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Markets Have Been Generous to Investors So Far in 2021

U.S. and global markets have had strong returns in many asset classes year-to-date as investors counted 
on global reopening and strong growth to boost both the economy and financial markets. Looking forward, 
there are several rising risks investors should keep an eye on. 

Inflation was negative last year after the COVID-19 shutdowns and positive but low earlier in the year. 

Recent inflation readings have soared to well above 5%, as global supply chains are not fully functioning. 

It’s rare that 10-Year Treasury yields are lower than current inflation. And the last time Treasury rates were 
this far below inflation was during the OPEC crisis in the 1970s.

The indices shown are for informational purposes only and are not reflective of any investment. It is not possible to invest an index. The data shown does not reflect or com-
pare features of an actual investment, such as its objectives, costs and expenses, liquidity, safety, guarantees or insurance, fluctuation of principal or return, or tax features. 
Past performance is no guarantee of future results. Sources:  FactSet
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Global supply chains were expected to improve by now, but the appearance of the Delta variant may push this off for 
some time. Continued high inflation has started to impact Treasury rates, which are historically quite low.

Rising inflation has also attracted the attention of the Federal Reserve as yearly inflation soared to more 
than 5% the past two months. Chairman Powell and other Board members have highlighted their willing-
ness to allow inflation to ‘overshoot’ their 2% inflation target before raising rates. But the recent surge in 
inflation is testing their patience. 

After each meeting of the Federal Reserve Open Market (the “Fed”) committee, which sets the Fed Funds 
rate, every member gives a forecast of where the Fed Funds rate will be over time. 
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Up until May of this year the Fed didn’t expect to raise rates until 2024. At the June meeting, as shown in 
the chart above, a large majority of the Fed expect several rate increases by 2023. But after the July Fed 
Board meeting a wave of Board members have been more vocal about cutting back on stimulus.  

Why is this important? Both equity and fixed markets have been supported by very low short-term rates 
and continued Fed buying of trillions of dollars of Treasuries and mortgages. Reducing this market support 
has the potential to lead to increased volatility. 

Equity markets recovered quickly last year, reaching a new all-time high level in August. Since then, through 
the end of July 2021, the S&P 500 has hit an additional 60 new all-time highs. Multiple rounds of COVID-19 
related support packages for businesses and individuals have supported consumer spending and allowed 
companies to not only survive but to grow. 

Strongly rising earnings and weak year ago comparisons have led to very strong earnings growth in 2021. 
The second quarter earnings that are currently being reported likely as ‘good as it gets’, with almost 80% 
earnings growth based on Refinitiv’s estimates. As we move into 2022 the prior year comparisons become 
more difficult. As a result, current expectations are for earnings growth in the teens or single digits.

The indices shown are for informational purposes only and are not reflective of any investment. It is not possible to invest an index. The data shown does not reflect or 
compare features of an actual investment, such as its objectives, costs and expenses, liquidity, safety, guarantees or insurance, fluctuation of principal or return, or tax 
features. Past performance is no guarantee of future results.
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Even though earnings growth has been very strong, S&P 500 price gains have been even stronger. As a 
result, S&P 500’s 12-month forward P/E is near the highest level seen in the past 10 years.

As discussed above, the current economic upturn has been one of the fastest and steepest, supported by 
both significant government spending (through deficits) and Federal Reserve support. Both are likely to be 
reduced going forward. 

At this time of the market cycle, investors should have a plan in place to ensure that they don’t give back 
much or all their gains in the event of a downturn. At Sierra and Ocean Park, we have a plan in place 
through our truly tactical rules-based investment disciplines. Each of our holdings has a Trailing Stop in 
place and are reviewed daily by our investment team.

The indices shown are for informational purposes only and are not reflective of any investment. It is not possible to invest an index. The data shown does not reflect or 
compare features of an actual investment, such as its objectives, costs and expenses, liquidity, safety, guarantees or insurance, fluctuation of principal or return, or tax 
features. Past performance is no guarantee of future results.
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Investments in Mutual Funds involve risk including the possible loss of principal. There is no assurance 
that the Fund’s will achieve their investment objectives. Mutual fund investing involves risk, including 
the loss of principal and there can be no guarantee the strategies and processes discussed will be 
successful. 

Investors should carefully consider the investment objectives, risks, charges, and expenses of the Sierra 
Mutual Funds. This and other important information about the Sierra Mutual Funds can be obtained 
in the prospectus, which can be obtained on our website www.sierramutualfunds.com or by calling 
1-866-738-4363. The prospectus should be read carefully before investing. The Sierra Mutual Funds are 
distributed by Northern Lights Distributors, LLC, member FINRA/SIPC.

DISCLOSURES:

This material is not intended to be a recommendation or investment advice, does not constitute a 
solicitation to buy or sell securities, and is not provided in a fiduciary capacity. The information provided 
does not take into account the specific objectives or circumstances of any particular investor, or suggest 
any specific course of action. Investment decisions should be made based on an investor’s objectives and 
circumstances and in consultation with his or her advisors. Economic conditions remain highly uncertain 
and there is no guarantee that the information presented in this commentary will come to fruition.
Neither Ocean Park Asset Management, Inc., nor Wright Fund Management, LLC are affiliated with 
Northern Lights Distributors LLC.

IMPORTANT RISK INFORMATION:

Fund investments in lower-quality bonds, known as high-yield bonds or junk bonds, present greater default 
risk than bonds of higher quality, and income generated from these bonds may be subject to the federal 
alternative minimum tax.

DEFINITIONS:

The S&P 500 Index, a registered trademark of McGraw-Hill Co., Inc., is a market-capitalization-weighted 
index of 500 widely-held common stocks. Investors cannot directly invest in an index and unmanaged index 
returns do not reflect any fees, expenses or sales charges.

If you do not wish to receive communication via email reply back to this email with “Unsubscribe” as the 
subject line.
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