
Quarterly 
Investment Report

Wright Investors’ Service, Inc. - 2 Corporate Drive, Suite 770 - Shelton, Connecticut 06484-6238 – Tel. (203)783-4400 - www.wrightinvestors.com

SUMMARY: The global rally in stocks continued into the second quarter as the world economy, led by the
U.S., reopened strongly and central banks remained extremely accommodative. U.S. stocks ended the first
half at or near record highs. The Federal Reserve has begun messaging that it may need to start tapering
its asset purchases and possibly raise interest rates before its earlier forecasts as the economy rebounds
faster than expected and inflation heats up. However, the markets appear well-prepared for that
possibility, so any such move is unlikely to upset bullish sentiment, in our opinion.
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U.S. stocks had their fifth straight positive quarter
ending June, with double-digit gains since the
beginning of the year. NASDAQ was the best performer
among the three main big-cap indexes, returning 9.7%
for the quarter after recording its best month of the year
in June, when it gained 5.5%. For the year-to-date, the
tech-heavy index is up 12.9%. The S&P 500 was the best
performer in the first half with a 15.3% return after
gaining 8.5% in the second quarter. The Dow Jones
Industrial Average was unchanged in June but ended the
quarter with a 5.1% return to boost its first-half return to
13.8%. The S&P 500 ended the first half at a record close
while the Dow and NASDAQ both closed just below their
all-time highs. Smaller cap stocks remained ahead of
their big-cap counterparts in the first half but lagged in
the second quarter. The S&P 600 Small Cap index is up
23.6% so far this year after gaining 4.5% in the second
quarter, while the S&P 400 Mid Cap is up 17.6%
following its 3.6% return in the April-June period.

Information technology stocks, which have generally
lagged the market this year as investors have shifted
their focus from growth to value plays, rebounded
sharply in June. The sector gained 7.0% for the
month, boosting their quarterly return to 11.6%,
making them the best performing sector behind
rebounding real estate, which gained 13.1%. All
sectors of the S&P 500 had positive returns in the
second quarter except utilities, which lost 0.4%. For
the first half, energy stocks continued to lead the pack
by a wide margin with a 45.6% return after gaining
another 11.3% in the second quarter. U.S. crude
gained another 24% in the second quarter and is up by
more than 51% so far this year, ending June at more
than $73 a barrel, its highest price since 2018.
Financials were the second-best performers in the first
half with a 25.7% return, edging out real estate, which
gained 23.3%. All 11 sectors had positive returns in
the first half.
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U.S. 8.8% 1.8% 41.9% -0.3%

Canada 10.0% 2.3% 45.8% 5.7%
Mexico 9.1% 4.2% 55.9% 12.9%
Japan -0.3% -0.2% 24.8% -2.9%
Pacific ex Japan 4.8% 2.0% 34.2% 9.4%
     Australia 6.9% 0.5% 39.6% 6.9%
     China 2.3% 2.8% 27.4% 11.9%

     Hong Kong 2.5% 0.9% 28.9% 0.4%
Europe 7.4% 0.5% 35.1% 6.0%
     France 9.1% 1.3% 40.9% 10.0%
     Germany 4.7% 0.5% 31.8% 3.4%
     Italy 3.6% 1.0% 36.6% 17.6%
     Netherlands 7.3% 0.5% 49.6% 3.4%
     Spain 5.3% 0.5% 30.7% 6.7%

     Switzerland 11.5% 1.7% 24.3% 2.3%
     U.K. 6.0% 1.9% 31.3% 7.1%
World 7.7% 1.3% 39.0% 2.6%
World ex U.S. 5.6% 0.9% 33.6% 4.6%

Sources: MSCI Stock & Bloomberg Barclays Bond Indexes as of 6/30/2021
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Foreign stocks had mostly positive returns for the
quarter and six-month periods despite declines in
June due to a rebounding U.S. dollar. Stocks in the
U.K. were the best performers in dollar terms in the
first half with a 12.5% return, while eurozone stocks
led the pack in the quarter with a 7.8% gain. While the
dollar gained about 3% against other major currencies
in June, it was weaker for the full quarter, which
boosted dollar returns for foreign stocks. Japanese
and Chinese stocks are the biggest laggards in dollar
terms so far this year, returning 1.3% and 1.8%,
respectively.

BONDS

Bonds had positive returns in the second quarter but
ended mostly in the red for the first half. The
Bloomberg Barclays U.S. Aggregate gained 1.8% in the
quarter as the yield on the benchmark 10-year U.S.
Treasury note dropped 27 basis points to 1.47% from
1.74% at the end of March. Year-to-date, however, the
index is down 1.6%, as the yield on the 10-year note is
up 56 basis points from its year-end 2020 level of
0.91%. Corporate bonds returned 3.3% in the second
quarter but lost 1.3% for the six months. High-yield
bonds were positive for both periods, returning 2.7%
and 3.6%, respectively. Outside the U.S., the
Bloomberg Barclays Global Aggregate ex-U.S. index
gained 0.9% in the second quarter despite a 2.0% loss
in June, largely due to the stronger dollar, and is down
4.4% for the year-to-date.

U.S. ECONOMY

The Federal Reserve is now projecting U.S. economic
growth will reach 7%, this year, up from its March
forecast of 6.5%. In the first quarter, GDP grew at a
6.4% annualized pace, indicating that growth for the
rest of this year may get even stronger if the Fed is
correct. In May leading economic indicators rose 1.3%
to a reading of 114.5, putting them above their
previous peak of 112.0 in January 2020; the
Conference Board is projecting 9% growth in the
second quarter, with full-year growth at 6.6%.
Industrial production rebounded 0.8% in May
following April’s downwardly revised 0.1% increase,
while durable goods orders jumped 2.3% after falling
0.8% the prior month. In the first peak at June activity,
the Institute for Supply Management’s manufacturing
index declined slightly to a still-robust reading of 60.6.

Consumer spending remains strong, although recent
month-to-month statistics have gyrated up and down
due to government stimulus and supply chain-driven
shortages in some goods, such as autos and
appliances. For example, retail sales dropped 1.3% in
May after climbing 0.9% the previous month while
personal spending, a broader category, was flat,
largely due to a 2.0% decline in personal incomes; a
month earlier, incomes dropped 13.1% as government
stimulus checks ran their course. Nevertheless, the
mood among consumers is buoyant, as the Conference
Board’s consumer confidence index jumped 7.3 points



in May to 127.3, its highest level since the pandemic
shutdown began in March 2020. Not surprising,
given the rebound in the jobs market, which added
a better-than-expected 850,000 jobs in June, well
above the consensus forecast of 703,000 and the
prior month’s 583,000 gain. Another positive sign
was the 3.6% year-on-year increase in hourly
earnings. Although the unemployment rate edged
up to 5.9%, the number of people filing new jobless
claims continues to shrink and is now down by more
than 50% since the beginning of April. That’s still
more than twice the number of claims than before
the pandemic, which is why it remains the Fed’s
main area of concern as it continues to remain
accommodative. But the main problem for
businesses isn’t the number of new layoffs but
finding enough workers to fill the available
positions, which is holding the economy back from
an even more robust expansion. However, it’s
expected that more people will return to the
workforce once their bonus unemployment benefits
expire; many states have already stopped making
those extra payments, with positive results.

INFLATION

Fed Chair Jerome Powell continues to insist that
the recent surge in inflation is a temporary
reaction to the economic reopening; nevertheless,
recent statistics show no letup in price rises. The
headline consumer price index rose 5.0% on a year-
on-year basis in May, the largest monthly increase
since August 2008, while the core index, excluding
food and energy prices, rose 3.8%, its largest year-
on-year increase since June 1992. The personal
consumption expenditures index, the Fed’s favored
inflation barometer, showed a similar rise—3.9% for
the headline index, 3.4% for the core. Producer
prices are rising even more steeply. In congressional
testimony last month, Powell said the recent rise in
prices “should not leave much of a mark” on long-
term inflation, which the Fed believes will recede to
its target range of about 2% next year. The Fed’s
current inflation projection is 3.4% for this year,
which is up a full percentage point from its March
forecast of 2.4%. As a result, at least four regional
Fed bank presidents have since suggested that the
Fed will need to raise interest rates off zero by

sometime next year in order to stifle inflation, at
least a year before the central bank’s original
intention. We believe, June’s robust jobs report
should put even more pressure on the Fed to raise
rates and reduce asset purchases sooner than its
original schedule called for.

HOUSING

The Fed is considering scaling back one of the
props supporting the red-hot housing market, but
it’s doubtful such a move would have much effect
on moderating soaring house prices, which is
putting a damper on home sales. At its mid-June
monetary policy meeting the Fed discussed reducing
its asset purchases, with an initial focus on cutting
back its buying of mortgage-backed securities faster
than a possible reduction in Treasury bonds. Since
the pandemic began more than a year ago, the Fed
has bought nearly $1 trillion of MBS and said it
plans to keep buying an additional $40 billion a
month in order to keep interest rates low. It’s also
buying $80 billion a month of government
securities. Several Fed officials recently stated their
concerns that the Fed’s MBS purchases are fueling
continued home price increases, which have
continued unabated, although the main reason
seems to be limited supply. In May the National
Association of Realtors said the median price of an
existing home reached a record $350,300, up 23.6%
from a year earlier. Likewise, the S&P CoreLogic
Case-Shiller National Home Price Index jumped
14.6% on a year-on-year basis in April, the highest
annual rate since the index was created in 1987. As
a result, sales of existing homes fell 0.9% in May,
their fourth straight monthly drop, although they
were up 44.6% from their depressed levels of a year
earlier. However, pending home sales rebounded an
unexpected 8.0% after falling 4.4% in April. Sales of
new homes were also down in May, falling nearly
6% as the median sales price hit a record $374,400.
Meanwhile, housing starts rose 3.6% in May to an
annual rate of 1.572 million units, although the
industry has a long way to go to ease the housing
shortage that is driving the rise in prices. The NAR
said construction of new housing has fallen short by
5.5 million units over the past 20 years from historic
levels.
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INVESTMENT OUTLOOK

The Fed is creeping closer to tightening its monetary
policy earlier than it had projected—possibly as early
as this year—but we believe any such move would
have little negative impact on stock and bond prices.
After its mid-June monetary policy meeting, the Fed
said that it didn’t expect to raise interest rates until
2023, a slightly more hawkish stance than its previous
forecast in March, when it said it didn’t expect to raise
rates until 2024 at the earliest. According to its newest
“dot plot” projections, 13 of 18 voting members
expect to raise short-term rates twice by the end of
2023, up from seven voters in March. Back then, most
members anticipated holding rates steady until 2024.
The Fed’s June message provoked a fairly sharp—
albeit brief—selloff in the market, which seems to
have developed a hair-trigger response to any inkling
of a “taper” ever since the original “taper tantrum”
back in 2013, when the Fed threw the markets a curve
by unexpectedly announcing that it was planning to
reduce its quantitative easing program.

This time around the market is a step ahead, we
believe. Market participants seem to have come to
the conclusion before the Fed that sooner, rather than
later, would be the proper time to begin the
tightening. But they are also buoyed by the belief that

any taper would be minimal, manageable and well
telegraphed ahead of time, and that, in any event, Fed
support will be around for years to come. The
unemployment rate is still a good two percentage
points above where it was before last year’s lockdown,
and jobless claims remain elevated, so the Fed is
correct that it’s too early to start tightening policy in
any major way. It’s also too early to know if the recent
upsurge in inflation is truly transitory or not. At the
same time, whether that is its mandate or not, the
Fed needs to continue to absorb some of the
mammoth deficits that the government is running in
its fiscal response to the pandemic, so the Fed can
taper its asset purchases only so much without
causing bond yields to rise.

Looking ahead, then, we believe the economy
remains in a sweet spot. Growth is strong and the Fed
is going nowhere. Those two things should keep asset
prices rising for quite some time. That’s not to say that
some potential dangers aren’t present. The number of
Covid-19 cases has dropped considerably, but we
don’t know the result of the return to mass
gatherings, especially as new variants of the disease
appear and we return to colder weather in the fall. We
continue to believe that a well-diversified portfolio of
high-quality securities will serve investors well over
the long term.
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Log Scale

2019 Q1 2.9% 1.2% 14.7% 2.4% 2.4%
Q2 1.5% 2.1% 8.7% 2.1% 2.0%
Q3 2.6% 1.9% 1.2% 1.8% 1.7%
Q4 2.4% 1.3% 1.0% 1.5% 1.9%

2020 Q1 -5.0% 1.6% -4.5% 0.1% 0.7%
Q2 -31.4% -0.8% -14.4% 0.1% 0.7%
Q3 33.4% 3.4% -15.9% 0.1% 0.7%
Q4 4.3% 1.3% -18.3% 0.1% 0.9%

2021 Q1 6.4% 2.5% -3.4% 0.0% 1.7%
Q2 10.0% 3.0% 24.2% 0.0% 1.5%
Q3 e 7.0% 2.7% 35.0% 0.2% 1.8%
Q4 e 5.0% 2.8% 45.7% 0.3% 1.9%

2022 Q1 e 3.5% 2.7% 33.4% 0.3% 2.0%
Q2 e 3.0% 2.1% 18.3% 0.3% 2.0%
Q3 e 2.6% 2.0% 15.7% 0.4% 2.1%
Q4 e 2.3% 2.1% 13.0% 0.4% 2.2%

e: Bloomberg Consensus Estimates; *: Annual Rates; #: Year-Over-Year Change in S&P500 EPS

Sources: Bloomberg LP, Wright Investors' Service, Inc.
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