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Redhawk Quarterly Commentary 
September 30, 2021 

Each quarter, Redhawk’s Investment Committee provides a Quarterly Commentary.  We look at 
what is going on in the investment landscape and provide our perspective on a variety of topics.  
These are not predictions, and it represents our perspective on important market and economic 
information designed to help make decisions affecting your long-term financial strategy.   Our 
goal is to help you understand what is going on in the markets so you can more clearly define 
investment goals, diagnose unintended risks, and utilize portfolios that can achieve a better 
financial outcome.   
 
 
 
Market Commentary 
After more than a year of rapid recovery from pandemic lows, the U.S. economy continued to 
grow at a very healthy pace in Q3 2021, but a wide variety of metrics, including consumer 
spending, housing, the labor market, and business sentiment, signaled slower growth during the 
quarter.  Some of the slowdown was likely tied to the spread of the COVID-19 Delta variant, which 
appeared to impact consumer sentiment, travel spending, and various other data.  The economic 
deceleration, has followed cyclical patterns that are typical of a shift from rapid recovery to 
expansion, particularly considering that this cycle has hit recovery milestones more quickly than 
prior cycles1. 
 
The S&P 500 posted a gain of +0.6% in the third quarter, bringing the market higher by +15.9% 
for the year.  The market reached a new all-time high on September 2nd, when the S&P 500 closed 
at 4,537.  However, volatility increased as the S&P 500 declined by -5% through the end of 
September.  That ended the S&P 500’s streak of over two hundred trading days without a -5% 
pullback, which was one of the longest stretches since 1929.  After declining by nearly -34% 
during the pandemic selloff last year (2/19/20 to 3/23/20), the S&P 500 is up by over +93% from 
the low (see the chart below)2.  
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The overall market continues to be driven by the vaccine rollout, fiscal stimulus, accommodative 
monetary policy, strong corporate earnings growth, and economic growth.  Within the market, 
there continues to be a division between growth stocks (mainly technology, consumer 
discretionary, and communication services), which are heavily dependent on earnings potential 
and cyclical stocks (mostly financials, energy, and industrials), which are tied closely to the 
strength of the economy.  Growth stocks outperformed for the quarter as interest rates were 
mostly lower over the period.  However, in the last six trading days of September the 10-Year 
Treasury yield increased by +0.2%, sending growth stocks tumbling and cyclicals higher.  
 
The tone of the market changed in September as many of the positive factors that supported 
stocks earlier in the quarter began to fade.  Corporate commentary turned more cautious as 
supply chain issues impacting margins caused investors to become more concerned about the 
outlook for corporate earnings.  Additionally, the rise in COVID-19 cases weighed negatively on 
the economic recovery.  Finally, the $3.5 trillion human infrastructure plan was unveiled with a 
tax plan that included increases to the corporate tax rate, personal income taxes for high earners, 
and changes to capital gains and inheritance taxes.  
 



 

 
 
Redhawk Quarterly Update I 3rd Quarter 2021   Page 3 
 
 
 

Near the end of the quarter, market volatility increased with the news that the second-largest 
property developer in China, Evergrande, was likely going to default on debt payments.  Fear of 
potential financial market contagion hit stocks in late September and the S&P 500 suffered its 
first 5% pullback in nearly a year.  Markets remained volatile into the end of the quarter as the 
Federal Reserve (Fed) confirmed market expectations that it will begin to reduce its purchasing 
of bonds before year-end and Washington approached the looming deadline of a government 
shutdown with no extension in sight3.   
 
U.S. Market 
The economy continued to perform well, although the pace of the recovery slowed due to the 
delta variant, inflationary fears, and supply chain issues.  Enclosed below are some key data 
points that assesses the health of the economy during the third quarter:  
 

• Consumer Spending: According to Goldman Sachs, 
high frequency data suggested that consumer 
spending reached 103% of the pre-virus level in 
September, up from a low of 80% in April 2020.  The 
U.S. Census Bureau’s measure of retail sales 
increased by +15.1% year-over-year in August, up 
from last April’s reading of -19.9%. As we’ve 
mentioned before, consumer spending data is 
critical as it drives about 70% of GDP (see the chart 
to the right).  

 
• Labor Market: While the last employment report 

(August) came in far weaker than expected, the 
economy still added an average of +750,000 jobs 
during the quarter. The demand for workers 
remained strong as the Job Openings and Labor 
Turnover Survey (JOLTS) reported in July that there 
were nearly 11 million job openings (see the chart 
on the next page).  The supply of workers has been 
challenged by COVID-19 concerns, childcare issues, 
and supplemental unemployment benefits.  At the 
end of the quarter, the unemployment rate stood 
at 5.2% and the economy lost about 5.3 million jobs 

Source: BEA, FactSet, J.P. Morgan Asset Management. Values may not 
sum to 100% due to rounding. Trend growth is measured as the average 
annual growth rate from business cycle peak 1Q01 to business cycle peak 
4Q19. Guide to the Markets – U.S. Data are as of September 30, 2021. 
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since the pandemic started.  Many 
economists expect labor market issues to 
correct over the next several months as the 
supply issues subside.  
 

• Manufacturing: The Institute for Supply 
Management (ISM) Manufacturing 
Purchasing Managers’ Index (PMI) reading 
for August came in at a strong 59.9%.  
According to ISM, the past relationship 
between the PMI and the overall economy 
corresponds to a +4.8% increase in 
annualized real GDP.  The ISM 
Manufacturing PMI reading dates to 1948 
and is a widely followed indicator for the 
health of the manufacturing sector and 
overall economy4. 

 
 
 
 
 
 
 
 
 
The last few days of the third quarter had a substantial impact on quarterly returns.  For the 
majority of the third quarter, the Nasdaq had solidly outperformed both the S&P 500 and the 
Dow Jones Industrial Average as investors continued a trend from the second quarter by moving 
to less economically sensitive large-cap technology shares.  However, during the last week of the 
quarter, global bond yields rose and there was heavy selling in technology shares as investors 
rotated into other market sectors.  The Nasdaq slightly outperformed the S&P 500 while the Dow 
Jones Industrial Average produced a negative return for the third quarter due to the late 
September sell-off.   
 
By market capitalization, large-cap stocks outperformed small-cap stocks in the third quarter as 
higher interest rates caused investors to favor large-cap stocks.  From an investment-style 
standpoint, growth outperformed value in the third quarter because of the technology sector 
gains (see the chart below). 

Source: Conference Board, National Federation of Independent Business, U.S. 
Department of Labor, J.P. Morgan Asset Management. The diffusion index is calculated 
as the percentage of consumers reporting jobs plentiful minus those reporting jobs 
hard to get plus 50. Guide to the Markets – U.S. Data are as of September 30, 2021. 
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On a sector level, performance was more mixed than the previous two quarters as 8 of the 11 
sectors realized positive returns in the third quarter, with financials leading the way higher.  For 
much of the third 
quarter, the technology 
sector outperformed, 
but as bond yields rose in 
late September, financial 
stocks rallied on the 
prospect of higher 
interest rates and 
overtook technology as 
the best performing 
sector in the quarter (see 
the chart to the right). 
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International Markets 
Global equities turned in a mixed performance for the third quarter, rounding out the quarter 
with a streak of volatility as inflationary pressures fueled concerns around economic growth and 
the Fed’s potential tapering of monetary stimulus.  International markets declined 3% as 
developed nations struggled with a global supply shortage while also contending with a third 
wave of COVID-19.  The Netherlands, Italy, and Japan were the only three countries that had a 
positive return during the quarter (see the chart below)5.  
 

 
• The U.K. market was down 0.6% in the third quarter, suffering from a third wave of COVID-

19 cases and massive supply chain issues that effected a multitude of industries.  The Bank 
of England warned that inflation is likely to spike given current supply chain constraints, 
potentially remaining above 4% into the second half of 2022.  Although potential inflation 
is troublesome and supply chain issues are likely to hamper economic recovery in the 
short run, the central bank believed that inflation was transitory and elected to leave 
rates at 0.1% and continued their current stimulus programs.  

 
• Germany was one of the worst performers among developed markets, down 4% as their 

renewable reliant society struggled with spiking electricity prices across Europe and 
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semiconductor supply chain issues severely crippled their automotive industry.  The U.K. 
and Germany are challenged going into the winter, as their commitment to reduce 
fracking leaves them reliant on a dwindling energy supply that is being hoarded by 
producers such as Russia.  
 

• Japan was one of the quarter’s strongest performers as it returned 3.2% while most other 
developed markets were negative.  Japan ramped up its vaccine distribution and nearly 
60% of the population was fully vaccinated, a significant Improvement from the 14% fully 
vaccinated in June.  Japan has some tailwinds going into the fourth quarter in the form of 
a new prime minister, Fumio Kishida, who promised to increase fiscal stimulus, as well as 
a central bank that wants to continue with ultra-dovish monetary policy while other 
countries begin their taper.  

 
 
Fixed Income Markets 
In fixed income markets, U.S. investment grade bonds were challenged by rising yields but 
ultimately ended the quarter relatively flat.  Municipal bonds, in part because of supply and 
demand dynamics, were flat for the quarter but remained positive for the year.  High yield 
bonds did the best out of all bonds, aided by investors that are hard pressed to find better 
yield opportunities elsewhere.  Locally denominated emerging markets bonds fell just over 
3% in the quarter, hindered by a strengthening U.S. dollar. 
 
Below are third quarter and year-to-date Bloomberg Barclays fixed income index returns6: 
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The 10-year U.S. Treasury, a closely watched indicator of rates in general in the fixed income 
markets, ended the third quarter with a yield of 1.49%, almost the same as the 1.47% yield at the 
end of the second quarter.  However, for much of the quarter, the 10-year yield was below 1.40% 
and hit a yield low for the quarter of 1.17% in August.  The 2-10-year yield spread, which is used 
to measure the slope of the yield curve, ended the third quarter at 1.21%.   The same yield spread 
has averaged around 0.60% for the past five years.  In general, a wider yield spread is normally 
associated with a market anticipating higher interest rates in the future. 
 
In their most recent meeting in September, the Federal Open Market Committee (FOMC) left 
interest rates unchanged, but signaled that they may start reducing, or tapering, monthly 
emergency asset purchases as early as November, and winding-down the policy by mid-2022.  As 
a reminder, the Fed is currently purchasing $80 billion in Treasuries and $40 billion in mortgage-
backed securities monthly in the open market to keep interest rates very low. 
 
Fed officials see inflation slowing to 2.3% in 2022, and to 2.2% in 2023.  Fed officials see GDP 
rising 5.9% this year and the unemployment rate is expected to be around 4.8% at the end of 
2021.  Inflation has soared this year with the Fed’s preferred core inflation gauge, excluding food 
and energy, rising to 3.6% on an annualized basis in August. 
 
 
 
Economic Outlook 
The U.S. economy remains strong, but supply chain issues are hampering the optimistic growth 
story.  While supplier delivery delays and inventories are improving, they remain far from 
historical levels.  Supply chain and production issues remain a struggle and will be a headwind to 
growth and a tailwind to inflation until resolved.  Some of the challenges facing the economy 
include:   
 

1. The labor market is providing another wrinkle in the economic growth story. The labor 
market has improved substantially in 2021 but significant issues remain.  As stated earlier, 
the Job Openings and Labor Turnover Survey (JOLTS) has job openings at 10.9 million and 
the number of unemployed at 8.4 million, reflecting potential structural issues leading to 
so many unfilled jobs.  Additionally, initial and continuing jobless claims have increased 
slightly and the U.S. economy will remain stagnate due to labor supply and demand 
mismatches. The U.S. economy needs the labor market issues to improve before it can 
really fire on all cylinders.   
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2. The biggest headwinds to the economic growth story are inflation and potential tax 
increases. Inflation has been 
thrusted higher by demand 
exceeding supply and is 
further accelerated by supply 
chain issues.  The most recent 
producer price index (PPI or 
input cost inflation) rose to 
8.3% year-over-year (YoY) 
even as core consumer price 
inflation (CPI) moderated to 
4% YoY.   If input cost inflation 
does not start to fall, it is 
likely that those higher costs 
will be passed on to the 
consumer (see chart to the right).  Higher prices to consumers will likely slow consumer 
consumption (as mentioned earlier, consumers consumption represents 69% of GDP) and 
slow growth overall.  Add in the risk of tax increases along with data showing major city 
rents increasing and consumers could see a significant impact of price inflation.  
 

3. The housing market is one area of the economy that remains on solid ground.  While the 
pace of sales has recently slowed, pricing remains strong signaling strength in housing 
demand.  Increased demand and limited supply lead to significant increases in pricing and 
sales.   
 

 
 
We will continue to apply our time-tested investment process based on risk management, asset 
allocation, and investment selection to manage your portfolios. 
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It is not enough to own a portfolio personalized for your situation, based on your comfort with 
risk and long-term financial goals. You must be patient and disciplined, too. With our risk 
management process, our investment committee is reviewing the market conditions and 
underlying investments on a weekly basis.  Please contact your Redhawk financial advisor to learn 
more. 
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The views expressed represent the opinion of Redhawk Wealth Advisors, Inc. The views are 
subject to change and are not intended as a forecast or guarantee of future results. This material 
is for informational purposes only. It does not constitute investment advice and is not intended as 
an endorsement of any specific investment. Stated information is derived from proprietary and 
nonproprietary sources that have not been independently verified for accuracy or completeness. 
While Redhawk Wealth Advisors, Inc. believes the information to be accurate and reliable, we do 
not claim or have responsibility for its completeness, accuracy, or reliability. Statements of future 
expectations, estimates, projections, and other forward-looking statements are based on 
available information and the Redhawk Wealth Advisors, Inc.’s view as of the time of these 
statements. Accordingly, such statements are inherently speculative as they are based on 
assumptions that may involve known and unknown risks and uncertainties. Actual results, 
performance or events may differ materially from those expressed or implied in such statements. 
Investing in equity securities involves risks, including the potential loss of principal. While equities 
may offer the potential for greater long-term growth than most debt securities, they generally 
have higher volatility. International investments may involve risk of capital loss from unfavorable 
fluctuation in currency values, from differences in generally accepted accounting principles, or 
from economic or political instability in other nations. Past performance is not indicative of future 
results. 
 
 
 
 
Redhawk Wealth Advisors, Inc. is an SEC registered investment advisor (“RIA”) that provides comprehensive 
retirement plan and financial planning tools and critical back-office support for financial advisors nationwide.  
Redhawk’s focus is to enable financial advisors to create, grow, and manage wealth through a broad range of 
financial products and services that promotes the economic well-being of our select group of clients and 
financial advisors. 
 
 
 
For more information, please contact Redhawk at either research@redhawkwa.com or (952) 835-4295.  
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