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October 4th, 2021  
 

Flailing around in a pool of uncertainty… 

There are plenty of issues, both here in the states and abroad, that have been heightening investor anxiety as 

of late: a growth slowdown in the U.S., stubbornly high inflation, rising commodity prices, input costs 

pressuring profit margins, global supply chain bottlenecks, gridlock in D.C., China’s largest property 

developer (Evergrande) finding itself on the brink of default, economic growth slowing in China, spiking 

energy/electricity costs in Europe, regulatory target practice being directed at Big Tech (it’s Facebook’s turn 

at the moment, but these are very important names for equity markets at the index level…), and to top it all 

off – we still have a global pandemic to battle.  Surely, I’ve left some items off the list, but you get the point.  

It’s rather typical for a plethora of items to rise to the surface at the very moment that capital markets 

undergo a correction.  In most instances, the markets can handle a few of these items, but the more there are 

and the larger the potential negative impact, the more market prices have to adjust to the downside to factor 

in an increased level of uncertainty.   

 

This is where we find ourselves at the moment, with volatility readings for the equity market trading at 

elevated levels and daily price gyrations of roughly +/-1% in the Dow, S&P 500, and Nasdaq Composite.  

On Friday, markets saw nothing but optimism following the new Merck pharmaceutical announcement, and 

today was a completely different ballgame as nearly all of Friday’s gains were wiped away.  And this is 

coming off of a September where the S&P 500 declined by -4.8%, snapping a seven-month winning streak 

and putting in its worst monthly showing since March of 2020.  The September swoon should be of little 

surprise to readers of this weekly musing, as I’ve been highlighting the underlying weakness in various areas 

of the equity market going all the way back to mid-March of this year.  It just so happens that the big-cap 

Tech heavyweights (which had taken the reigns of market leadership throughout the summer…) have just 

recently started catching down to the rest of the market. 

 

Humor me for a moment as I opine on a couple of the uncertainties listed above.  On the supply chain 

bottleneck front, they are proving to be longer lasting and more persistent than expected, and there is little 

visibility as to how long it will take to break this logjam.  Central Bank officials from around the globe are 

well aware of this issue, but at the same time they realize their limited capacity to address the problem.  Bank 

of England Governor Andrew Bailey spoke to this at last week’s global central bank conference, stating that 

“monetary policy can’t solve supply-side shocks”, and Fed Chair Jay Powell echoed a similar tone in his 

comments last week, confessing “we see that (supply-chain disruptions) continuing into next year, probably, 

and holding inflation up longer than we had thought.”  This was quite a shift in view on the part of Chairman 

Powell from his firm belief in the “transitory” nature of inflation just a few months ago.   

 

Frankly, as Governor Bailey said, there isn’t much that central banks can do to counteract this sort of cost-

push inflation – not unless they wanted to aggressively tighten policy to squash demand (which would take 
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production pressure off of the supply-side of the economy), but this would almost surely risk pushing the 

economy into a recession, and that’s certainly not their preferred outcome.        

 

As for the surging prices of oil and natural gas setting off a spike in the cost of electricity, especially across 

Europe – this has become a material risk to the recovery in the EU, and unfortunately there is no immediate 

solution in sight.  At this point, a number of utilities and wholesale electricity providers are feeling the pinch, 

while energy intensive industrial users are curtailing (or even shutting down) production to reign in 

expenses.  The longer this persists, the more painful the economic impact will be, and the risks for the supply 

and demand mismatch worsening grow as we head into winter.  Coming into the recent price spike, gas 

storage in Europe was already trending below average due to a confluence of factors, but as it stands today, 

inventory levels are only at 75% full.  This is some 15% below what are typical levels of 90% capacity at 

this time of the year.    

 

Complicating this conundrum is the fact that it’s not just Europe that is scrambling to secure supply to shore 

up an inventory shortage.  The U.S. storage deficit is currently around 7%, and we are trying to make this 

shortfall up while dealing with supply outages in the Gulf of Mexico from Hurricane Ida.  As you can 

imagine, the near-term result is surging energy prices – natural gas, WTI crude, Brent crude, and coal are all 

at multi-year highs.  This situation is really highlighting the risk that’s been exposed from the lack of 

investment in the conventional energy space over the last several years (for almost a decade, for that 

matter…), a consequence of the laser-like focus on ESG, the green revolution, and a drive to adopt 

renewable energy at all costs.  Please don’t get me wrong, as I’m not opposed to the more climate friendly 

initiatives that are being pursued by policymakers from around the world – I’ve just been firmly entrenched 

in the camp that believes that getting from the energy infrastructure that is currently in place to this new 

greener, more eco-friendly destination would require a whole lot of fossil fuel usage during the transition.  

Furthermore, I am of the view that curtailing, or even penalizing additional capital for investment in fossil 

fuels while this transition is underway, will end up being a gross miscalculation that we all will pay the price 

for in the form of higher energy costs.   

 

May I add that nuclear energy – and the investments that we’ve made in the uranium space over the years – 

has been (and I suspect will continue to be…) a good way to have exposure to this transition, both as a hedge 

to rising energy costs in the natural gas space (which is nuclear energy’s most formidable clean base-load 

power energy competition) and as on outright organically growing industry from around the world that is 

going to experience increased demand.   

 

Moving on to the soap opera that is playing out in Washington D.C., and our elected officials’ inability to 

comprehend the definition of ‘compromise’ any better than my 2 year old daughter does…I take that back, 

they have a better command of the definition of the word itself, they are just much worse at executing on it 

than my 2- and 5-year-olds are…Okay, no more jokes at their expense, and excuse my awful attempt at 

trying to make light of the seriousness surrounding the disfunction that we are all witnessing out of those that 

we’ve entrusted with leading the country.  The entire infrastructure theme is in peril at the moment.  The 

‘progressives’ have taken on the part within the Democratic Party that the ‘Tea Party’ played within the GOP 

back in 2011.  This has divided the Democrats at a time when they already have such a slim majority to 

begin with, and at a time when President Biden’s approval rating has slipped to a Trump-like 45% (a recent 

Gallup poll shows Biden’s support is down 13 points in the last three months).   

 

So now we are faced with this stand-off, with the ‘progressives’ digging in their heals on one side, and the 

‘moderates’ (Manchin and Sinema) digging in their heals on the other, with neither side at this point being 

willing to back down.  Who knows if and where the compromise can be met, but the Manchin/Sinema side 

have been pretty clear in that they will not go back to their constituents with the $3.5 trillion sticker price for 

the ‘soft infrastructure’ bill, along with the corresponding tax hikes that would come with it (a corporate tax 
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rate moved up to 26% from 21%, top personal tax rate increasing to 39.6% from 37%, and long-term capital 

gains rising to 25% from 20%).  As of now, Nancy Pelosi has set a vote for October 31st with the assumption 

that they will have a deal worked out by then.  We’ll see about that, and in the meantime, Congress has to 

deal with the issue of raising the debt ceiling prior to October 18th, which is the date that Treasury Secretary 

Yellen informed us that the U.S. Treasury would run out of money.  At this point, the debt ceiling has 

become nothing more than political theater and a way to exercise negotiating leverage for the party that is 

not in power at whatever time the issue comes up.  There is no reason that it shouldn’t or won’t be raised, but 

that doesn’t mean the situation won’t create some anxiety for the capital markets to account for while the 

drama plays out.  

 

In a nutshell, to me this just heightens the possibility that nothing gets done on the infrastructure file before 

year end.  I don’t believe that to be the highest probability outcome, as I do think the Democrats have too 

much to lose by getting nothing done on this front, but with how this is currently playing out, capital markets 

have to incrementally price in this risk at the margin.  That is what we are seeing with the DXY dollar index 

breaking out above all of its major trendlines to the 94 level, with equity volatility rising and investors seeing 

upward pressure on interest rates.    

 

Then there is the growth slowdown that is currently underway, which is normal to see as an economic 

recovery transitions from the robust upward thrust of the early stage (ignited by massive policy stimulus…) 

to a more organic, mature stage where employment, wage increases, inventory building, and the capex cycle 

takes the baton.  This transition typically moves in fits-and-starts, where during the moments of ‘fits’ 

investors worry about double-dip recession risks and the permanent scaring from the previous downturn. 

This is where I think we are at the moment, where data like last week’s jobless claims increased for the third 

consecutive week to a seven-week high of 362k, which rightly heightens the concerns that double-dip 

recession risks are on the rise.  It does make you wonder though, when CEO after CEO complains on 

conference calls or in research surveys about the ongoing labor shortages, yet here we see an increasing 

number of employees being fired.  We’ll get more color on just where the labor market is when the 

September jobs report is released on Friday.  Expectations are all over the board, with a report released last 

week from the St. Louis Fed indicating that we could even see a negative print.  If that ends up being the 

case, I think it’s a reasonable guess that Powell will ‘pivot’ (as he has shown in the past that he is very 

capable of doing…) from starting the tapering process. 

 

One data point that flew under the radar last week (but one that is rather concerning given the overall level of 

weakness seen in the underlying trend) was the recent auto sales numbers.  They came in at an annualized 

rate of 12.27 million in September, down -6.3% from the 13.09 million level reported in August, and this 

made it the fifth month in a row of declining sales (a trend you don’t normally see outside of a recession).  

Sure, supply chain disruptions, record low inventories, and semi-conductor shortages are all logical excuses, 

but the fact remains that this level of sales feeds into growth numbers and will surely have an impact on 

other data.  So, excuses aside – and while I think today’s shortages and bottlenecks eventually lead to 

tomorrow’s growth – we can’t just dismiss this level of weakness as if it’s nothing at all.  There is a real 

possibility that GDP growth for Q3 could come in at sub-2%, versus consensus expectations for a print of 

around 5%.  The Atlanta Fed Nowcast estimate slipped to 2.3% last week from 3.0% at the end of 

September, 5.1% at the end of August, and 6.1% at the start of July.  This is consistent with the trend we’ve 

seen in the New York Fed’s Weekly Economic Index, which was sitting at 9.83% at the end of June, 8.81% 

at the end of July, 8.57% at the end of August, and slipped to a six-month low of 7.58% as of September 

25th.     

 

Markets are having a difficult time pricing in the elevated level of uncertainty that is currently emanating 

from many different areas: monetary and fiscal policy, operating results, profit margin pinches, inflation, 

spiking commodity prices, ups and downs tied to the pandemic, reopening vs. hunkering down…Hence, 
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you’re seeing a bit of “stagflation” make its way into asset prices, where equity prices are compressing, 

commodities (real assets) are catching a bid, interest rates are being pressured higher, and the U.S. dollar is 

strengthening relative to other currencies.  Which brings me to the chart below, highlighting my biggest fear 

for investors in that it illustrates just how challenging it is to navigate portfolios through a prolonged 

stagflationary regime.  The chart measures the performance of the U.S. Dollar, Gold, 10-year Treasury 

bonds, the Japanese Yen, and the Swiss Franc during equity market selloffs (defined as a 1% or greater 

decline in the S&P 500 Index).  These five assets were chosen because they have historically been 

considered to be safe havens, or they have even performed well during equity market selloffs – capital either 

flows towards these areas, or has already been allocated there as diversifiers of portfolio risk.  But what you 

see in the red bars is how these asset classes performed during equity selloffs in 2021, where none of them 

(other than the U.S. dollar) actually generated positive performance.  Said differently, they didn’t act as 

diversifiers to the degree they have in the past in that they also declined in value as the equity market sold 

off.        

 

 

This is certainly not a new development, as it has been more consistently the case over the past two years, 

but should it persist, well then it spells trouble for the simplistic, “set-it-and-forget-it” 60/40 stock/bond 

allocation that investors have been employing for the last two decades.   

 

Let me end this missive on a more constructive note, not just for the sake of attempting to be more of a 

Pollyanna, but rather because I still lean in the camp that investors should be fading and/or enduring the 

current correction and the associated heightened levels of anxiety.  I believe that many of the issues 

highlighted above will be resolved, in due time.  Some of these supply chain bottlenecks – such as the ~70 

cargo ships that are sitting off the coast of the Port of Long Beach and Port of Los Angeles harbors waiting 

to unload – will eventually get worked out.  They are not going to sit out there forever, and who knows – 

perhaps we are nearing the peak of the supply chain disruptions.  The growth deceleration that has been 

underway isn’t fresh news to anyone who has been paying attention, and has become well entrenched in 

investor minds at this point.  According to our work, the odds are increasing that incoming data will surprise 

to the upside throughout the balance of the year.  Not everything will beat expectations, and it won’t all be 

gangbusters as was the case in Q2, but by-and-large, the recovery remains intact.   

 

And don’t forget, the market is forward looking, and as the chart below illustrates, we are reaching levels on 

some breadth indicators (blue line) that correspond more closely with the end of corrections than with the 

beginning.   
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No, this isn’t a prediction that the pain is over, or that I have the capacity to predict when it will be over.  It’s 

just that the preponderance of data, and the research that we do, leads me to the determination that investors 

should stay the course and not panic in what looks to be just a run-of-the mill correction.  These are par for 

the course, and it’s likely that we all have become spoiled by the unidirectional move higher from the March 

2020 bottom.  I say this, of course, while reserving the right to change my mind, and I will be sure to make it 

known if and when I do, in case things don’t happen to evolve just as I currently expect.   
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