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November 1st, 2021  

 

Swift repricing in the bond market: Signal, 

or noise? 

The ‘Buy the Dip’ investment strategy paid 

handsome dividends during the month of 

October for those investors who took 

advantage of the -4.8% September slide in the 

S&P 500, as the major index ripped 6.9% for 

its best October in six years.  This was the 

strongest month out of the last eleven, and the 

index has now been up in eight of the past 

nine months.  Even the sub-par quarterly 

reports out of Amazon and Apple weren’t 

enough to dent the index, although Microsoft 
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and Alphabet (Google) seemed to have 

balanced them out with their strong results. 

 

With a positive close today, the S&P 500 put 

in its 60th all-time high for the year, with a 

couple positive fundamental data points 

validating the constructive price action: NYSE 

cumulative advance/decline line at a record 

high, with 279 companies reporting Q3 results 

thus far – 82% of companies are beating 

estimates with the year-over-year growth rate 

for Q3 EPS now at 37%, and lastly, positive 

seasonal factors as tailwinds with November 

and December ranking as the top two 

performance months of the year, historically.  

The Chief Market Strategist of LPL, Ryan 

Detrick, posted the following table on Twitter 

which shows that when the S&P 500 is up 

more than 20% for the year as of the end of 

October, we have never seen a negative 

November or a negative final two months of 
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the year.  Yup, that’s an 8 for 8 streak where 

the average gain for November was 3.7% (vs. 

an average November gain of 1.7%), and the 

final two months of the year were up on 

average 6.2% (vs. the average year, where the 

final two months were up 3.2%).    

 

 
 

On the data front, we continue to witness a 

steady healing in the jobs market with initial 

jobless claims for the week of October 23rd 

falling to their lowest level of the cycle with a 
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print of 281k from 291k the prior week.  The 

backlog of continuing claims dropped by 237k 

to 2.243 million, also a post-Covid cycle low 

and getting closer to the 1.5 million level that 

historically represented a fully employed labor 

market.  This bodes well for a decent jobs 

number this Friday when we get the October 

employment report.   

 

This morning we got the October ISM 

manufacturing survey which slipped to 60.8 

from 61.1 in September, however the results 

were still better than consensus estimates for a 

print of 60.5.  The internals were somewhat 

mixed as new orders and production dipped 

while prices increased.  The fact that this 

survey has been hovering around this high-

50’s / low-60’s level since July of 2020 speaks 

to how strong the demand backdrop remains.  

Keep in mind, the low-60’s is typically a high 

level for this survey and it usually doesn’t stay 
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there for an extended period of time as it’s a 

diffusion index and historically moderates 

back into the low- to mid-50’s, which still 

represents an expansionary backdrop.  

However, what has also been obvious from 

this survey for some time now is the ongoing 

disruptions and bottlenecks in the supply 

chain, which is pressuring prices higher.  

Below is an explanation of how the curators of 

the ISM survey frame the prevailing 

conditions: 

 
“…companies and suppliers continue to 

deal with an unprecedented number of 

hurdles to meet increasing demand. All 

segments of the manufacturing economy 

are impacted by record-long raw materials 

lead times, continued shortages of critical 

materials, rising commodities prices and 

difficulties in transporting products. 

Global pandemic-related issues — worker 
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absenteeism, short-term shutdowns due to 

parts shortages, difficulties in filling open 

positions and overseas supply chain 

problems — continue to limit 

manufacturing growth potential. However, 

panel sentiment remains strongly 

optimistic, with four positive growth 

comments for every cautious comment. 

Panelists are fully focused on supply chain 

issues in order to respond to the ongoing 

high levels of demand…All of the six 

biggest manufacturing industries 

registered moderate to strong growth in 

October.” 

 

Suffice it to say, this is additional 

confirmation for those late in making the 

transition from the ‘inflation is transitory’ 

camp to the ‘persistent inflation’ camp, with 

many Fed members recently making that flip 

in perspective, as have many of the global 
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central banks.  It has also been truly 

fascinating to observe the inflection point that 

has been reached at the front end of the yield 

curve in so many bond markets from around 

the world:   

 

• The yield on 2-year Canadian bonds 

moved from sub-0.5% at the start of 

September to 1.10%... 

 

• Australian 2-year bonds yielded less than 

5 basis points (0.05%) at the start of 

September, and they are now above 65 

basis points (0.65%)… 

 

• New Zealand 2-year bonds moved from 

roughly 1.20% to north of 2.0% since the 

start of September…  

 

• And last but not least, the 2-year U.S. 

Treasury bill has doubled from roughly 
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0.25% at the start of September to north of 

0.50%...   

 

What has been equally fascinating to see is the 

ability of the equity markets to look right on 

through the risks of this potential tightening in 

policy.   Driving this move higher in yields is 

the capital markets pricing in two interest rate 

hikes next year, with 80% odds that the first 

move comes in June (up from 15% odds just a 

month ago) and 90% odds that the first move 

comes by September (up from 27% a month 

ago).  Keep in mind that market expectations 

are that the Fed will complete its QE tapering 

strategy by the end of June (at the latest), and 

June would be the first possible month for the 

Fed to hike rates unless they felt compelled to 

walk back previous comments that they would 

not hike until a full tapering was completed. 
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So, we have come full circle in a relatively 

short window of time, where just two months 

ago the consensus expectation was that 

‘maybe the Fed would hike next year’, to now 

‘maybe they will be hiking aggressively 

beginning in the second half of next year’.  

Despite this meaningful repricing in the bond 

market, other asset classes in the capital 

markets thus far seem unphased.  The S&P 

500 seems to make a new high almost every 

other day, the volatility index (VIX) is trading 

near its post-Covid low around 16.50, and 

credit spreads in both the investment grade 

and high yield space are trading near their 

tightest levels in history.   

 

On one hand, I can definitely sympathize with 

the bears’ argument that the current state 

represents a kind of market nirvana, and most 

risk assets are currently priced for perfection.  

Furthermore, the slightest hiccup for a market 
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that is priced as if there is no risk is a recipe 

for disaster and possibly a deep drawdown.  

We have intensifying margin pressure from 

spiking energy costs, rising inflation that is 

crimping consumption, supply chain 

bottlenecks, ongoing pandemic uncertainty, an 

upcoming fiscal cliff, and central banks from 

around the world removing their monetary 

punchbowls.   

 

On the other hand, corporate earnings remain 

strong and most companies have shown their 

ability to be efficient and flexible in 

performing during what has been an extremely 

challenging operating environment.  

Furthermore, there are subtle signs that the 

peak of the supply chain disruptions may 

already be passed.  The same goes for 

inflation, where it may remain sticky-high 

relative to prior expectations, but it too is 

showing signs of peaking at the moment.  
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Lastly, the economy is still growing, albeit at 

a decelerating pace, but as long as global 

growth is still expanding and the recovery is 

progressing, then why get overly concerned 

about shallow corrections in risk assets which 

are just par for the course? 

 

I still think the risk/reward setup for investors 

is to lean towards the latter camp rather than 

the former, but I do think that such a view is 

time sensitive.  My view remains consistent as 

I still think there is a narrow window into Q1 

2022 for investors to favor maintaining a 

higher risk orientation in pursuit of investment 

returns, but as we approach the end of 

January, portfolio positioning should be 

incrementally moving towards a more 

defensive / capital preservation orientation.   

 

To me, that is what the bond market is 

signaling about the future, and that is that we 
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have an economy that is slowing with the risk 

of a policy mistake on the rise (tightening too 

much into a slowdown).  This is what the 

back-end of the Treasury curve is telling us at 

the moment with the 20s/30s yield curve 

inverting just last week.  This is the first time 

that this part of the curve has inverted since 

the GFC in ’08 & ‘09.  To my eyes, it seems 

that fiscal and monetary policy are about to 

shift from being tailwinds to headwinds, and 

while this is just one part of the curve and not 

the be-all and end-all of market signals, it’s a 

marker on the checklist that should be noted.   

 

So, take advantage of the favorable investment 

backdrop for now, but understand that 

variables that matter within the complexity of 

Mr. Market are moving in an unfavorable 

direction.  This will be an informative week 

with a Fed meeting concluding on Wednesday 

along with a fresh batch of economic data, 
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including the jobs report on Friday.  Let’s see 

how markets react to what transpires and 

adapt accordingly.   

 

 

 

 

 

 

 

 

 

 

 

 

 
 
 
 
 

 
 
 
 
 
 

 
 
 
 
 
 

 
 
 
 
 

 


