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The World Health Organization declared COVID a Global Pandemic on March 11, 2020. The
S&P 500 would bottom 12 days later after falling 34% in roughly a month. Congress and the
Federal Reserve reacted quickly and without restraint, unleashing a fiscal and monetary
response so large we’re still searching for sufficient adjectives. In back-to-back quarters, US
GDP experienced both its steepest contraction and largest expansion in history delivering a
super charged economy, growing well above trend. Since bottoming 18 months ago, the index
has returned 100% inclusive of dividends. In short, it’s been a wild ride.
The second quarter was one for the record books. Because the economy was lapping a
shutdown, it wasn’t a question of would results improve but by how much. This heady
combination of reopening enthusiasm, excess savings and results that were almost certain to
be good, caused investors to storm the equity markets, which returned 8.55% from March to
June as measured by the S&P 500 Index. Companies did not disappoint, putting up 89%
average earnings growth, the highest since the fourth quarter of 2009.
After a quarter where everything seemingly went right, the third quarter had its share of
pluses and minuses. At the end of June, COVID seemed well-contained but case counts have
since entered a fourth wave. While vaccines still offer excellent protection against severe
illness, a more contagious strain and waning vaccine efficacy has complicated reopening
decisions. Trade frictions abound, from excessive shipping costs, commodity price spikes and
natural disasters all resulting in significant supply chain disruption. Almost 50 companies have
warned that higher costs, (either raw materials, wage pressures or both), will hamper
earnings growth in the third quarter. In basketball terms, if improvement in the second
quarter was a lay-up, the third quarter is more like a well-guarded jumper from 15 feet.
Someday we look forward to writing a Market Commentary without discussing the Federal
Reserve but given the size and scope of its COVID response, today is not that day. While the
Fed is almost always a variable to consider when pricing assets, it’s worth asking how much
stimulus an economy growing 6% really needs (spoiler alert: we think it’s less). Two of the
more obvious signs its policies may be too accommodative are inflation and asset bubbles,
which, as any recent homebuyer can tell you, seem to be occurring. Historically, taking away
the punchbowl has resulted in grumpy partygoers, no matter how well telegraphed. While it’s
logical to think that an economy strong enough to withstand tightening monetary policy
should be a good thing, inflections are seldom smooth and often reveal those that borrowed
too aggressively. As Warren Buffett is fond of saying, it’s only when the tide goes out that you
discover who has been skinny dipping.
Put it all together and you’ve got decelerating growth, tightening monetary policy,
historically elevated multiples and a pandemic that refuses to go away. After a 100% return in
18 months, it shouldn’t come as a surprise that we suggest tempering your expectations.
Inflation seems stubbornly persistent and while growth is still positive, it’s much less so.
Taken as a whole, there are more than a few lights flashing yellow, suggesting caution may be
warranted.
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While wet blankets rarely make great gifts and all investing involves risk and uncertainty, there
are a number of reasons to be optimistic about the future beyond the next six to twelve months.
In an investment landscape with more capital than uses, we’re gravitating towards high quality
companies with strong secular growth, conservative balance sheets and long reinvestment
runways. Many great businesses have a way of deepening their moat in both good times and bad.
In a world awash with debt and central banks repressing returns for the foreseeable future, we
expect growing businesses with high returns will remain a good home for your capital. While
their multiples may not be as low as they once were, they still seem like the best game in town
and provide a fair shot at a decent return in a return-starved world.
We thank you for your business and as always, should you have any questions, please don’t
hesitate to reach out to your relationship manager.
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DISCLOSURES AND IMPORTANT INFORMATION
This communication is provided to clients of Bridges Trust Company (BTC), Bridges Trust Company of South Dakota
(BTC-SD) and Bridges Investment Management, Inc. (BIM) for informational purposes only and is not a
recommendation to purchase, hold, or sell any security. We believe the information presented is reliable, but we
do not guarantee its accuracy. Each investor’s situation is unique, so please work with your Investment Adviser or
Trust Officer to develop an individualized investment plan before investing.
"Bridges Trust" and its logo reference independent services offered by BTC, BTC-SD, and BIM. Trust, custody and
related services are provided by BTC, a trust company chartered through the Nebraska Department of Banking and
Finance, and BTC-SD, a trust company chartered through the South Dakota Division of Banking. BTC and BTC-SD as
well as certain individual clients directly utilize the investment management services provided by BIM, an SEC
registered investment adviser, with further information available at www.adviserinfo.sec.gov/firm/108028 and
www.bridgesinv.com. The registration of an investment adviser does not imply any level of skill or training.
The S&P 500 index measures the stock performance of 500 large companies listed on U.S. stock exchanges and is
provided as a benchmark representing the U.S. stock market. Market data provided by FactSet Financial Data and
Analytics; GDP data provided by U.S. Bureau of Economic Analysis. Indices, market data and analysis are the
property of their respective owners, all rights reserved.
Investing involves risk and the possibility of loss.
Past performance is no guarantee of future results.
CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS: This communication contains forwardlooking statements that involve substantial risks and uncertainties. We believe it is essential to communicate our
expectations to our clients. However, there may be events in the future that we are not able to predict accurately
or over which we have no control. Actual results or actual business or other conditions may differ materially from
those contemplated by any forward-looking statements, and we are not under any duty to update the forwardlooking statements contained herein. Given these risks and uncertainties, readers are cautioned not to place undue
reliance on such forward- looking statements.
CAUTIONARY STATEMENT REGARDING THIRD PARTY INFORMATION: This communication includes financial
information, market data, and certain other statistical information and estimates based on reports and other
materials prepared by independent sources, as well as management's own good faith estimates and analyses. We
believe this third-party information to be reputable but have not independently verified it. Information that is
based on estimates, forecasts, projections, market research, or similar methodologies or assumptions is inherently
subject to uncertainties, and actual events or circumstances may differ materially from events and circumstances
reflected in this information.

Visit bridgestrust.com for more information on Bridges Trust’s capabilities.
To read more commentary provided by Bridges Trust, please visit our INSIGHTS page.
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