Q3 2021

Risk Matters. Defense Matters. Discipline Matters.
WHAT HAPPENED:
THIRD QUARTER 2021

The U.S. economy has now fully recovered from
the short but sharp COVID-19 recession last year,
as second quarter real GDP hit an all-time high.
More than 17 million jobs have been regained
since employment levels bottomed in April 2020.
And companies are looking to hire 10 million more
workers to fill open jobs. This isn’t just an all-time high
number of open jobs, but it’s actually more than the
number of unemployed workers. The stock market
had one of its best earnings seasons ever, as second
quarter S&P 500 earnings grew 90% year-over-year
with almost 90% of companies beating estimates.

Despite all of this “good” news, consumers and
financial markets don’t seem to be very happy.
Citi’s Economic Surprise Index measures the degree
to which new economic releases are beating or
missing estimates. Economists and analysts lowered
their expectations in early 2020 so much that most
new reports beat expectations. But recently, new
economic releases have come in below expectations
on average. The most recent example of this is the
September employment report, where job growth
of about 200,000 for the month fell well short of
expectations of a gain of 500,000.

Data Source: Trust IAG, FactSet
Past performance does not guarantee future results.

Consumer Sentiment has also fallen significantly and
is near the lows of last year. The rise of the Delta
variant, which has prevented a complete economic

and social recovery from COVID-19, is likely behind
much of the recent weakness in both economic
reports and consumers’ views of the future.
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WHAT HAPPENED: THIRD QUARTER 2021 (continued)

Source: University of Michigan

As we wrote last quarter, global supply chains have
not fully healed, which has led to a surge in inflation.
Unfortunately, this is still true today and may be
getting worse. As an example, new cars are in short
supply, but Toyota cut its production by 40% due to
continuing semiconductor chip shortages. A shortfall
in the number of shipping containers, container
ships, and trucks to distribute containers from ports
are leading to continued shortages of many goods.
Economic reports are likely to remain mixed in the
next months until supply chains begin to recover.
While the third quarter earnings season has just
started, supply chain disruptions and costs are the
negative factor most often cited by companies.

Finally, the U.S. Federal Reserve (the “Fed”) has
provided strong support to both the economy and
financial markets with continuing purchases of U.S.
Treasuries and mortgages, while keeping the Federal
Funds rate close to zero. The Fed’s guidance on this
support changed significantly over the summer.
Many market commentators now expect the Fed to
begin reducing its bond purchases before year-end.
And Fed members’ most recent forecasts suggest at
least one Fed Fund increase next year and continued
increases in 2023. The Fed’s changing views have
likely contributed to the recent market volatility
we’ve seen.

WHAT WE ARE OBSERVING:
INVESTMENT COMMENTARY

As described above, global financial markets faced
some disappointing economic conditions in the third
quarter after a strong recovery in the past year.

corporate bonds, losses in municipal bonds and
intermediate-term Treasuries, and flat results for
the Bloomberg Barclays U.S. Aggregate Bond Index.
Commodities were stand-out performers in the third
quarter as shortages of both oil and natural gas led
to strong gains.

Fortunately, at Ocean Park, such fundamentals do not
affect our asset allocation decisions or when we buy
or sell holdings – we simply react with our long-proven
disciplines to actual reversals in price trends, checking The 10-year Treasury yield fell in the first half of the
quarter but moved up to close slightly higher at
every holding in our managed accounts daily.
1.52%. Both investment grade and below investment
Financial markets weakened in the third quarter, with
grade corporate credit spreads rose slightly during
mixed results in U.S. equities and losses in most nonthe quarter, while remaining historically low.
U.S. equities. Fixed income markets were also mixed
during the quarter, with positive returns in high yield
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WHAT WE DID:

INVESTMENT DISCIPLINE MATTERS
Market Performance During Q3 - 2021
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• Our strategies generally started the third quarter
fully invested, as Buy signals were seen in many
asset classes in the second quarter.
• Equity exposure was increased in the first part of
the quarter, but was reduced in September
as equity markets showed downside volatility.
• Cash positions increased at quarter-end as Sell
signals were also seen in non-equity asset
classes including high grade U.S. bonds,
intermediate-term bonds, emerging market
bonds and alternatives.

• Holdings in preferred equities were increased
at quarter-end.
• High yield corporate bonds and Preferreds asset
classes contributed strongly to performance
during the quarter, where held.
• The largest detractors during the quarter were
International Equities, MLPs, Municipal Bonds,
and U.S. equities, where held.

HIGHLIGHTED STRATEGY:

OCEAN PARK TACTICAL BOND STRATEGY
This Strategy uses a rules-based approach to shift between high yield
corporate bond funds and long-maturity Treasury bonds,depending
on the trends in the HYCB funds.
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