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2021 3rd Quarter in Review & Outlook 

“It’s not hard to make money in the market. What is hard to avoid is the alluring temptation to throw your money away 

on short, get-rich-quick speculative binges. It is an obvious lesson, but one frequently ignored.” – Burton G. Malkiel 

September swoon 

In the third quarter of 2021, the 

U.S. economy continued to recover 

as expected. Real gross domestic 

product, which is released a month 

after quarter end, is expected to 

be 7.0% on an annualized basis, 

according to the Wall Steet 

Journal. The unemployment rate decreased to 4.8% at the end of the quarter and the U.S. Dollar Index increased 

modestly. Inflation has been a source of uncertainty and has introduced some market volatility as investors attempt to 

figure out if it will be transitory, as the Federal Reserve asserts, or more persistent.  

Broader global capital markets indexes posted solid gains for the first two quarters of 2021 but were flat to down in the 

third quarter, above. Historically, September and October are the two worst months in the history of the stock market, 

according to Blackrock, and September did not disappoint in that respect. The S&P 500 was down -4.65% for the month 

with most of the other equity benchmarks down -3 to -6 percent. With the Delta variant of the Corona virus continuing 

to spread rapidly throughout the summer, fears of an interruption to the economic recovery resulted in interest rates 

reversing the upward trend of the first quarter. Thus, bonds recovered first quarter losses during the second and third 

quarter. The Bloomberg-Barclays Aggregate Bond index remained in negative territory at -1.6% through September 

30th. 

Emerging markets posted the worst performance during the 3rd quarter as the Chinese communist government 

continued its regulatory strong-arm tactics on certain companies, industries, and cryptocurrencies. The broader MSCI 

Emerging Markets index finished down -8.1 percent for the quarter. We expected October to continue to be fairly 

choppy with more downside potential. However, October has reversed a good portion of the September losses and is 

looking to finish the month in positive territory across most equity benchmarks. Interest rates have climbed moderately 

again with the Delta variant infections subsiding. Thus, bonds have posted losses in October. 

Exiting Chinese FANG stocks 

Our equity returns were strong through September 30th on balance. However, there were a few detractors. Since 2015, 

we have held positions in client accounts in the so-called Chinese FANG stocks. These are the Chinese equivalents of 
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Asset Class Returns YTD 2021 (9-30-2021)

US Large US Mid US Small REITs Intl Large Intl Small Em Mkts Bonds

Q1 5.9% 13.5% 12.7% 7.7% 3.5% 4.5% 2.3% -3.4%

Q2 8.5% 3.6% 4.3% 11.7% 5.2% 4.3% 5.1% 1.8%

Q3 0.2% -1.8% -4.4% 0.9% -0.5% 0.9% -8.1% 0.1%

YTD 15.14% 15.5% 12.4% 21.3% 8.4% 10.0% -1.2% -1.6%

Indexes: US Large, Russell 1000; US Mid, S&P MidCap 400; US Small, Russell 2000; REITS, DJ US Real 

Estate; Intl Large, MSCI EAFE; US Small, MSCI EAFE SMall Cap; EM, MSCI Emerging Markets; Bonds, 
BBgBArc US Agg Bond. Source: Morningstar.
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U.S.-based transformational companies like Facebook, Amazon, Apple, Netflix, and Google. Our three primary holdings 

traded on U.S. exchanges as American Depository Receipts (ADRs) and included Alibaba, Tencent, and Bidu. We had also 

been building a position in restaurant company Yum China. Over the years these positions had provided excellent 

contributions to portfolio performance. However, Chinese stocks sold off substantially during the Chinese communist 

government crack down. Our research screens were showing these stocks to be the best undervalued growth 

opportunities that we have seen in a long time, and we were adding to portfolio positions until we received some 

additional information through Belpointe Compliance on accounting integrity of Chinese companies in general and the 

legal structure of the U.S.-traded versions of these companies. In August, we sold all of these positions as well as some 

Exchange Traded Funds (ETFs) that included them as underlying holdings. 

Essentially, under Chinese law, foreign ownership in most Chinese industries is prohibited. For Chinese companies to 

have access to U.S. capital and U.S. investors to have access to China growth rates the VIE (Variable Interest Entity) was 

created. Without getting into the extreme details of this structure, the shares of the Chinese stocks traded on U.S. 

exchanges are merely shell companies whose only asset is a contractual claim on profits of the actual Chinese 

companies. However, the contractual claim is legally unenforceable under Chinese law. We deemed this as too much of 

a regulatory risk and sold these ADRs. For most clients who owned some of these positions for a long time, the sales 

were profitable over cost basis but were a small drag on mark-to-market performance in 2021. This is a good article on 

the VIE structure if you would like more detail.   

Sector performance 

The chart below shows industry sector performance via some of the more widely traded sector ETFs in the market, 

sorted by year-to-date performance. We have highlighted in green three sectors that we typically underweight or 

outright exclude from the Core Equity or individual stock segment of our portfolios. We do have exposure to these 

sectors, however, through our ETFs. Two of the three sectors have been leading performers thus far this year. 

 

We see our role as to help clients not just to grow wealth but to protect it. Our aversion to the energy sector stems from 

the fact that energy projects are capital intensive with a significant amount of debt used to finance projects and share 

prices that are highly correlated to volatile commodity prices. Oil prices, for example, can also be manipulated by foreign 

cartels. Because of this, we have witnessed far too many black swan events over the last 15 years that have been painful 

for energy shareholders. The 10-year performance of the energy sector ETF has been the worst of all the sector ETFs. 

ETF Sector Returns through 9-30-21

Name YTD 1 Month 3 Month 6 Month 12 Month 3 Year 5 Year 10 Year

Energy Select Sector SPDR® ETF 42.03 8.97 -2.09 8.56 82.19 -6.45 -1.42 2.30

Financial Select Sector SPDR® ETF 28.94 -1.83 2.74 11.14 58.76 13.27 16.51 16.84

Technology Select Sector SPDR® ETF 15.50 -5.84 1.31 12.84 28.98 27.12 27.25 22.15

Health Care Select Sector SPDR® ETF 13.44 -5.52 1.43 9.86 22.51 12.25 13.99 16.87

iShares MSCI Global Mtls&Mng Prdcrs ETF 12.34 -10.45 -9.71 -1.74 56.60 12.42 15.88 -

Consumer Discret Sel Sect SPDR® ETF 12.12 -2.14 0.66 7.09 22.88 16.54 18.96 19.42

Industrial Select Sector SPDR® ETF 11.54 -6.08 -4.14 0.01 28.84 9.72 13.00 15.13

Materials Select Sector SPDR® ETF 10.70 -7.18 -3.46 1.27 26.55 13.28 12.87 12.75

Utilities Select Sector SPDR® ETF 4.22 -6.09 1.79 1.28 10.98 10.19 8.99 10.44

Consumer Staples Select Sector SPDR® ETF 3.92 -4.13 -1.00 2.06 10.27 11.50 8.20 11.76

Data Source: Morningstar

http://www.scadvisors.net/
https://gci-investors.com/chinese-vie-structure-wall-street-continues-to-ignore-the-risks/
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The 15-year average annual return (not shown) 

was a mere 2.7%. Since 2010, Returns on 

Equity (ROE) for S&P 500 companies have been 

remarkably strong, even through the 

pandemic. However, the brutal whipsawing of 

energy prices since 2010 has led to negative 

ROE for the energy sector, right. 

While it will be a long time before the world 

can ween off traditional energy use, the sector 

also faces significant head winds with the 

global movement toward sustainable energy 

through governments and private investment. 

We read recently that traditional energy 

companies in Europe that are taking on non-

traditional energy projects such as solar farms 

are facing Internal Rates of Return on projects 

that are half of traditional energy extraction 

projects. Despite performance for the sector this year, the sector remains an underweight for us. Share prices would 

have to be extremely compelling to include in the Core Equity segment of our portfolios. 

Many financial companies like banks are inherently leveraged enterprises. Bank deposits are liabilities to the bank. In 

addition, one of largest issuers of corporate debt are financial companies. During the Great Financial Crisis, we 

witnessed breathtaking declines of shareholder capital with accompanying high-profile bankruptcies including 

Washington Mutual Bank and Lehman Brothers. With increased regulatory oversite, we think the risk of a similar 

financial fallout for the financial sector is greatly diminished. However, there aren’t a lot of companies in the financial 

sector with large competitive advantages and, thus, the sector remains an underweight. A current holding, Wells Fargo 

Bank, in which we have enjoyed nice gains, has competitive advantages in retail banking. The other is Berkshire 

Hathaway. 

Utilities are often considered conservative investments favored by income-oriented investors. However, they are highly 

regulated entities whose returns on equity are capped by law. This is also reflected in the chart above. Yet, there have 

still been high profile bankruptcies in the utilities sector, the most recent of which is Pacific Gas & Electric. The company 

had to go through bankruptcy to shield itself from billions in lawsuits related to northern California wildfires allegedly 

started by its equipment. You may see an occasional utility company in our Core Equity portfolio if the price is right. 

However, to us it does not make sense to put capital at risk if your returns on equity are capped.  

Broken winning streak 

According to Blackrock, September is the only month historically that stock returns actually average a negative return. 

This past September downturn broke a 7-month winning streak for stocks. Blackrock looked at similar monthly winning 

streaks since 1990, below. The longest monthly streak ended in January of 2018.  It was a 15-month winning streak that 

included all of 2017 and was the only calendar year in history where every month was positive for U.S. stocks. Returns 

http://www.scadvisors.net/
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one year later after the longest streak were down -2.3%, but, in general monthly winnings streaks often bode well for 

stocks one year later with an average return of 12.1%.  

 

 

Inflation concerns 

Inflation doesn’t seem to be as transitory as the Fed and the media wants to be—or at least as they were playing it 

earlier this year.  We are seeing more persistent supply chain disruptions from the shutdowns that we saw across the 

economy last year, and it is keeping price pressure up in various categories.  In the chart below, Blackrock digs into the 

CPI to see where most of the price pressures are coming from, and it seems to be pretty balanced across the board. The 

big one is transportation, which includes a lot of energy-related items, car and truck rental, and used car and truck prices 

as well.   

Interestingly, two of the categories where you normally see persistent inflation pressure historically is medical care and 

education. Those two are showing 1.2 and 0.4% headline inflation readings for the overall category.  That's well below 

their averages recently. Most of the institutional research firms that we follow are forecasting inflation to moderate 

later next year. However, just about all of them are saying that the larger the infrastructure/social spending bill passed 

by Congress, if it passes at all, the higher inflation will be next year. 

http://www.scadvisors.net/
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In Conclusion 

As per our quote in the beginning by Burton Malkiel, there is still a great deal of speculation going on in certain sectors 

of the market. The rotating momentum trades by message board traders continue. We also remain skeptical of the rapid 

growth of intangible assets like crypto currencies and Non-Fungible Tokens (NFTs). This is currently the wild west and 

reminiscent of the late 90s internet craze where there will likely be a few huge successes but mostly massive failures.  

We firmly believe that the bulk of one’s portfolio should be invested in existing, robust, sustainable profit/cash flow 

streams with perhaps a small portion dedicated to whale hunting. 

Please let us know if you have any questions. 

—Dana L. Crosby, CFA, CFP® 

http://www.scadvisors.net/
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IMPORTANT DISCLOSURES: 
 
Educational use Only. The market update published by SC Capital Advisors (“SC Capital”) is intended to be educational 
in nature and is not intended to be a recommendation for any specific investment product, strategy, plan feature or other 
purposes. Accordingly, it should not be construed by any consumer and/or prospective client as solicitation to effect, or 
attempt to effect transactions in securities, or the rendering of personalized investment advice for compensation. 
 
Advertising and Marketing. Communications such as this are not impartial and are provided in connection with 
advertising and marketing. This material is not suggesting a specific course of action or any action at all. Prior to making 
any investment or financial decisions, an investor should seek individualized advice from a personal financial, insurance, 
legal or tax professional that takes into account all of the particular facts and circumstances of an investor's own situation. 
No person associated with SC Capital is a licensed attorney or tax professional and the information contained herein 
should not be considered tax or legal advice. 
 

ETF Returns
For the period ending 9-30-2021

Name Ticker YTD 1 Month 3 Months 12 Months 3 Year 5 Year 10 Year

U.S. Large Cap

iShares Russell 1000 IWB 15.12 2.44 0.18 30.80 16.27 16.95 16.59

iShares Edge MSCI USA Momentum Factor MTUM 9.22 -3.47 1.44 19.74 15.13 19.18 -

iShares Edge MSCI USA Quality Factor QUAL 14.55 -6.45 -0.55 28.78 15.30 16.33 -

PowerShares S&P 500 Low Volatility ETF SPLV 9.55 -4.95 0.30 15.30 9.39 10.26 12.52

Vanguard High Dividend Yield ETF VYM 15.34 -3.20 -0.63 31.59 9.40 10.93 13.33

VanEck Vectors Morningstar Wide Moat ETF MOAT 18.15 -4.32 -1.09 36.16 17.92 18.14 -

U.S. Mid Cap

SPDR® S&P MidCap 400 ETF MDY 15.34 -4.00 -1.80 43.45 10.86 12.70 14.41

PowerShares S&P MidCap Low Volatil ETF XMLV 10.17 -4.69 -1.43 27.50 4.80 8.4 -

PowerShares DWA Momentum ETF PDP 1.96 -5.09 -0.18 17.02 14.71 16.42 15.49

PowerShares High Yld Eq Div Achiev™ ETF PEY 17.41 -2.52 -3.16 43.71 7.94 8.82 13.52

U.S Small Cap

iShares Russell 2000 IWM 12.29 -2.88 -4.34 47.43 10.44 13.42 14.63

PowerShares S&P SmallCap Low Volatil ETF XSLV 16.58 -3.03 0.68 43.76 0.99 6.54 -

REITs

iShares US Real Estate IYR 21.06 -5.62 0.72 30.81 11.47 8.28 11.15

International Large Cap

iShares MSCI EAFE EFA 8.38 -3.26 -1.10 25.44 7.53 8.64 8.13

iShares Edge MSCI Intl Momentum Factor IMTM 1.94 -3.69 -1.55 13.39 9.54 9.82 -

PowerShares DWA Developed Mkts Mom ETF PIZ 12.83 -8.04 0.88 22.92 12.46 11.15 10.44

iShares Edge MSCI Intl Quality Factor IQLT 7.52 -5.37 -1.76 23.18 10.91 10.38 -

PowerShares S&P Intl Dev Quality ETF IDHQ 4.67 -5.95 -1.69 17.48 11.46 10.69 9.85

iShares Edge MSCI Min Vol EAFE EFAV 4.33 -4.01 -0.26 12.41 4.05 5.36 -

iShares International Select Dividend IDV 8.21 -4.23 -4.23 28.86 3.93 5.98 6.19

International Small Cap

iShares MSCI EAFE Small-Cap SCZ 9.88 -4.06 0.34 28.27 8.85 10.05 10.75

WisdomTree International SmallCp Div ETF DLS 11.62 -3.63 0.05 27.79 4.77 7.24 9.06

Emerging Markets

iShares MSCI Emerging Markets EEM -2.07 -3.87 -8.65 15.95 7.76 8.29 5.81

PowerShares S&P Em Mkts Low Volatil ETF EELV 13.23 -1.03 2.90 25.87 3.53 5.55 -

PowerShares DWA Emerging Markets Mom PIE 7.08 -4.55 -10.59 27.68 13.06 10.37 6.97

Data source: Morningstar

http://www.scadvisors.net/
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Links to Third Party Content. This Market Update contains links to articles or other information maintained by unrelated 
third parties. You acknowledge and agree to the following: All such information is provided solely for convenience 
purposes only because we believe that it may provide useful content and all users thereof should be guided accordingly. 
We disclaim any responsibility for the link’s performance or interaction with your computer, its security and privacy policies 
and practices, and any consequences that may result from visiting it. We do not control the content published by the third-
party; we do not guarantee any claims made on it, nor do we endorse its sponsor or any of the content, policies, activities, 
products or services offered by any advertiser on the site. SC Capital assumes no liability for any inaccuracies, errors or 
omissions in or from any data or other information provided by the third party and inclusion or reference by SC Capital to 
any third-party link should not be construed by any consumer and/or prospective client as a solicitation to effect, or 
attempt to effect transactions in securities, or the rendering of personalized investment advice for compensation, over the 
Internet. 
 
Important Information regarding Registration. SC Capital Advisors offers Investment advisory and financial planning 
services through Belpointe Asset Management, LLC, 125 Greenwich Avenue, Greenwich, CT 06830 (“Belpointe), an 
investment adviser registered with the Securities and Exchange Commission (“SEC”). Registration with the SEC should 
not be construed to imply that the SEC has approved or endorsed qualifications or the services Belpointe Asset 
Management offers, or that or its personnel possess a particular level of skill, expertise or training. SC Capital Advisors is 
not affiliated with Belpointe Asset Management, LLC. Additional information about Belpointe Asset Management is 
available on the SEC’s website at www.adviserinfo.sec.gov. 
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