Economic Update
An In-Depth Review of the Q3 2021



Market Data: Charts and Tables Highlighting the
Performance of Stock Market Indicators and Asset
Classes over the Latest Quarter



Key Stock Market Index Performance
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Presenter
Presentation Notes
The US stock market was relatively flat in the 3rd quarter of 2021, with the S&P 500 slightly positive and the Nasdaq Composite and Dow Jones slightly negative for the quarter. The story was a bit different internationally, with the MSCI Emerging Markets index taking the largest hit, selling off nearly 8% in Q3 after many countries overseas had headline news. 



U.S. Stock Sector Perfformance
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Presentation Notes
Sector performance in Q3 looked a lot different than Q2. While the 2nd quarter brought positive returns in all but one sector, Q3 has presented us with mixed returns. The Financial sector outperformed the rest while the Industrial sector lagged by -4.14% this quarter. With the markets retreating from all-time-highs towards the end of the quarter, the defensive sectors followed suit giving back most of the gains from the beginning of the quarter.
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Presentation Notes
This table shows the performance of asset classes over different time frames. Commodities have showed continued strength throughout the year with increased demand overall. This has led the S&P GSCI Index to grow by more than 58% in the last year, leading the rest of the asset classes. All in all, most asset classes except for Emerging Markets, Aggregate Bonds, and US treasuries have trended higher YTD. 
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Asset Class Perfformance - Quarter by Quarter
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Presentation Notes
This visual shows historical quarterly asset class performance for the last 15 quarters. Commodities continues to lead all asset classes in 2021. In addition, US Growth outpaced US Value for the second straight quarter, and US Large Caps (S&P 500) led US Small caps. Lastly, emerging markets had its first negative quarter since Q1 2020.  


Performance of Diversified Portfolios
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Presentation Notes
This slide points out various risk vs. return strategies, including stock to bond allocations of 80/20, 50/50, 20/80, and 100/0 (S&P 500). In 2021, we’re yet to see larger than a 5% drawdown in the stock market. This has led to more aggressive allocations and greater returns thus far. As the drawdowns for all the portfolios have been smaller, the differences from a basis point perspective have also decreased. However, as we saw back in March 2020, the market environment can quickly flip the script.  
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Presenter
Presentation Notes
The ratio of the S&P 500 Market Cap to GDP, also known as “The Buffett Indicator”, has continued higher, potentially indicating an overvalued market. 


Bonds and Interest Rates

Collection of Data Summarizing Moves in the Fixed
Income Markets over the Last Quarter



Interest Rate Summary
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Presentation Notes
Q3 of 2021 has had a very similar yield curve in comparison to Q2. As the Fed has held off on rate increases/tapering, fixed income rates seem to be holding any movements as well. In comparison to last year, the yield curve has steepened with a larger difference between short and long term interest rates.


Fed Pressure Keeping Yields Low
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Presentation Notes
The Fed has continued its policy as of late with rates staying at or near 0%. Since the pandemic stalled the economy in the beginning of 2020, the Federal Funds Rate was reduced to 0%. Since then, there have been talks of rates increasing again, but there has not been any movement yet. The second chart on this slide shows how high-yield has been impacted to a greater degree during volatile market environments in comparison to safer investment grade bonds (Corporate AAA Effective Yield) or the 10 year treasury rate. 


Investors Leveraging REITs as Alternative
to Bonds

Core Bonds vs Reits

® iShares Core US Aggregate Bond ETF Price % Change
© iShares Core US REIT ETF Price % Change

45.00%
34.09%
15.00%
el Ny J
- —— —
Nov '20 Jan 21 Mar 21 May '21 Jul 21 Sep 21
® iShares Core US Aggregate Bond ETF Dividend Yield
© iShares Core US REIT ETF Dividend Yield
4.00%
3.20%
1.84%
Nov 20 Jan 21 Mar 21 May 21 Jul 21 Sep 21
® iShares Core US Aggregate Bond ETF Total Assets Under Management % Change
© iShares Core US REIT ETF Total Assets Under Management % Change
75.00%
64.68%
50.00%
25.00%
10.74%
U.UU%
Nov 20 Jan 21 Mar 21 May 21 Jul'21 Sep 21

LOBA

ARKE

QUAR
N

11


Presenter
Presentation Notes
As government interest rates have continued to stay near 0 for more than a year, investors have looked elsewhere for yield including the Real Estate Investment Trust sector. This chart compares two iShares Core  ETFs, the US Aggregate bond ETF and the US REIT ETF. When comparing performance, dividend yield, and total assets under management over the last year, REITs have proven to still be an attractive alternative to government bonds.


Macroeconomic Data

Leading and Lagging Economic Data and Trends from
Key Economic Reporis Published Recently



Leading Indicator Data and Trends
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Presentation Notes
This table is a heatmap of various important economic indicators, showing the trends over time. The first 7 columns show a quarter by quarter change in each indicator, whereas the last 12 columns show annual changes in the data. Like the stock markets, Q3 also had split results across economic data in comparison to Q2. Consumer sentiment has dropped to 72.8, which is the lowest quarterly value in the last 7 quarters. In addition, the housing market seems to be slowing down with housing starts and building permits both decreasing in comparison to Q2. Lastly, Retail sales continue to show increases YoY, showing a positive trend heading into the holiday season.


U.S. Trade Balance
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Presentation Notes
This slide shows the trade activity between the USA and other key partners. The US Trade Balance on Goods and Services continues to be at an all-time low. The chart on the right shows that US Imports have exceeded pre-pandemic levels at $834B, whereas US Exports have not yet returned to pre-pandemic levels. This might indicate the difference in mentality of US trade over time. The table below shows how imports have increased YoY in all regions but China. Imports from Mexico have also significantly increased. 
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U.S. Housing Market Data §,'&:|)}K

Mortgage Rates and Originations NAHB Housing Sentiment & Components
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Housing Indicator Review

Last Release 1 Mo, Ago 3 Mo. Ago 1Yr. Ago

Indicator Name Date Frequency Value 1 Mo. Ago % Change 3 Mo. Ago % Change 1Yr. Ago

% Change

Case-Shiller Home Price Index: National 9/28/21 monthly 263.3 258 1.55% 250 5.30% 220
US Housing Starts 10/19/21 monthly 1,555 1,580 -1.58% 1,657 -6.16% 1,448
US Building Permits 10/19/21 monthly 1,589 1,721 -7.67% 1,594 -0.31% 1,589
US New Single Family Houses Sold 9/25/21 monthly 740 729 1.51% 733 0.95% 977
US Pending Home Sales Index 9/29/21 monthly 120 111 8.14% 115 3.91% 130
30 Year Mortgage Rate 10/14421 weekly 3.01% 2.87% 4.88% 3.02% -0.33% 2.90%
US Households 7129/21 monthly 126,338 126,217 0.10% 125,993 0.27% 127,245

19.73%
7.39%
0.00%

-24.26%

-8.29%
3.79%
-0.71%
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Presentation Notes
The housing market has continued to be an interesting sector to watch given shifts in consumer preferences during and since the pandemic. The beginning of 2021 had the lowest 30-year mortgage rate along with the highest number ofr Mortgage originations. Since then, mortgage rates have retreated higher, which has also led mortgage originations to decrease in turn. Interestingly enough, the percent of originations that are refinances has continued to increase, showing that there might be even less activity from new buyers. The chart on the right shows that overall housing sentiment has trended higher in the most recent quarter. 


U.S. Dollar Strength
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Presentation Notes
As US CPI has continued to increase over time, the purchasing power of the dollar has gone down. This has also changed the landscape of the US dollar in comparison to other important currencies. The US Dollar to Euro, to Pound Sterling, and to Japanese Yen all increased to 2021 highs in Q3. 


Charts of the Moment

Visuals Depicting Trends that are Impacting the
Markets and Investments



Supply Chain Woes... Gl L
( A new meaning to shop till you drop) SQUARE

Manufacturing Vendor Lead Times & Expectations Retail Sales vs Retail Inventories
© Richmond Fed Manufacturing Expected Vendor Lead Time Index © US Retail Trade Inventory/Sales Ratio
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Presentation Notes
With the increased demand in commodities, an increase of consumers buying goods for new homes, as well as other contributing factors, the supply chains of many major vendors has been stressed as of late. This has led to record high vendor lead times. In addition, the chart on the right shows how retail sales are headed back in the right direction with the inventory/sales ratio heading back down to record lows. All in all, this slide might indicate that retail companies will begin advertising holiday shopping even earlier this year.
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Prime or Not, Shipping Isn’t Free Oz

Change in Shipping Volumes vs Cost of Shipping
® Container Shipping Rate for 3500 TEU Vessels
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Presenter
Presentation Notes
This slide shows another side of the supply chain industry: shipping. Container shipping rates have increased significantly to 5 year highs, likely due to the volume of both capital and consumer goods being shipped returning to pre-pandemic levels. It will be interesting to see how much of these shipping costs will be transferred over to the consumer.


What's Going on with Labor Markets?

Job Openings vs Labor Participation

® US Labor Force Participation Rate
US Job Openings: Total Nonfarm
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Presentation Notes
One of the reasons the Fed has held off on increasing rates has been the FOMC’s belief that the job market is not as strong as it should or could be. This slide tells a similar story. The labor force participation rate took a hit with the pandemic, and has not made a full recovery back to pre-pandemic levels. However, job openings have shot way higher since initially cratering in March of 2020. The chart on the right shows that while a peak of almost $1.4 trillion in insurance benefits was reached, the figure has decreased and yo-yo’d to a little more than 4x its twenty year average.


Improving Coronavirus Data

US Coronavirus Cases & Hospitalizations

® US Coronavirus Cases Per Day
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Presentation Notes
The United States has been back and forth on how to handle the delta variant spike that has been ongoing over the last few quarters. For the time being, there have been some positive trends with cases per day, hospitalizations, and deaths per day all trending lower as of late. This could be attributed to many factors including increasing vaccination rates and mandates around the country. 
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