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After soundly outperforming growth stocks during the first quarter, U.S. large
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cap value stocks lagged last quarter. Large cap growth stocks appeared to be
reinvigorated due to extremely strong earnings growth (over last year’s
depressed levels) and a somewhat surprising drop in interest rates. The ten-year
US Treasury’s yield fell to 1.45% last quarter which was surprising because the
risk of inflation and fears of its potential durability were among the quarter’s
most popular investment topics.
The year over year inflation rate (CPI headline rate) was 5% in May, the fastest
pace in nearly thirteen years. Excluding food and energy prices, the CPI rose
3.8%, its highest increase in nearly 30 years. However, these numbers must be
put in the proper context.
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A year ago, economic activity was crushed by the pandemic, and using 2019 as the basis of comparison,
the CPI headline rate was a tamer 2.5%. With the fall in interest rates despite higher reported rates of
inflation, one could conclude that investors are likely adhering to the Fed’s guidance that the build-up
in inflationary pressures is likely to be transitory.

Relative to their respective growth stock benchmarks, value-oriented mid-cap and small-cap indices
continued to significantly outperform for the year to date.
Apart from large cap domestic stocks, international stocks outperformed last quarter. However, the
year-to-date performance of international stocks continued to lag U.S. stocks. Many foreign countries
have yet to liberate their economies to the same degree as the U.S. Restrictions remain in place,
especially in developing countries like India and Brazil, both of which are dealing with the more
infectious variants of the coronavirus.
Higher risk bond segments performed well last quarter and added to their year-to-date total returns.
Interest-rate sensitive bonds saw significant gains as well (inverse relationship between bond prices
and interest rates).
Many commodities generated 20%+ total returns during the second quarter. Publicly traded real estate
investment trusts (REITs) performed particularly well.
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