
2021 August Market Update 

In our June Market Outlook, I was more bullish. We remain bullish, but the outlook has clouded 

due to the covid delta variant and the crisis in Afghanistan. As I've written many times, the 

economy and markets depend on the covid pandemic's outlook. 

Covid and Afghanistan have headed to the front of investor concerns. The most challenging 

aspect of investing is no one can predict the future. I try to buy when stocks are undervalued and 

pay a good dividend that grows. 

Covid Delta Variant 

Unfortunately, the covid delta variant is clouding the outlook for the global and U.S. economy. 

Not so much for the markets; they seem to be chugging along (more on this in the bullish 

section). 

There seems to be a few outlooks regarding covid: 

1. Dr. Fauci and the ever-present Dr. Gottlieb both believe that we still have a chance of 

beating covid. 

Dr. Gottlieb believes that we may follow England as their covid delta infections look like they 

are peaking. He also believes that we have enough people that are vaccinated or because millions 

have had covid and have the anti-bodies needed to beat covid  

Dr. Fauci believes IF we can get to 70% to 80% vaccinations, we could beat covid by next 

spring. 

This scenario would be the best outcome for the economy and markets.  

2. There have been several articles in the financial press about the belief that covid will be 

with us for some time, and we will have to learn to live with it.  

 

This scenario would probably mean a slower growth economy and lower returns for the 

markets. 

 

3. The virus continues to mutate, and the mutations are more contagious and deadly. If this 

happens and the global economy contracts again, it will be more difficult to provide more 

stimulus, aid, support because of our enormous deficits and debts in the U.S. and across 

the globe. 

This scenario would be the worst outcome. A double-dip recession and bear market under this 

scenario is possible.  

 

 

 



 

There is one positive trend; vaccinations are going up: 

 

Afghanistan 

A few bombs have gone off in Kabul by the airport, and about a dozen service members have 

been killed.  

The U.S. has been mired in conflicts in the Middle East for about 50 years. As Al Pacino said in 

The Godfather, "Just when I thought I was out, they pull me back in."  

The Muslim extremists usually use our occupation and our fight with Muslims in the Middle 

East as a recruiting tool that leads to insurgencies and more trouble. Hopefully, as we continue to 

pull out of the Middle East, this will lead to fewer Islamic extremists that we will fight.  

Afghanistan and the recent U.S. deaths will cause more uncertainty for the U.S. economy. The 

market seems to be overlooking the conflict as it has been doing most problems facing the U.S. 

Bullish Case 

• Central banks around the world have provided plenty of liquidity to the global economy. 

 

• Last year we started a new economic and market cycle. The average market cycle return 

is about 160%. Most market cycles last about five to six years. The economy is close to 

$20 trillion, so this means our huge economy will probably grow slower than in past 

cycles. The good news is the economic and market cycle may last longer because of the 

slower pace. 



The chart below shows the returns for each cycle going back to 1942:

 

Since S & Ps bottom made last March, the market is up about 100%. The strongest gains are 

typically made at the start of the bull market cycle. There is probably more upside for this market 

cycle. 

• TINA – There Is No Alternative. Currently, investors believe stocks are better 

investments than gold, cryptocurrencies even real estate. 

 

• FOMO – Fear Of Missing Out. Investors don't want to miss out on the new market cycle. 

 

• Earnings have been strong, and the 2nd quarter had earnings growth of around 90%. The 

momentum of earnings growth is expected to continue at least into next year. 

 

• Growth is above average. Earnings growth is expected to be about 6% this year, the most 

since 2014.  

 



 
 

• Financial Planners, 401ks do little selling. I've written many times about these two 

market participants, and both control trillions of dollars. Usually, they don't sell but 

rebalance. The action of these two participants is a relatively new phenomenon that I've 

monitored for about the last five years.  

 

• Another behavior of market participants has been that they consistently buy on pullbacks. 

 

Both phenomena (key participants don't sell and participants buy on pullbacks) have kept 

the markets resilient compared to past market cycles. This phenomenon is true despite the 

many headwinds (health and financial crisis, trade wars, conflicts with China, fears of 

rising inflation, and interest rates) the markets have faced. 

 

If these trends continue, we should feel relatively comfortable starting this economic and 

market cycle. 

 

See Technical, Price Analysis section. 

 

• Markets have been making new highs, and this can continue. I've written about the new 

highs' phenomenon several times. If you would like explanations of new highs and why 

they can continue, email me. 

 

• Stock buybacks are making a comeback in 2021 

Bearish Case 

Since my last market update, the market remains expensive, and new risks have developed. 

 

 



• It seemed a few months ago; it looked like we would beat covid. Unfortunately, we see 

surges in infections, and it's clouding the outlook for the economy and markets. We are 

seeing some signs of the economy, slowing probably due to the surge in infections. There 

could be more. I listed above are three possible scenarios. 

 

• The U.S. has been dealing with conflicts and wars in the Middle East since the 1970s, 

about 50 years. The uncertainty caused by these conflicts has been bad for the markets. 

The wars ( Gulf War I, Gulf War II) have caused recessions and bear markets. 

Afghanistan is causing some uncertainty, but we will have fewer troops fighting Islamist 

extremists and will only have troops with allies in the region after we leave.  

 

• We are seeing inflation rise caused by the reopening of the economy, supply chain issues, 

and labor shortages are leading to higher input costs. I wrote about whether inflation 

would be transitory or sustained. Send me an email if you would like this report. I 

basically agree with the Fed that the current inflation trends are probably transitory. 

 

• The markets are expensive. Even though earnings have had strong growth, the markets 

remain expensive. See the valuation section below. 

 

• The Fed is talking about "tapering" its purchases of government securities. Tapering 

makes sense since the Fed balance sheet has doubled since covid started. 

 

The last time the Fed started "tapering" its purchases of government securities at the end of 2013, 

the markets became more volatile, and the bull market slowed. See chart in Technical/Price 

Analysis section below. 

• If covid gets worse, it will be hard to issue more aid and support to families and workers 

impacted by covid. 

 

• For the last few years, we've seen some severe cyberattacks against U.S. public and 

private organizations. We have many sanctions against Russia, China, Iran, North Korea, 



Venezuela, and these countries are believed to be behind these attacks. We need to 

negotiate with these countries our issues with them, and then we could lift sanctions, and 

maybe the cyberattacks would diminish. 

 

• We are seeing a slowing of the economic expansion due to some of the factors listed 

above. I will issue my 3rd Economic Update by the end of September. 

 

• High debt at national, local, state levels, and with corporations, many families could be 

headwinds later in this economic cycle.  

 

• Lawmakers have to raise the debt ceiling soon. If they don’t, we could have a 

government shutdown, or the rating agencies could lower our debt rating – or both. 

 

• The Supreme Court blocked the eviction moratorium. This could lead to more 

homelessness for many families and individuals. Big apartment ETFs have started 

evictions for their properties.  

 

• Gray and black swan events (unknown or low probability events with high economic 

impact). This includes: climate change events, energy disruptions, cyberattacks, covid 

gets worse… 

Valuations 

The historical long-term average for the P/E is around 16. Below is an image that shows the P/E 

of the major markets  

 



The P/E for the major markets is significantly above the historical average. They are better than 

last year, but earnings were bad, so the P/E rose. This year's earnings have been great, bringing 

down P/Es, but they are still high.  

There is a chance that earnings can continue to grow, and value can catch up with the price. It's 

still early in the cycle. 

Earnings estimates have been rising, and at this point, the 2022 S & P consensus earnings 

estimate is 220. 

If we use a high market multiple of 20, the S & P value would be about 4,400. Currently, the S & 

P is about 4,470. The market is fairly valued for next year. 

If interest rates rise, the market multiple could contract to 17, the value for next year would be 

about 3,740. The market is overvalued using the average historical P/E. 

There is inflation in stock and bond prices.  

Bond yields should reflect inflation and duration and issuer risk. Currently, inflation is over 3%, 

but the 10-year yield is about 1.3% and does not reflect inflation and duration risk. If rates and 

valuation ever return to normal, there is downside risk for stocks and bonds.   

Technical/Price Analysis 

The markets have been overvalued for about the last five years. When the markets are 

overvalued, technical analysis could be more helpful in discerning the prospects for the markets 

and can help you make trading and investment decisions. 

Growth Versus Value 

There has been a rotation in the markets between growth and value: 

 

Let's review the chart: 



• The candlestick chart is the bank index, KBWB, and it represents undervalued banking 

stocks. The index has a P/E of about 10. The yield is about 2%. 

 

• The gold chart is the NASDAQ, and it has more growth stocks. The P/E is about 30, and 

the yield is about .6%. 

 

• At the beginning of the year, undervalued stocks outperformed growth stocks but peaked 

around June. Prices have been going sideways since June. 

 

• NASDAQ and most growth stocks have done the opposite of value stocks. At the 

beginning of the year, they went sideways. The NASDAQ has been making new highs 

since June. 

The market cycle is young. Investors should have both value and growth stocks. If you're a 

younger person, then you should have more growth. My clients and I are older and own more 

value and dividend-paying stocks.  

Market Seasonality 

The markets are seasonal. The image below shows the returns and volatility for the markets for 

each month: 

 

Notice that September and October have lower returns and higher volatility.  

November thru January have above average monthly returns. 

 



Here are two charts that show the seasonality: 

 

The first S & P chart is for the years 2017 to 2021. The bottom chart is from 2012 to 2016. 



The charts show that the markets usually bottom before November and peak around May, and 

then we normally get a summer rally, then usually profit taking occurs in September.  

I explained this when I wrote about the "sell in May and go away" strategy. The market is 

forward-looking, so if the following year is expected to be bullish, then you need to be invested 

by November of the previous year.  By May, the market has priced in the bullishness and 

forecasts for the year. 

Longer-Term 

Below is a long-term chart of the S & P: 

 

Let's analyze the above chart: 

• The last bull market cycle started in 2009. As mentioned in the bearish section, tapering 

caused the market to slow in 2014. Earnings stalled from 2014 to 2016, so the markets 

went sideways. 

 

• President Trump got elected, so the markets were encouraged by a billionaire 

businessman running the country. His primary focus for the economy was tax cuts, 

cutting regulations, and dealing with China. Our conflicts with China and the market's 

overvaluation caused the markets to essentially go sideways. The market had a hard time 

staying above 3000 from 2018 to mid-2020. 

 

• Covid and the economic shutdown caused a brief bear market (down more than 20%) and 

a recession. All the Fed and lawmakers' aid, support, and stimulus caused the markets and 

economy to recover. We are no longer in a recession or bear market. 

 



• The market's trend has accelerated and is normal at the start of a new economic and 

market cycle. Investors like me use these markets to load up for the next economic and 

bull market cycle.  

 

• Will the market peak with the current bullish move and then trade sideways? 

PROBABLY.  

Psychology of the Market 

The list of concerns for the economy and markets have grown: 

• The delta variant 

• Inflation 

• Afghanistan 

• Growth versus value 

• Tapering, the slowing/reversing the growth of the Fed's balance sheet 

Most investors and money managers are thinking long-term as the economic and market cycle 

are young. 

Summary and Conclusion 

• The delta variant is clouding the outlook for the economy and could prolong the global 

economic and health crisis. 

 

• The crisis in Afghanistan could cause more uncertainty for the economy. 

 

• We have some inflation. Will it be persistent or transitory? No one can predict the future, 

so we must watch the Fed, inflation, and credit markets/interest rates. I agree with the Fed 

that it will probably be transitory. 

 

• Analysts and investors expect good economic and earnings growth for 2022, and the 

recovery and bull market should continue. 

 

• Because the markets have been overvalued for several years, technical/price analysis 

could be more helpful in making investment, trading decisions. The markets are seeing 

new highs. I have written about new highs many times- once new highs are made, new 

highs can continue to be made because sellers/supply diminish. 

 

Also, since the economy and earnings growth are expected to continue next year, it may 

be a good idea to be fully invested by November. Historically, November to January are 

usually the strongest months of the year. 

I will have my Economic Outlook in mid to late September. 

 


