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Patrick Yanke
Welcome to the Capital Markets Review. As always, my purpose is to inform and answer questions on the economy and the financial markets. This isn’t meant to be a prediction for the course of the stock market or even the economy for the remainder of this year and beyond. Rather, it’s a review of current economic and historical data to help investors make informed decisions about their own financial futures. This snapshot is as of the end of September.

I use slides from “The Guide to the Markets” produced by JP Morgan Asset Management (with their permission) for the simple way they present complex ideas. Most slides have multiple charts on them... I will point out the information I think is most relevant on each.

JP Morgan is not affiliated with Raymond James. The opinions expressed are mine and not necessarily those of RJFS or Raymond James. This information is not intended as a solicitation or an offer to buy or sell any security.  Forward looking statements are subject to change at any time and there is no assurance that projections will be realized. Investing involves risk, including risk of loss. 

I am recording this Zoom meeting and will post it to my website. If you don’t want to be included in the recording, please leave your camera off and stay on mute. You may interrupt me at any time with questions or wait to the end after the recording is concluded.�



Discussion Points 

•The pandemic is a bigger problem this 
quarter… but expected to wane 

•The government continues to build debt 
•The economy is expected to continue 
expanding 

•Active management and diversification 
are important
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I get a lot of questions about the change in political leadership… the change in priorities… and how those changes will impact the economy and markets going forward. Changing political leadership is the hallmark of our civilization. Politics only matters to the extent that policies help or hinder economic growth. Investors seek to identify investment opportunities in changing environments. Investment results come from money in motion and money will flow where it can be productive.
We’ll talk about the current economic trajectory and have to adjust going forward, as needed, when actual policy decisions are digested in the economy.
Here’s the executive summary of my talk today:
	•	The pandemic is a bigger problem this quarter… but expected to wane in influence on the economy
	•	The government continues to build debt
	•	The economy is expected to continue expanding
	•	Active management and diversification are still important
Feel free to ask me questions at any time.�
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Source: Centers for Disease Control and Prevention, Johns Hopkins CSSE, Our World in Data, J.P. Morgan Asset Management. 
*Share of the total population that has received at least one vaccine dose. **Est. Infected represents the number of people who may have been 
infected by COVID-19 by using the CDC’s estimate that 1 in 4.2 COVID-19 infections were reported. ***Est. Infected & vaccinated assumes those 
infected equally likely to be vaccinated as those not infected. 
Guide to the Markets – U.S. Data are as of September 30, 2021.

Change in confirmed cases and fatalities in the U.S. Progress toward immunity
7-day moving average Percentage of population, end of month
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Progress on the pandemic has been bumpier than expected at our last meeting.
After substantial progress in reducing cases and fatalities in the Spring, the pace of vaccinations has slowed and the more contagious Delta variant has brought a resurgence of the pandemic. We now estimate that between infection and inoculation, roughly 85% of the American people have some resistance to COVID-19. This should allow cases and fatalities to fall in the months ahead. Further, while the pandemic isn’t over yet, many parts of the economy have adapted to operate in a pandemic environment. We hope the pandemic will fade as we move into 2022 but, whether it does or not, it should have much less of an impact in slowing the economy than it has over the last two years.�
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Source: CBO, J.P. Morgan Asset Management; (Top and bottom right) BEA, Treasury Department.
Estimates are based on the Congressional Budget Office (CBO) July 2021 Update to the Budget and Economic Outlook, except for 2021 estimates 
of the federal deficit and net debt levels. These estimates and the details on the breakdown of spending, excluding net interest, are J.P. Morgan 
Asset Management estimates. Other spending includes, but is not limited to, health insurance subsidies, income security and federal civilian and 
military retirement. Note: Years shown are fiscal years. Forecasts are not a reliable indicator of future performance. Forecasts, projections and other 
forward-looking statements are based upon current beliefs and expectations. They are for illustrative purposes only and serve as an indication of 
what may occur. Given the inherent uncertainties and risks associated with forecasts, projections or other forward-looking statements, actual events, 
results or performance may differ materially from those reflected or contemplated.
Guide to the Markets – U.S. Data are as of September 30, 2021.

The 2022 federal budget Federal budget surplus/deficit
CBO Baseline forecast, USD trillions % of GDP, 1990 – 2031, CBO Baseline Forecast

Federal net debt (accumulated deficits)
% of GDP, 1940 – 2031, CBO Baseline Forecast, end of fiscal year

CBO’s Baseline economic assumptions

2022 '23-'24 '25-'26 '27-'31
Real GDP growth 6.1% 1.6% 1.3% 1.6%
10-year Treasury 1.9% 2.1% 2.6% 3.2%
Headline inflation (CPI) 2.7% 2.3% 2.4% 2.4%
Unemployment 4.1% 3.8% 4.2% 4.4%
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Massive fiscal support has boosted debt and deficits.
The federal government has hit a new record high debt-to-GDP ratio, levels that have not been seen since WWII. The $1.9 trillion American Rescue Plan is still working itself through the system and will continue to support the economy through the end of the year and into 2022. Further, negotiations continue in Washington on additional spending aimed at infrastructure, child care and education, among other initiatives. However, new stimulus would be stretched out over a decade and at least partially financed by tax increases, providing much less stimulus to the economy than we have seen over the last two years. In 2022, the economy should be much healthier than over the last two years but it should also receive much less government support.�
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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.

Real GDP Components of GDP
Billions of chained (2012) dollars, seasonally adjusted at annual rates 2Q21 nominal GDP, USD trillions
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The U.S. economy should continue its rebound into 2022.
The road to pandemic recovery has been bumpier than expected, with the delta variant and severe supply shortages cutting into consumer and business spending. However, growth is expected to reaccelerate late this year as reopening resumes and companies try to rebuild inventories. You can see on the left chart that real GDP has nearly rejoined its trend line. As we move into 2022, the economy should have fully recovered from the pandemic. Then, looking forward, a shortage of workers and much less fiscal and monetary stimulus should slow economic growth to its long-term trend of roughly 2%/yr by the end of next year.�
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Source: BLS, FactSet, J.P. Morgan Asset Management.
Guide to the Markets – U.S. Data are as of September 30, 2021.

Civilian unemployment rate and annualized y/2y wage growth for private production and non-supervisory workers
Seasonally adjusted, percent
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Unemployment has fallen and wage pressures are growing.

With surging labor demand and a higher cost of low-wage labor due to enhanced unemployment benefits, employers have had to raise wages to attract workers. This slide shows that as unemployment has fallen, wage growth has been rising and is above historical trends. While recent employment reports have disappointed expectations, rising wages and indicators of robust labor demand suggest slower job gains are primarily an issue of labor supply. This should keep wages elevated as the recovery continues, and is critically important for the Federal Reserve, as higher wages should feed through to higher inflation, implying that the economy could reach “maximum employment” sooner than past economic cycles may suggest.�
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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.

JOLTS Job Openings NFIB Small Business Jobs Report, jobs hard to fill
Total nonfarm job openings, thousands, seasonally adjusted % of firms with 1 or more jobs unable to fill, seasonally adjusted

Consumer Confidence Survey, labor market diffusion index
Jobs plentiful minus jobs hard to get plus 50
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There are jobs available.

Generally, those that want to work in this environment should be able to find a job. Job openings are near record levels. The problem during this pandemic has been the moral hazard of government intervention… paying extra to remain unemployed competed with businesses wanting to hire. As the pandemic eases (or we learn to live with it), government intervention should ease and this situation should correct itself over time.�
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Source: FactSet, Compustat, Standard & Poor’s, J.P. Morgan Asset Management.
EPS levels are based on annual operating earnings per share. Percentages may not sum due to rounding. Past performance is not indicative of 
future returns. *2021 earnings estimates are based on forecasts from FactSet Market Aggregates. 
Guide to the Markets – U.S. Data are as of September 30, 2021.

S&P 500 year-over-year operating EPS growth
Annual growth broken into revenue, changes in profit margin & changes in share count
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S&P 500 earnings are poised to moderate after hitting an all-time high in 2021.
Earnings have recovered spectacularly since the big declines in early 2020 and are now expected to hit a new all-time high in 2021. This reflects both stellar profits in sectors like technology and strong profits in health care throughout the pandemic, but also a rebound in many of the cyclical sectors that struggled the most last year. This earnings picture shows why the capital markets are fairing well this year while main street businesses are suffering. As the local mom-and-pop stores have struggled, homebound consumers have turned to multinational firms to meet their needs. However, from 2022 on, slower economic growth, higher wage costs, higher interest rates and, potentially, higher corporate taxes could make further profit gains much more difficult to achieve.�
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Source: BLS, FactSet, J.P. Morgan Asset Management.
CPI used is CPI-U and values shown are % change vs. one year ago. Core CPI is defined as CPI excluding food and energy prices. The 
Personal Consumption Expenditure (PCE) deflator employs an evolving chain-weighted basket of consumer expenditures instead of the fixed-
weight basket used in CPI calculations. 
Guide to the Markets – U.S. Data are as of September 30, 2021.

CPI and core CPI
% change vs. prior year, seasonally adjusted
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Inflation has risen and should remain above the Fed’s 2% target for the time being.
Inflation signals have heated up significantly as a surge in consumer spending continues to collide with supply shortages across major sectors of the economy. Some drivers of much higher inflation are beginning to abate and we expect inflation to moderate in 2022 as supply chain disruptions are ironed out and demand growth cools. However, strong wage growth, higher inflation expectations, a falling dollar and the lagged effect of higher home prices on rents should keep inflation more elevated than at the end of the last expansion.�
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Source: CBO, J.P. Morgan Asset Management; (Top and bottom right) BEA, Treasury Department.
Estimates are based on the Congressional Budget Office (CBO) July 2021 Update to the Budget and Economic Outlook, except for 2021 estimates 
of the federal deficit and net debt levels. These estimates and the details on the breakdown of spending, excluding net interest, are J.P. Morgan 
Asset Management estimates. Other spending includes, but is not limited to, health insurance subsidies, income security and federal civilian and 
military retirement. Note: Years shown are fiscal years. Forecasts are not a reliable indicator of future performance. Forecasts, projections and other 
forward-looking statements are based upon current beliefs and expectations. They are for illustrative purposes only and serve as an indication of 
what may occur. Given the inherent uncertainties and risks associated with forecasts, projections or other forward-looking statements, actual events, 
results or performance may differ materially from those reflected or contemplated.
Guide to the Markets – U.S. Data are as of September 30, 2021.

The 2022 federal budget Federal budget surplus/deficit
CBO Baseline forecast, USD trillions % of GDP, 1990 – 2031, CBO Baseline Forecast

Federal net debt (accumulated deficits)
% of GDP, 1940 – 2031, CBO Baseline Forecast, end of fiscal year

CBO’s Baseline economic assumptions

2022 '23-'24 '25-'26 '27-'31
Real GDP growth 6.1% 1.6% 1.3% 1.6%
10-year Treasury 1.9% 2.1% 2.6% 3.2%
Headline inflation (CPI) 2.7% 2.3% 2.4% 2.4%
Unemployment 4.1% 3.8% 4.2% 4.4%
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The Federal government has increased its expenditures.
A few years ago, we were talking about sequestration. That put a hold on Federal expenditures for a time and they were only borrowing about 13 cents of every dollar spent. We are now back to borrowing 21 cents of every dollar spent with increasing deficits forecast. Federal accumulate debts are about to cross 100% of GDP… and continue rising.
The Congressional Budget Office (CBO) expects the economy to continue improving for the foreseeable future.�
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Source: FactSet, FRB, J.P. Morgan Asset Management; (Top and bottom right) BEA. 
Data include households and nonprofit organizations. SA – seasonally adjusted. *Revolving includes credit cards. Values may not sum to 100% due 
to rounding. **3Q21 figures for debt service ratio and household net worth are J.P. Morgan Asset Management estimates. 
Guide to the Markets – U.S. Data are as of September 30, 2021.
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The consumer is in better financial shape.
Assets continue to rise and are nearly double what they were just prior to the fiscal crisis. Debts are falling… the aggregate household debt service ratio continues to decline and overall debts are lower. As interest rates rise, it shouldn’t be a big drag on consumer finances as nearly two thirds of consumer debts are fixed in mortgages. Household net worth continues to rise. In general, this bodes well for the economy.
There is a hidden risk, though. There is only so much each household spends on consumer goods. Although aggregate finances are improving, the number of households losing ground is concerning. Fewer participants in consumer spending will mean less consumer spending.�
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Source: J.P. Morgan Asset Management; (Top and bottom left) EIA; (Right) FactSet; (Bottom left) Baker Hughes. 
*Forecasts are from the September 2021 EIA Short-Term Energy Outlook and start in 2021. **U.S. crude oil inventories include the Strategic 
Petroleum Reserve (SPR). Active rig count includes both natural gas and oil rigs. WTI crude prices are continuous contract NYM prices in USD. 
Guide to the Markets – U.S. Data are as of September 30, 2021.

Change in production and consumption of liquid fuels Price of oil
Production, consumption and inventories, millions of barrels per day WTI crude, nominal prices, USD/barrel

Production 2018 2019 2020 2021* 2022* Growth since '18
   U.S. 17.9 19.5 18.6 18.6 20.0 11.9%
   OPEC 36.7 34.7 30.7 31.8 33.9 -7.8%
   Russia 11.4 11.5 10.5 10.8 11.6 1.6%
 Global 100.7 100.7 94.2 96.1 101.5 0.7%
Consumption
   U.S. 20.5 20.5 18.2 19.7 20.6 0.6%
   China 13.9 14.8 14.4 15.2 15.9 14.2%
 Global 100.0 101.2 92.4 97.4 101.0 1.0%
Inventory Change 0.7 -0.5 1.8 -1.2 0.4

U.S. crude oil inventories and rig count**
Million barrels, number of active rigs
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Oil has recently crossed $80/barrel. Why? Quit simply, the paradigm has shifted. We used to talk about the fact that US supply was helping to keep oil prices in check. However, due to barriers put in place by the Biden Administration, US oil production has pulled back from a peak in 2019. For the first time in years, inventories are expected to shrink this year and the imposed scarcity of oil supply is pushing up speculation in the markets. If we allowed for simple market forces to solve this problem, producers would increase supply to take advantage of higher prices and that extra supply would eventually bring down oil prices. Unfortunately, government intervention clouds the outlook.
Even with increased supply, our country is a net oil consumer. Higher prices are a drag on our economy. It remains to be seen what government policies will be going forward. Government doesn’t create jobs or wealth, it simply gets in the way or out of the way. At the moment… it is in the way.�
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 Federal funds rate expectations
 FOMC and market expectations for the federal funds rate
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 FOMC September 2021 forecasts
 Percent

2021 2022 2023 2024 Long
run*

 Change in real GDP, 4Q to 4Q 5.9 3.8 2.5 2.0 1.8

 Unemployment rate, 4Q 4.8 3.8 3.5 3.5 4.0

 Headline PCE inflation, 4Q to 4Q 4.2 2.2 2.2 2.1 2.0

Long
run

Source: Bloomberg, FactSet, Federal Reserve, J.P. Morgan Asset Management.
Market expectations are based off of the USD Overnight Index Forward Swap rates. *Long-run projections are the rates of growth, unemployment 
and inflation to which a policymaker expects the economy to converge over the next five to six years in absence of further shocks and under 
appropriate monetary policy. Forecasts are not a reliable indicator of future performance. Forecasts, projections and other forward-looking statements 
are based upon current beliefs and expectations. They are for illustrative purposes only and serve as an indication of what may occur. Given the 
inherent uncertainties and risks associated with forecasts, projections or other forward-looking statements, actual events, results or performance may 
differ materially from those reflected or contemplated.
Guide to the Markets – U.S. Data are as of September 30, 2021.

Federal funds rate

FOMC year-end estimates

Market expectations as of September 30, 2021

FOMC long-run projection*
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Tapering is on the horizon for the Federal Reserve
While Delta poses a risk, the economic recovery has been robust and the Fed is keen to keep it on track. At its September meeting, the Federal Reserve gave markets an update on how it expects the broader economy to perform over the next few years. In general, the committee appears cautiously optimistic and still expects growth and inflation to run above historical trends, but cool down as we move into next year. Also, with companies paying more to attract workers, job growth should remain solid. While this is mostly good news, the Fed still wants to keep interest rates low for as long as possible, and may not begin raising rates until late 2022 or 2023. However, we continue to expect that they will begin to reduce bond purchases by year-end.�
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Source: BLS, FactSet, Federal Reserve, J.P. Morgan Asset Management.
Real 10-year Treasury yields are calculated as the daily Treasury yield less year-over-year core CPI inflation for that month except for September and 
August 2021 where real yields are calculated by subtracting out September 2021 year-over-year core inflation.
Guide to the Markets – U.S. Data are as of September 30, 2021.

Nominal and real 10-year Treasury yields
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Interest rates are likely to resume their ascent.
The combination of very easy monetary policy and a recession has left 10-year Treasury yields at very low levels. Interest rates will likely move higher into 2022, against the backdrop of rising inflation, faster growth, and a less accommodative Fed as they begin tapering. There continues to be a place in portfolios for fixed income to provide diversification and protection in the case of an equity market or economic relapse, but investors may want to focus on shorter duration bonds to be well-positioned if long-term rates resume their ascent. Those buying into 10-year Treasuries at this level are accepting negative real yields currently due to inflation and also the prospect of declining valuations when interest rates rise.
Investing in bonds involves risk, including interest rate risk, inflation risk, credit and default risk, call risk, and liquidity risk.�
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Source: Barclays, Bloomberg, FactSet, SIFMA, Standard & Poor’s, U.S. Treasury, J.P. Morgan Asset Management. Sectors shown above are 
provided by Bloomberg unless otherwise noted and are represented by – U.S. Aggregate; MBS: U.S. Aggregate Securitized - MBS; ABS: J.P. 
Morgan ABS Index; Corporates: U.S. Corporates; Municipals: Muni Bond; High Yield: Corporate High Yield; TIPS: Treasury Inflation-Protected 
Securities (TIPS); U.S. Floating rate index; Convertibles: U.S. Convertibles Composite. Convertibles yield is as of September 2021 due to data 
availability. Yield and return information based on bellwethers for Treasury securities. Sector yields reflect yield-to-worst. Convertibles yield is based 
on U.S. portion of Bloomberg Barclays Global Convertibles. Correlations are based on 15-years of monthly returns for all sectors. Issuance is based 
on monthly data provided by SIFMA. Past performance is not indicative of future results. 
Guide to the Markets – U.S. Data are as of September 30, 2021.

Impact of a 1% rise in interest rates
Assumes a parallel shift in the yield curve
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How much value could bonds lose in a rising interest rate environment?
A 1% rise in interest rates—assuming a parallel shift in the yield curve—would see nearly 9% lost from 10-year Treasuries and nearly 20% from 30-year Treasuries. Those who invest in these securities to avoid the volatility of equities may find there are more ways than one to lose value in a portfolio. Diversification will always be important to investment success.�



5

S&P 500 Index: Forward P/E ratio

Source: FactSet, FRB, Robert Shiller, Standard & Poor’s, Thomson Reuters, J.P. Morgan Asset Management. 
Price-to-earnings is price divided by consensus analyst estimates of earnings per share for the next 12 months as provided by IBES since September 
1996, and J.P. Morgan Asset Management for September 30, 2021. Current next 12-months consensus earnings estimates are $214. Average P/E and 
standard deviations are calculated using 25 years of IBES history. Shiller’s P/E uses trailing 10-years of inflation-adjusted earnings as reported by 
companies. Dividend yield is calculated as the next 12-months consensus dividend divided by most recent price. Price-to-book ratio is the price divided by 
book value per share. Price-to-cash flow is price divided by NTM cash flow. EY minus Baa yield is the forward earnings yield (consensus analyst estimates 
of EPS over the next 12 months divided by price) minus the Moody’s Baa seasoned corporate bond yield. Std. dev. over-/under-valued is calculated using 
the average and standard deviation over 25 years for each measure. *P/CF is a 20-year average due to cash flow availability.
Guide to the Markets – U.S. Data are as of September 30, 2021. 
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Valuations are high for U.S. equities… but declining from their peak with rising earnings.

U.S. equities have trended higher during the course of the year, characterized by range-bound valuations and rising earnings expectations. Stock prices based on current forward PE ratios still look elevated, although they have come in somewhat as earnings have played catch-up. Looking forward to 2022, returns will depend more heavily on profit margins. Rising wages, supply chain disruptions, and higher taxes could all negatively impact profit margins over the next few years. However, while elevated valuations may pose a speed limit for the market, the outlook for returns remains positive amidst strong fundamentals and corporate profitability.�
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Source: FactSet, FTSE Russell, NBER, J.P. Morgan Asset Management.
Growth is represented by the Russell 1000 Growth Index and Value is represented by the Russell 1000 Value Index. *Communication services 
correlation is since 3Q13 and based on backtested data by JPMAM.
Guide to the Markets – U.S. Data are as of September 30, 2021.

Value vs. Growth relative valuations S&P 500 sector earnings correlation to real GDP
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Looking at equities… Value could outperform in the short run.

After multiple years of strong outperformance of growth stocks—most notably during the pandemic in 2020—value has begun to recover. The left chart shows that even after a good start to 2021, value appears to remain cheap relative to growth compared to long-term averages. Additionally, value generally tends to outperform growth during periods of above-trend economic activity and rising interest rates.

However, investors would be wise not to abandon growth stocks altogether as the economy is likely to slow down to a much slower pace of economic growth later in 2022 and into 2023, and growth stocks have traditionally outperformed value stocks in a slow economic growth environment.�
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Source: FactSet, Federal Reserve, MSCI, Standard & Poor’s, J.P. Morgan Asset Management. All return values are MSCI Gross Index (official) data. 15-year history 
based on U.S. dollar returns. 15-year return and beta figures are calculated for the time period 12/31/2005 to 12/31/2020. Beta is for monthly returns relative to the 
MSCI AC World Index. Annualized volatility is calculated as the standard deviation of quarterly returns multiplied by the square root of 4. Chart is for illustrative 
purposes only. Please see disclosure page for index definitions. Past performance is not a reliable indicator of current and future results. 
*Sector breakdown includes the following aggregates: Technology (Information Technology) and cyclicals (Consumer Discretionary, Financials, Industrials, Energy 
and Materials). The Internet and direct marketing subsector has been removed from the cyclicals calculation. In our judgement, companies in this space do not yet fit 
into the cyclical category, as they are still in a transitional growth phase and are not being directly impacted by the business cycle. EM North Asia includes China, 
Taiwan and South Korea. EM South Asia includes India, Indonesia, Malaysia, Pakistan, Philippines, Taiwan and Thailand.
Guide to the Markets – U.S. Data are as of September 30, 2021.

Returns

Local USD Local USD Ann. Beta

Regions

U.S. (S&P 500) - 15.9 - 18.4 9.9 0.89
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China -16.4 -16.6 28.3 29.7 11.9 1.12

India 28.9 26.8 18.6 15.9 8.0 1.28

Brazil -7.3 -11.6 4.8 -18.9 4.8 1.51

Russia 30.0 31.9 3.4 -11.6 2.7 1.51
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So far this year, US investors have grown their assets nearly 16%. Those with overseas holdings have seen their overseas profits reduced due to a strengthening dollar. Despite the current scenario, there is value to be had in overseas assets.
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Source: FactSet, MSCI, Standard & Poor’s, Thomson Reuters, J.P. Morgan Asset Management. 
*Cyclical sectors include consumer discretionary, financials, industrials, energy and materials. The Internet and direct marketing subsector has been 
removed from the cyclicals calculation. In our judgement, companies in this space do not yet fit into the cyclical category, as they are still in a 
transitional growth phase and are not being directly impacted by the business cycle. Valuation and earnings charts use MSCI indices for all 
regions/countries, except for the U.S., which is the S&P 500. All indices use IBES aggregate earnings estimates, which may differ from earnings 
estimates used elsewhere in the book. MSCI Europe includes the eurozone as well as countries not in the currency bloc, such as Norway, Sweden, 
Switzerland and the UK (which collectively make up 44% of the overall index). Past performance is not a reliable indicator of current and future 
results. Guide to the Markets – U.S. Data are as of September 30, 2021.
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International stocks offer cyclical and long-term opportunities.
While the expected synchronized global recovery has been delayed, it has not been derailed, and vaccination progress overseas has gained speed with many countries now outpacing the U.S. The global economy is expected to continue to grow above trend over the course of next year and for robust earnings growth to be an important catalyst for international markets. In addition, valuations remain attractive with both emerging market and developed market stocks at some of their cheapest levels relative to the U.S. in the last 20 years. This, along with a global post-pandemic economic rebound, lower trade tensions and the prospect of a lower dollar in the long run argue for a greater allocation to international equities, with a particular focus on East Asia and Europe.�
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Source: Compustat, FactSet, Standard & Poor’s, J.P. Morgan Asset Management. 
Guide to the Markets – U.S. Data are as of September 30, 2021.

S&P 500 valuation dispersion
Valuation dispersion between the 20th and 80th percentile of S&P 500 stocks
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S&P valuation dispersions points to active management.
This slide shows S&P valuation dispersion over the last 25 years, illustrating a widening valuation gap between the most and least favored stocks in the index. The current S&P 500 valuation spread is markedly higher than the 25-year average – this wide dispersion in valuations points to an opportunity for active management.
The U.S. economy has had a bumpier recovery than expected but is still on strong footing as we enter the fourth quarter, and further progress on the pandemic at home and abroad will continue to be a tailwind for the global economic recovery. Given the substantial growth markets have had thus far in the economic cycle, investors would be wise to focus on fundamentals and maintain a somewhat diversified stance as we move forward to a, hopefully, better 2022.  �



11

Source: FactSet, Standard & Poor’s, J.P. Morgan Asset Management.
The top 10 S&P 500 companies are based on the 10 largest index constituents at the beginning of each month. The weight of each of these 
companies is revised monthly. As of 9/30/21, the top 10 companies in the index were AAPL (6.1%), MSFT (5.8%), AMZN (3.9%), FB (2.2%), GOOGL 
(2.2%), GOOG (2.1%), TSLA (1.7%), BRK.B (1.4%), NVDA (1.4%),  JPM (1.3%), and JNJ (1.2%). The remaining stocks represent the rest of the 494 
companies in the S&P 500.
Guide to the Markets – U.S. Data are as of September 30, 2021.

P/E ratio of the top 10 and remaining stocks in the S&P 500 Weight of the top 10 stocks in the S&P 500
Next 12 months % of market capitalization of the S&P 500

Earnings contribution of the top 10 in the S&P 500
Based on last 12 months' earnings
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Another way to look at the valuation dispersion in the S&P 500… The top 2% of stocks are nearly a third of the market capitalization of the index, over a quarter of all earnings, and are pulling up the overall PE ratio. There is room here for active managers to diversify portfolios among more attractive holdings in this environment.�
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Source: FactSet, Standard & Poor’s, J.P. Morgan Asset Management.
Returns are based on price index only and do not include dividends. Intra-year drops refers to the largest market drops from a peak to a trough 
during the year. For illustrative purposes only. Returns shown are calendar year returns from 1980 to 2020, over which time period the average 
annual return was 9.0%.
Guide to the Markets – U.S. Data are as of September 30, 2021.
.

S&P 500 intra-year declines vs. calendar year returns
Despite average intra-year drops of 14.3%, annual returns were positive in 31 of 41 years
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On this slide the red dots show how far the S&P 500 fell in a particular year. The bar shows where the index finished the year.
Through the last 41 years, the average intra-year drop in the S&P 500 has been over 14%. This means the average investor should expect to see their portfolio down about 14% or more during any given year. The positive returns over this time have been made by staying consistent through difficult markets. Three-fourths of the time, the market finished positive despite the intra-year troughs. Patience has been key.
Last continued the theme… selling into a panic didn’t prevent greater losses… it prevented future returns. Those with the stomach to be patient during the worst of last year, saw a calendar year gain of 16%. The trend is continuing this year as pandemic restrictions are eased and economic activity grows.�



64

Source: Barclays, Bloomberg, FactSet, Standard & Poor’s, J.P. Morgan Asset Management; (Bottom) Dalbar Inc, MSCI, NAREIT, Russell. 
Indices used are as follows: REITs: NAREIT Equity REIT Index, Small Cap: Russell 2000, EM Equity: MSCI EM, DM Equity: MSCI EAFE, 
Commodity: Bloomberg Commodity Index, High Yield: Bloomberg Barclays Global HY Index, Bonds: Bloomberg Barclays U.S. Aggregate Index, 
Homes: median sale price of existing single-family homes, Cash: Bloomberg Barclays 1-3m Treasury, Inflation: CPI. 60/40: A balanced portfolio with 
60% invested in S&P 500 Index and 40% invested in high-quality U.S. fixed income, represented by the Bloomberg Barclays U.S. Aggregate Index. 
The portfolio is rebalanced annually. Average asset allocation investor return is based on an analysis by Dalbar Inc., which utilizes the net of 
aggregate mutual fund sales, redemptions and exchanges each month as a measure of investor behavior. 
Guide to the Markets – U.S. Data are as of September 30, 2021.

Portfolio returns: Equities vs. equity and fixed income blend
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Source: Bankrate.com, BLS, FactSet, Federal Reserve System, J.P. Morgan Asset Management, 
*Savings account is based on the national average annual percentage rate (APR) on money market accounts from Bankrate.com from 2010 onward. 
Prior to 2010, money market yield is based on taxable money market funds return data from the Federal Reserve. Annual income is for illustrative 
purposes and is calculated based on the average money market yield during each year and $100,000 invested. Current inflation is based on August 
2021 Core CPI, education inflation and medical care inflation. Current savings account is based on the September 2021 national average annual 
percentage rate (APR) on money market accounts. Past performance is not indicative of comparable future results. 
Guide to the Markets – U.S. Data are as of September 30, 2021.
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We should all have cash available in an emergency fund. Depending on your financial situation, that fund should be a minimum of 3 months of expenses up to 12 months or more… depending on comfort level. Those sitting on too much cash out of fear of market volatility are missing an important part of their overall financial plan. Cash accounts have not kept pace with inflation for well over a decade.
The emergency fund is an essential part of the financial plan… too much in cash is a hindrance to the plan.
This is where financial planning shows its true value… in helping people make wise decisions with their asset allocation to meet plan goals. No plan is sufficient if it doesn’t include financial assets to meet expectations.
I am always happy to review individual circumstances and answer questions.�
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All indexes are unmanaged and an individual cannot invest directly in an index. Index returns do not 
include fees or expenses.
Equities:
The Dow Jones Industrial Average is a price-weighted average of 30 actively traded blue-chip U.S. stocks.
The MSCI ACWI (All Country World Index) is a free float-adjusted market capitalization weighted index that 
is designed to measure the equity market performance of developed and emerging markets. 
The MSCI EAFE Index (Europe, Australasia, Far East) is a free float-adjusted market capitalization index 
that is designed to measure the equity market performance of developed markets, excluding the US & Canada.
The MSCI Emerging Markets Index is a free float-adjusted market capitalization index that is designed to 
measure equity market performance in the global emerging markets.
The MSCI Europe Index is a free float-adjusted market capitalization index that is designed to measure 
developed market equity performance in Europe.
The MSCI Pacific Index is a free float-adjusted market capitalization index that is designed to measure equity 
market performance in the Pacific region.
The Russell 1000 Index® measures the performance of the 1,000 largest companies in the Russell 3000. 
The Russell 1000 Growth Index® measures the performance of those Russell 1000 companies with higher 
price-to-book ratios and higher forecasted growth values. 
The Russell 1000 Value Index® measures the performance of those Russell 1000 companies with lower 
price-to-book ratios and lower forecasted growth values.
The Russell 2000 Index® measures the performance of the 2,000 smallest companies in the Russell 3000 
Index.
The Russell 2000 Growth Index® measures the performance of those Russell 2000 companies with higher 
price-to-book ratios and higher forecasted growth values. 
The Russell 2000 Value Index® measures the performance of those Russell 2000 companies with lower 
price-to-book ratios and lower forecasted growth values. 
The Russell 3000 Index®  measures the performance of the 3,000 largest U.S. companies based on total 
market capitalization. 
The Russell Midcap Index® measures the performance of the 800 smallest companies in the Russell 1000 
Index.
The Russell Midcap Growth Index ® measures the performance of those Russell Midcap companies with 
higher price-to-book ratios and higher forecasted growth values. The stocks are also members of the Russell 
1000 Growth index. 
The Russell Midcap Value Index ® measures the performance of those Russell Midcap companies with lower 
price-to-book ratios and lower forecasted growth values. The stocks are also members of the Russell 1000 
Value index.
The S&P 500 Index is widely regarded as the best single gauge of the U.S. equities market. The index 
includes a representative sample of 500 leading companies in leading industries of the U.S. economy. The 
S&P 500 Index focuses on the large-cap segment of the market; however, since it includes a significant portion 
of the total value of the market, it also represents the market. 

Fixed income:
The Bloomberg Barclays 1-3 Month U.S. Treasury Bill Index includes all publicly issued zero-coupon US 
Treasury Bills that have a remaining maturity of less than 3 months and more than 1 month, are rated 
investment grade, and have $250 million or more of outstanding face value. In addition, the securities must be 
denominated in U.S. dollars and must be fixed rate and non convertible.
The Bloomberg Barclays Global High Yield Index is a multi-currency flagship measure of the global high 
yield debt market. The index represents the union of the US High Yield, the Pan-European High Yield, and 
Emerging Markets (EM) Hard Currency High Yield Indices. The high yield and emerging markets sub-
components are mutually exclusive. Until January 1, 2011, the index also included CMBS high yield securities. 
The Bloomberg Barclays Municipal Index: consists of a broad selection of investment- grade general 
obligation and revenue bonds of maturities ranging from one year to 30 years. It is an unmanaged index 
representative of the tax-exempt bond market.
The Bloomberg Barclays US Dollar Floating Rate Note (FRN) Index provides a measure of the U.S. dollar 
denominated floating rate note market.
The Bloomberg Barclays US Corporate Investment Grade Index is an unmanaged index consisting of 
publicly issued US Corporate and specified foreign debentures and secured notes that are rated investment 
grade (Baa3/BBB or higher) by at least two ratings agencies, have at least one year to final maturity and have 
at least $250 million par amount outstanding. To qualify, bonds must be SEC-registered.
The Bloomberg Barclays US High Yield Index covers the universe of fixed rate, non-investment grade debt. 
Eurobonds and debt issues from countries designated as emerging markets (sovereign rating of 
Baa1/BBB+/BBB+ and below using the middle of Moody’s, S&P, and Fitch) are excluded, but Canadian and 
global bonds (SEC registered) of issuers in non-EMG countries are included.
The Bloomberg Barclays US Mortgage Backed Securities Index is an unmanaged index that measures the 
performance of investment grade fixed-rate mortgage backed pass-through securities of GNMA, FNMA and 
FHLMC.
The Bloomberg Barclays US TIPS Index consists of Inflation-Protection securities issued by the U.S. 
Treasury.
The J.P. Morgan Emerging Market Bond Global Index (EMBI) includes U.S. dollar denominated Brady 
bonds, Eurobonds, traded loans and local market debt instruments issued by sovereign and quasi-sovereign 
entities.
The J.P. Morgan Domestic High Yield Index is designed to mirror the investable universe of the U.S. dollar 
domestic high yield corporate debt market.  
The J.P. Morgan Corporate Emerging Markets Bond Index Broad Diversified (CEMBI Broad Diversified)
is an expansion of the J.P. Morgan Corporate Emerging Markets Bond Index (CEMBI). The CEMBI is a 
market capitalization weighted index consisting of U.S. dollar denominated emerging market corporate bonds. 
The J.P. Morgan Emerging Markets Bond Index Global Diversified (EMBI Global Diversified) tracks total 
returns for U.S. dollar-denominated debt instruments issued by emerging market sovereign and quasi-
sovereign entities: Brady bonds, loans, Eurobonds. The index limits the exposure of some of the larger 
countries.
The J.P. Morgan GBI EM Global Diversified tracks the performance of local currency debt issued by 
emerging market governments, whose debt is accessible by most of the international investor base.
The U.S. Treasury Index is a component of the U.S. Government index. 

�25

CAPITAL MARKETS REVIEW
4Q21

Patrick Yanke
The disclosure charts can be a bit of an eye-chart and hard to absorb in this setting.  My presentation will be posted to my website where you can review these at your leisure.
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All indexes are unmanaged and an individual cannot invest directly in an index. Index returns do not 
include fees or expenses.
Equities:
The Dow Jones Industrial Average is a price-weighted average of 30 actively traded blue-chip U.S. stocks.
The MSCI ACWI (All Country World Index) is a free float-adjusted market capitalization weighted index that 
is designed to measure the equity market performance of developed and emerging markets. 
The MSCI EAFE Index (Europe, Australasia, Far East) is a free float-adjusted market capitalization index 
that is designed to measure the equity market performance of developed markets, excluding the US & Canada.
The MSCI Emerging Markets Index is a free float-adjusted market capitalization index that is designed to 
measure equity market performance in the global emerging markets.
The MSCI Europe Index is a free float-adjusted market capitalization index that is designed to measure 
developed market equity performance in Europe.
The MSCI Pacific Index is a free float-adjusted market capitalization index that is designed to measure equity 
market performance in the Pacific region.
The Russell 1000 Index® measures the performance of the 1,000 largest companies in the Russell 3000. 
The Russell 1000 Growth Index® measures the performance of those Russell 1000 companies with higher 
price-to-book ratios and higher forecasted growth values. 
The Russell 1000 Value Index® measures the performance of those Russell 1000 companies with lower 
price-to-book ratios and lower forecasted growth values.
The Russell 2000 Index® measures the performance of the 2,000 smallest companies in the Russell 3000 
Index.
The Russell 2000 Growth Index® measures the performance of those Russell 2000 companies with higher 
price-to-book ratios and higher forecasted growth values. 
The Russell 2000 Value Index® measures the performance of those Russell 2000 companies with lower 
price-to-book ratios and lower forecasted growth values. 
The Russell 3000 Index®  measures the performance of the 3,000 largest U.S. companies based on total 
market capitalization. 
The Russell Midcap Index® measures the performance of the 800 smallest companies in the Russell 1000 
Index.
The Russell Midcap Growth Index ® measures the performance of those Russell Midcap companies with 
higher price-to-book ratios and higher forecasted growth values. The stocks are also members of the Russell 
1000 Growth index. 
The Russell Midcap Value Index ® measures the performance of those Russell Midcap companies with lower 
price-to-book ratios and lower forecasted growth values. The stocks are also members of the Russell 1000 
Value index.
The S&P 500 Index is widely regarded as the best single gauge of the U.S. equities market. The index 
includes a representative sample of 500 leading companies in leading industries of the U.S. economy. The 
S&P 500 Index focuses on the large-cap segment of the market; however, since it includes a significant portion 
of the total value of the market, it also represents the market. 

Fixed income:
The Bloomberg Barclays 1-3 Month U.S. Treasury Bill Index includes all publicly issued zero-coupon US 
Treasury Bills that have a remaining maturity of less than 3 months and more than 1 month, are rated 
investment grade, and have $250 million or more of outstanding face value. In addition, the securities must be 
denominated in U.S. dollars and must be fixed rate and non convertible.
The Bloomberg Barclays Global High Yield Index is a multi-currency flagship measure of the global high 
yield debt market. The index represents the union of the US High Yield, the Pan-European High Yield, and 
Emerging Markets (EM) Hard Currency High Yield Indices. The high yield and emerging markets sub-
components are mutually exclusive. Until January 1, 2011, the index also included CMBS high yield securities. 
The Bloomberg Barclays Municipal Index: consists of a broad selection of investment- grade general 
obligation and revenue bonds of maturities ranging from one year to 30 years. It is an unmanaged index 
representative of the tax-exempt bond market.
The Bloomberg Barclays US Dollar Floating Rate Note (FRN) Index provides a measure of the U.S. dollar 
denominated floating rate note market.
The Bloomberg Barclays US Corporate Investment Grade Index is an unmanaged index consisting of 
publicly issued US Corporate and specified foreign debentures and secured notes that are rated investment 
grade (Baa3/BBB or higher) by at least two ratings agencies, have at least one year to final maturity and have 
at least $250 million par amount outstanding. To qualify, bonds must be SEC-registered.
The Bloomberg Barclays US High Yield Index covers the universe of fixed rate, non-investment grade debt. 
Eurobonds and debt issues from countries designated as emerging markets (sovereign rating of 
Baa1/BBB+/BBB+ and below using the middle of Moody’s, S&P, and Fitch) are excluded, but Canadian and 
global bonds (SEC registered) of issuers in non-EMG countries are included.
The Bloomberg Barclays US Mortgage Backed Securities Index is an unmanaged index that measures the 
performance of investment grade fixed-rate mortgage backed pass-through securities of GNMA, FNMA and 
FHLMC.
The Bloomberg Barclays US TIPS Index consists of Inflation-Protection securities issued by the U.S. 
Treasury.
The J.P. Morgan Emerging Market Bond Global Index (EMBI) includes U.S. dollar denominated Brady 
bonds, Eurobonds, traded loans and local market debt instruments issued by sovereign and quasi-sovereign 
entities.
The J.P. Morgan Domestic High Yield Index is designed to mirror the investable universe of the U.S. dollar 
domestic high yield corporate debt market.  
The J.P. Morgan Corporate Emerging Markets Bond Index Broad Diversified (CEMBI Broad Diversified)
is an expansion of the J.P. Morgan Corporate Emerging Markets Bond Index (CEMBI). The CEMBI is a 
market capitalization weighted index consisting of U.S. dollar denominated emerging market corporate bonds. 
The J.P. Morgan Emerging Markets Bond Index Global Diversified (EMBI Global Diversified) tracks total 
returns for U.S. dollar-denominated debt instruments issued by emerging market sovereign and quasi-
sovereign entities: Brady bonds, loans, Eurobonds. The index limits the exposure of some of the larger 
countries.
The J.P. Morgan GBI EM Global Diversified tracks the performance of local currency debt issued by 
emerging market governments, whose debt is accessible by most of the international investor base.
The U.S. Treasury Index is a component of the U.S. Government index. 
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All indexes are unmanaged and an individual cannot invest directly in an index. Index returns do not 
include fees or expenses.
Equities:
The Dow Jones Industrial Average is a price-weighted average of 30 actively traded blue-chip U.S. stocks.
The MSCI ACWI (All Country World Index) is a free float-adjusted market capitalization weighted index that 
is designed to measure the equity market performance of developed and emerging markets. 
The MSCI EAFE Index (Europe, Australasia, Far East) is a free float-adjusted market capitalization index 
that is designed to measure the equity market performance of developed markets, excluding the US & Canada.
The MSCI Emerging Markets Index is a free float-adjusted market capitalization index that is designed to 
measure equity market performance in the global emerging markets.
The MSCI Europe Index is a free float-adjusted market capitalization index that is designed to measure 
developed market equity performance in Europe.
The MSCI Pacific Index is a free float-adjusted market capitalization index that is designed to measure equity 
market performance in the Pacific region.
The Russell 1000 Index® measures the performance of the 1,000 largest companies in the Russell 3000. 
The Russell 1000 Growth Index® measures the performance of those Russell 1000 companies with higher 
price-to-book ratios and higher forecasted growth values. 
The Russell 1000 Value Index® measures the performance of those Russell 1000 companies with lower 
price-to-book ratios and lower forecasted growth values.
The Russell 2000 Index® measures the performance of the 2,000 smallest companies in the Russell 3000 
Index.
The Russell 2000 Growth Index® measures the performance of those Russell 2000 companies with higher 
price-to-book ratios and higher forecasted growth values. 
The Russell 2000 Value Index® measures the performance of those Russell 2000 companies with lower 
price-to-book ratios and lower forecasted growth values. 
The Russell 3000 Index®  measures the performance of the 3,000 largest U.S. companies based on total 
market capitalization. 
The Russell Midcap Index® measures the performance of the 800 smallest companies in the Russell 1000 
Index.
The Russell Midcap Growth Index ® measures the performance of those Russell Midcap companies with 
higher price-to-book ratios and higher forecasted growth values. The stocks are also members of the Russell 
1000 Growth index. 
The Russell Midcap Value Index ® measures the performance of those Russell Midcap companies with lower 
price-to-book ratios and lower forecasted growth values. The stocks are also members of the Russell 1000 
Value index.
The S&P 500 Index is widely regarded as the best single gauge of the U.S. equities market. The index 
includes a representative sample of 500 leading companies in leading industries of the U.S. economy. The 
S&P 500 Index focuses on the large-cap segment of the market; however, since it includes a significant portion 
of the total value of the market, it also represents the market. 

Fixed income:
The Bloomberg Barclays 1-3 Month U.S. Treasury Bill Index includes all publicly issued zero-coupon US 
Treasury Bills that have a remaining maturity of less than 3 months and more than 1 month, are rated 
investment grade, and have $250 million or more of outstanding face value. In addition, the securities must be 
denominated in U.S. dollars and must be fixed rate and non convertible.
The Bloomberg Barclays Global High Yield Index is a multi-currency flagship measure of the global high 
yield debt market. The index represents the union of the US High Yield, the Pan-European High Yield, and 
Emerging Markets (EM) Hard Currency High Yield Indices. The high yield and emerging markets sub-
components are mutually exclusive. Until January 1, 2011, the index also included CMBS high yield securities. 
The Bloomberg Barclays Municipal Index: consists of a broad selection of investment- grade general 
obligation and revenue bonds of maturities ranging from one year to 30 years. It is an unmanaged index 
representative of the tax-exempt bond market.
The Bloomberg Barclays US Dollar Floating Rate Note (FRN) Index provides a measure of the U.S. dollar 
denominated floating rate note market.
The Bloomberg Barclays US Corporate Investment Grade Index is an unmanaged index consisting of 
publicly issued US Corporate and specified foreign debentures and secured notes that are rated investment 
grade (Baa3/BBB or higher) by at least two ratings agencies, have at least one year to final maturity and have 
at least $250 million par amount outstanding. To qualify, bonds must be SEC-registered.
The Bloomberg Barclays US High Yield Index covers the universe of fixed rate, non-investment grade debt. 
Eurobonds and debt issues from countries designated as emerging markets (sovereign rating of 
Baa1/BBB+/BBB+ and below using the middle of Moody’s, S&P, and Fitch) are excluded, but Canadian and 
global bonds (SEC registered) of issuers in non-EMG countries are included.
The Bloomberg Barclays US Mortgage Backed Securities Index is an unmanaged index that measures the 
performance of investment grade fixed-rate mortgage backed pass-through securities of GNMA, FNMA and 
FHLMC.
The Bloomberg Barclays US TIPS Index consists of Inflation-Protection securities issued by the U.S. 
Treasury.
The J.P. Morgan Emerging Market Bond Global Index (EMBI) includes U.S. dollar denominated Brady 
bonds, Eurobonds, traded loans and local market debt instruments issued by sovereign and quasi-sovereign 
entities.
The J.P. Morgan Domestic High Yield Index is designed to mirror the investable universe of the U.S. dollar 
domestic high yield corporate debt market.  
The J.P. Morgan Corporate Emerging Markets Bond Index Broad Diversified (CEMBI Broad Diversified)
is an expansion of the J.P. Morgan Corporate Emerging Markets Bond Index (CEMBI). The CEMBI is a 
market capitalization weighted index consisting of U.S. dollar denominated emerging market corporate bonds. 
The J.P. Morgan Emerging Markets Bond Index Global Diversified (EMBI Global Diversified) tracks total 
returns for U.S. dollar-denominated debt instruments issued by emerging market sovereign and quasi-
sovereign entities: Brady bonds, loans, Eurobonds. The index limits the exposure of some of the larger 
countries.
The J.P. Morgan GBI EM Global Diversified tracks the performance of local currency debt issued by 
emerging market governments, whose debt is accessible by most of the international investor base.
The U.S. Treasury Index is a component of the U.S. Government index. 
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Bear in mind that financial planning isn’t done in presentations. It’s a personal conversation on specific financial needs and goals. The information here is generic for the average investor. It’s up to each investor to apply the information to their own situation.

If you know of organizations that would benefit from this presentation, please spread the word.

This concludes the recorded portion the presentation.

I welcome your questions now or by phone or email later.�


