to levels not achieved since 

2008 and 2014, respectively.

Looking forward, we maintain the view that 

inflation will likely remain elevated beyond the Fed’s 2% target for the next several quarters, but that it 

will most likely begin to decelerate from a rate of change perspective because of (1) steepening base 

effects, (2) our expectation that supply chain issues will be resolved as the economy reopens and labor 

force participation increases, and (3) our expectation that the Fed will soon begin to taper its pace of 

asset purchases. That said, we do not expect inflation to slow as quickly as consensus forecasts would 

imply (see Figure 2), and although a deceleration is our base case expectation, we remain vigilant of 

the possibility that inflation remains stickier than anticipated. This is a serious risk to consider because, if 

inflation gets too hot, it could begin to slow growth, which could catalyze a transition into a stagflation 

regime. The market signals we’re tracking suggest this is not a material concern currently, but this is a 

risk that could evolve quickly. Some of the key signals we’re tracking include the following:

1. Gold, which has historically provided a great hedge against stagflation, has been declining since August 2020, 

and is -14% down from its high. If risks of stagflation were rising, we would expect gold to outperform.

2. Real interest rates are rising, which implies that the recent pickup in interest rates is more being driven by 

rising growth expectations than rising inflation expectations (i.e., rates are rising for good reasons).

3. Growth stocks continue to perform well. If the market was materially concerned about stagflation, we would 

expect interest rates to rise but also that growth stocks would underperform. Growth stocks are more sensitive 

to rising rates and inflation, given that their cash flows are discounted further into the future than other stocks.

4. Inflation breakevens, which can be interpreted as the market’s expectation of inflation, have climbed in the past 

month but remain around a similar level that they traded at in May. If these break out, it is not necessarily an 

ominous sign, but we will likely favor adding to inflation hedges.

If market data begins to signal that stagflation risk is becoming material, we will adjust our 

portfolio recommendations accordingly.

— 3 —

Source: Bloomberg, GMAG Research

Figure 2: We expect inflation to decelerate but remain elevated.
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Figure 1: Growth is expected to remain above +4% through 3Q22.
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https://nam10.safelinks.protection.outlook.com/?url=https%3A%2F%2Fgmadvisorygroup.com%2Fwp-content%2Fuploads%2F2021%2F10%2FCiti-Inflation-Surprise.pdf&data=04%7C01%7Cfbalas%40gmadvisorygroup.com%7Ceffbd45399e24faeb93008d9957dc762%7C5b403d95088740ae9f2e83acb48fdcba%7C0%7C1%7C637705189731895274%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000&sdata=ZvlojjTpT03NIsu4%2Fa9g2oqT9Qr9EcPn4FIsYmPwELQ%3D&reserved=0
https://nam10.safelinks.protection.outlook.com/?url=https%3A%2F%2Fgmadvisorygroup.com%2Fwp-content%2Fuploads%2F2021%2F10%2FGold-Remains-in-Decline.pdf&data=04%7C01%7Cfbalas%40gmadvisorygroup.com%7C2dc73da7ba5c4900826f08d99567d979%7C5b403d95088740ae9f2e83acb48fdcba%7C0%7C1%7C637705095559579245%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=gBVcq3x1b8cFtdzYi501twYlxQq4oQS1FkniFKIRHGs%3D&reserved=0
https://nam10.safelinks.protection.outlook.com/?url=https%3A%2F%2Fgmadvisorygroup.com%2Fwp-content%2Fuploads%2F2021%2F10%2FReal-Rates-Rising.pdf&data=04%7C01%7Cfbalas%40gmadvisorygroup.com%7C2dc73da7ba5c4900826f08d99567d979%7C5b403d95088740ae9f2e83acb48fdcba%7C0%7C1%7C637705095559569250%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=AO7IF2bopyJdq25JPQS5QtpBUL9neMztdEdEbYTT7q0%3D&reserved=0
https://nam10.safelinks.protection.outlook.com/?url=https%3A%2F%2Fgmadvisorygroup.com%2Fwp-content%2Fuploads%2F2021%2F10%2FGrowth-Stocks-Performing-Well.pdf&data=04%7C01%7Cfbalas%40gmadvisorygroup.com%7C2dc73da7ba5c4900826f08d99567d979%7C5b403d95088740ae9f2e83acb48fdcba%7C0%7C1%7C637705095559549259%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=Nxv5LtFq32RDDR%2FBPLzU0TDWUGRdyXrY6cvXioojkn8%3D&reserved=0
https://nam10.safelinks.protection.outlook.com/?url=https%3A%2F%2Fgmadvisorygroup.com%2Fwp-content%2Fuploads%2F2021%2F10%2FInflation-Breakevens.pdf&data=04%7C01%7Cfbalas%40gmadvisorygroup.com%7C2dc73da7ba5c4900826f08d99567d979%7C5b403d95088740ae9f2e83acb48fdcba%7C0%7C1%7C637705095559559252%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=8Y3M2FRGbCa4%2FWJt%2BeljJbp0OQYRiyRQD1HepY4LrxU%3D&reserved=0


Timely Topics: COVID-19 and China Evergrande

The COVID-19 outlook continues to improve.

To date, there have been 6.7 billion 

vaccinations administered globally, which is 

nearly double the cumulative total at the time 

of our last quarterly update. Concurrently, the

rate of case-spread and mortalities continues to 

decline from their respective peaks reached 

earlier this year (mortalities shown in Figure 3).

What’s even more encouraging is that we are 

observing these declines while government 

restrictions are softening and mobility is 

increasing (see Figure 4).

We are optimistic that this trend will continue

and that labor force participation will increase

as a result, which should help fuel higher 

growth while also alleviating some of the 

bottlenecks in the supply chain that are 

contributing to higher inflation.

We believe it is unlikely that China 

Evergrande will be its “Lehman Moment.”

China Evergrande, the nation’s second-largest 

property developer is on the brink of default. 

This has spurred chatter among

media and market participants as to whether 

this could be China’s “Lehman moment.” 

Although this is a risk that requires monitoring, 

we believe the probability that an Evergrande 

default will spark a mass contagion event is currently low for the following reasons: 

1. We expected this (to some extent). As China seeks to reign in its debt issues—see “China’s Great Wall of Debt”

for more on this topic—it has demonstrated a willingness and ability to allow systemically important institutions to 

fail, provided that such failures don’t upend its economy altogether. Yongmei, Baosheng, HNA Group, Huarong, 

and now Evergrande serve as recent examples of this approach, and there will likely be more in the future. 

2. China’s government has room to ease monetary 

and fiscal policy if domestic data weakens

further. 

3. Contagion has so far been limited to companies 

within China’s real estate sector, of which more 

than 40% of these bonds remain priced above 

$90. Moreover, the Bloomberg China Aggregate 

Index—which consists of investment grade debt 

only—is trading at an all-time-high.

4. We have not seen material spread widening 

in the TED Spread (see Figure 5) or US credit 

spreads. These spreads generally widen 

significantly when systemic economic risks 

increase.
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Source: Bloomberg, Google, GMAG Research

Figure 4: Mobility is increasing while government restrictions decline.
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Source: Bloomberg, GMAG Research

Figure 3: The rate of COVID-19 mortalities is declining.
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Figure 5: The TED Spread has not reacted to the China Evergrande story.

https://www.cnbc.com/2021/10/18/china-property-defaults-risks-for-other-developers-pboc-on-evergrande.html
https://www.amazon.com/Chinas-Great-Wall-Debt-Massive/dp/1328846016
https://www.investopedia.com/terms/t/tedspread.asp


Asset Class Outlook

Global Equities

Remain overweight equities.

We continue to favor an overweight posture in 

equities because of our expectation that economic 

growth will remain strong well into 2022. However, 

if risks of stagflation increase, we will favor reducing 

exposure to this asset class because the risk-

reward profile for equities is less favorable if the 

outlook for economic growth deteriorates.

Continue to favor growth sectors. But rotate back 

toward cyclicals if inflation persists.

We continue to favor being overweight growth 

stocks because these stocks generally outperform 

during both the recovery and expansion (i.e., early 

and middle) phases of the business cycle. 

However, if the probability of entering a stagflation 

regime becomes material, we would favor reducing 

exposure from growth stocks toward cyclical stocks. 

Figure 6 illustrates the nominal and real returns 

generated by each of the S&P 500 sectors during 

the 1970s, which was the last time the US 

experienced material stagflation. We expect that this 

would serve as a useful playbook for managing an 

equity portfolio through a stagflationary period 

today. 

Favor reducing exposure to defensives in favor 

of broader US equity exposure.

Recall that last quarter we favored rotating from 

cyclical stocks toward defensive stocks in 

accordance with our view that both growth and 

inflation would begin to decelerate, which we 

believed would facilitate the end of the reflation 

trade—an environment where commodities and 

cyclical stocks outperform—and allow defensive 

stocks to play catchup after materially 

underperforming since last March. 

However, inflation has proven to be stickier than we 

expected. If it remains higher for longer, that could 

provide an additional headwind to defensive stocks 

which are more sensitive to rising interest rates. 

Moreover, because the uncertainty surrounding 

inflation has increased as a result of this energy 

shortage, we believe it is prudent to reduce 

exposure to defensive equity sectors.

Equity valuations are elevated, but prices could 

continue higher if conditions permit them to.

Equity valuations remain elevated, as the forward 

price-to-earnings ratio of the S&P 500 currently ranks 

in the 87th percentile of quarterly readings dating 

back to 1990. However, valuations have drifted lower 

in 2021 despite rising stock prices, as earnings 

forecasts have increased (see Figure 7). 

If we don’t enter stagflation, we believe that equity 

prices will likely rise while valuation multiples 

contract, as corporate profits increase alongside an 

expanding economy. However, the bulk of the easy 

gains are likely in the rearview. 

Opportunity in China?

The CSI Overseas China Internet Index is down 

-48% from its mid-February high after the 

government increased restrictions on its technology 

sector, in addition to others like education. Although 

this political shift certainly impacts the opportunity 

set for Chinese internet companies, we believe they 

remain critical to China’s long-term political, 

economic, and social objectives. In the past several 

weeks, the index appears to be putting in a bottom
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Source: Variant Perception

Figure 6: Cyclical equity sectors outperformed in the 1970s 
stagflation environment, whereas growth sectors underperformed.

Source: Bloomberg, GMAG Research

S&P 500 Price (Log Scaled) – 1990 to Present

12M Forward P/E Ratio
12M Forward EPS Estimate

Figure 7: Rising earnings forecasts have helped push equity prices 
higher while valuation multiples have contracted.



at a trend line that has provided support for the past 

six years (see Figure 8). We may favor using this 

as an opportunity to increase exposure to some of 

the most innovative companies in the world’s 

second largest economy.

Fixed Income

We favor remaining underweight fixed 

income.

We favor remaining underweight fixed income as 

the US economy continues to expand. Since 

March 2020, the Barclays US Aggregate Bond 

Index has generated a return of +2.1%, whereas 

the global equity index has gained +71.2%.

If inflation continues to persist, this will likely 

provide an additional headwind to bond returns. 

Recall the below relationships:

▪ Growth ▲➔ Rates ▲➔ Bond Prices ▼

▪ Inflation ▲➔ Rates ▲➔ Bond Prices ▼

As a result, we favor being overweight cash in 

lieu of fixed income. 

Commodities

Favor a neutral posture in commodities but 

increase exposure if inflation rises further.

We favored maintaining an overweight posture in 

commodities for a large portion of this economic 

recovery, but this past quarter we favored 

reducing exposure to this asset class because of 

our belief that inflation would begin to decelerate. 

Recall that, as strong as commodities perform in 

a reflationary environment, they perform equally 

as poorly during disinflationary environments—

when both growth and inflation are decelerating 

at the same time.

This looked like the right call through July and 

most of August, as the rate of change in inflation 

began to flatten out (see Figure 9) and 

commodity prices started to decline. 

In late August, a natural gas shortage developed 

in Europe, which catalyzed a surge in gas prices 

that took crude oil prices with it. The risk now is 

that, if the winter turns out to be colder than 

expected, that could push energy prices higher to 

the extent that it begins to slow the economy. 

Looking forward, we may favor adding back 

commodity exposure to hedge against this risk.

Conclusion

We continue to maintain a positive economic 

outlook because we expect US growth to remain 

elevated well through 2022. However, the 

persistence of supply chain disruptions combined 

with the recent energy shortage have increased 

the risk that inflation will not be as transitory as we 

previously believed, and we need to be vigilant of 

the possibility that it escalates to the extent that it 

begins to slow economic growth.

We acknowledge that we did not provide our view 

on the implications of the additional fiscal spending 

and potential tax changes that are currently being 

deliberated in Washington. This is because there 

are not enough details to assess how any changes 

are likely to affect our investment outlook, or your 

personal financial situation. As more details are 

released, we will adjust our recommendations 

accordingly. 

Please call us at any time to discuss our market 

views and how they are affecting your individual 

asset allocation. We will keep you apprised of any 

important developments.

Sincerely,

4Q 2021 MARKET OUTLOOK
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Source: Bloomberg, GMAG Research

Figure 8: Chinese internet stocks appear to be bottoming at a trend 
line that has provided support for about six years.

CSI China Internet Index

Figure 9: The rate of change in CPI had started to flatten in July 
and August.

Source: The Bureau of Labor Statistics



— 7 —
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been obtained from sources that GMAG believes to be reliable; however, these sources cannot be guaranteed as to their accuracy or 

completeness. No representation, warranty or undertaking, express or implied, is given as to the accuracy or completeness of the

information contained herein, by GMAG, its members, partners or employees, and no liability is accepted by such persons for the 

accuracy or completeness of any such information. GMAG does not have, nor does it claim to have, sources of inside or private

information. The recommendations developed by GMAG in connection with its services are based upon the professional judgment of 

GMAG and GMAG cannot and does not guarantee the results of any recommendations. The information contained herein is not, and 

should not be construed as, an offer to sell or the solicitation of an offer to buy any securities.  Further, the information contained herein 

does not constitute intent to trade.

Historical performance results for investment indices and/or categories have been provided for general comparison purposes only and 

the comparison does not mean that there necessarily will be a correlation between the returns of any of your accounts, on the one hand, 

and any of these indices and/or categories, on the other hand. The indices and/or categories have not been selected to represent an 

appropriate benchmark against which to compare an account’s performance; but, rather, are disclosed to allow for comparison of 

accounts’ performance to that of certain well-known and widely recognized indices. The returns of accounts differ from these indices 

and/or categories in that, among other reasons, accounts are actively managed, while such indices and/or categories are unmanaged, 

and generally do not reflect the deduction of transaction and/or custodial charges, the deduction of an investment management fee, nor 

the impact of taxes, the incurrence of which would have the effect of decreasing historical performance results. It should not be assumed 

that account holdings correspond directly to any comparative indices. Investors cannot directly invest in indices. The securities identified 

and described herein do not represent all of the securities purchased, sold or recommended for client accounts, and the reader should 

not assume that an investment in the securities identified was or will be profitable.

These opinions do not relate strictly to historical or current facts and posit theoretical future financial performance. As with any projection, 

forward looking illustrations are inherently susceptible to uncertainty and changes in circumstances. Actual results may vary from those 

expressed or implied.

No strategy ensures a profit or protects against loss. Investing involves risk including the risk of loss, other key risks applicable to all of

the types of investments include; market risk, emerging market risk, underperformance risk, currency risk, liquidity risk, tax risk.

Past performance is no guarantee of future results. The past performance of a mutual fund, stock, or investment strategy cannot 

guarantee its future performance. Principle value and investment return of stocks, mutual funds, and variable/life products will fluctuate 

and an investor’s share/units when redeemed will be worth more or less than the original investment. Stocks, mutual funds, and 

variable/life products are not FDIC-insured, may lose value, and are not guaranteed by a bank or other financial institution. In general, 

the bond market is volatile, and fixed income securities carry interest rate risk. (As interest rates rise, bond prices usually fall, and vice 

versa. This effect is usually more pronounced for longer-term securities.) Fixed income securities also carry inflation risk, liquidity risk, call 

risk, and credit and default risks for both issuers and counterparties. Unlike individual bonds, most bond funds do not have a maturity 

date, so holding them until maturity to avoid losses caused by price volatility is not possible. Private equity investments are speculative, 

not suitable for all investors, and intended for experienced and sophisticated investors who are willing to bear the high economic risks of 

the investment, which can include: loss of all or a substantial portion of the investment due to leveraging, short-selling, or other 

speculative practices, lack of liquidity in that there may be no secondary market for the Fund and none is expected to develop, volatility of 

returns, restrictions on transferring interests in the Fund, potential lack of diversification and resulting higher risk due to concentration of 
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