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2021 2nd Quarter in Review & Outlook 

"The stock market is a giant distraction from the business of investing."  – Jack Bogle 

A V-shaped recovery it is 

During much of 2020, the consensus among economists and 

analyst was the shutdown of the global economy due to the 

Coronavirus pandemic would be reminiscent of a large-scale 

natural disaster with massive short term hit to economic activity 

followed by a rapid recovery. The biggest debate was what the 

shape of the rebound was going to be like. With estimates of 

current U.S. economic growth annualizing at 7-8%, it is now clear 

that the recovery has been V-shaped as per data from Charles 

Schwab, right.  

Some countries, businesses and families have not fully recovered 

from the pandemic-led recession. Yet, overall, global GDP fully recovered by the end of the first quarter and continued 

economic expansion in the second quarter of 2021 will likely lift output above its pre-pandemic high. This pattern marks 

the sharpest economic “V” in history, with its deep recession and rapid recovery both contained within just five 

quarters. 

The overall equity markets continued to 

deliver great returns in the 2nd quarter of 

2021, leading to broader asset class total 

returns for the first six months of the year 

that are enviable of an entire year (left). 

The last two calendar years were great for 

both stocks and bonds. This year, however, bonds have diverged. During the last 3 months, the markets have been 

heavily focused on inflation data. While the Federal Reserve has remained firm in their belief that inflation will remain 

temporary or transitory, many investors think inflation will be persistent and not go away in the short-run.  

The trillion-dollar treasury bond market gives an indication as to what market participants think about inflation in real 

time. The 10-Year breakeven inflation rate started the quarter at 2.37%, and in April it increased to 2.54%, but only to 

decrease to 2.32% by the end of the quarter. The Breakeven Inflation Rate represents a measure of expected inflation 

derived from the 10-Year Treasury Constant Maturity Securities and the 10-Year Treasury Inflation-Indexed Constant 

Maturity Securities, according to Surevest Wealth Management. 
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We believe that many of the spikes in 

prices are temporary, but we will 

experience moderately higher 

inflation over the next couple of years 

because that is what the Federal 

Reserve Board wants. The Blackrock 

Investment Institute estimates the 

U.S. has seen more than four times 

the fiscal and monetary stimulus of 

the 2008-09 Global Financial Crisis for 

less than one quarter the economic 

shock, leading to a potential wide 

range of economic outcomes. The Fed 

is attempting to let inflation run 

above target to make up for past 

shortfalls during the post-GFC sluggish 

economic recovery. The Fed has pledged to keep policy rates low until 2023 yet market interest rates have barely 

budged leaving real bond yields at history lows, below. With strong economic growth, robust corporate profits, 

moderate inflation, and negative real returns on bonds, this should support risk assets like stocks over the intermediate 

term, although we would not be surprised to see a nearer term correction in stocks prices which would actually be 

healthy given the pockets of extreme speculation we have seen in certain corners of the market. 
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For the first six months of 2021, it has been the 18th best start for the broader index since 1926. The chart below shows 

the top 20 best starts since 1926. And of course, that begs the question, what does that mean for the rest of the year? 

According to Blackrock, it means very little. The average for the top 20 six-month starts to the year, the next six months 

you average 6.1%, pretty much in line with what we see on average for all 6-month periods from July 1st to December 

31st at 6.4%. However, if history holds and we tack on another 6% or so this year, it will be a very good year for stocks. 

 

Looking at longer-term returns, the graph below shows rolling 10-year returns for U.S. stocks going back to 1926. The 

chart shows 3 cyclical lows for stocks. August of 1939, the Great Depression era, was the worst 10-year stretch ever at -

4.5%, per year for U.S. stocks. The 10-year period ending September 1974, the annualized return was just 0.50% per 

annum.  And then the lost decade ending February of 2009 the 10-year return was -3.4% for U.S. stocks. The chart is 

interestingly symmetrical making an almost perfect “M” shape with those low points almost exactly 35 years apart. The 

midpoints are approximately 17-20 years into those 35-year windows. Currently, we are only about 12 years and 4 

months into the current cycle.  

The 10-year return for stocks ending June 2021 is about 14.8%, which is 12 years and 4 months after the cyclical low of 

February 2009. If you go back and look at where we were at this same point during the previous cycles, below, where 

was that 10-year return 12 years and 4 months after September of 1974 low and after August of 1939? The returns were 

actually better in both cases: December of 1951, 17.3%; January of 1987, 15.9%. If the current cycle plays out like the 

past, this 10-year return won’t peak for another 5-7 years, which bodes well for stocks.  

http://www.scadvisors.net/
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Looking ahead 

We think the current capital markets environment reinforces our belief in the importance of a “liability-driven” approach 

to asset allocation for pre- and current retirees. This involves projecting 3-5 years of portfolio spending liabilities and 

allocating them to conservative fixed income investments with the remainder in equities and possibly some other 

alternative asset classes. 

We think that the broader U.S. stock market is fairly to slightly overvalued. However, we feel the individual Core equities 

and ADRs we own in our own and client portfolios are fairly to slightly undervalued. The Morningstar weighted-average 

price-to-fair value ratio on its coverage universe of nearly 1,000 stocks is 1.09, which is slightly overvalued. We also 

follow a number of analysts/strategists that calculate fair value using a capitalized profits model. Most of these models 

are indicating the stock market is fairly priced.  

However, with real (after inflation) yields in historic negative territory, it doesn’t make sense to have large allocations to 

bonds and cash either. Thus, we, on balance, remain modestly overweighted to equities, but continue to focus squarely 

on each client’s individual circumstances. 

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. 
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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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