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Undaunted by the Delta variant of the Covid-19 virus and its
possible effect on the economy, stocks were broadly higher for
the seventh straight month in August as the U.S. Federal
Reserve indicated only a minor pullback in monetary
accommodation. In the U.S., NASDAQ was the best performing
major index, returning 4.1%, its third straight monthly gain and
sixth in the past seven months. The S&P 500 gained 3.0% while
the Dow Jones Industrial Average rose 1.5%; neither index has
experienced a loss since January. For the year to date, the S&P
500 is up 21.6%, followed by NASDAQ with an 18.9% rise and the
Dow up 17.0%. The two smaller cap indexes, the S&P 600 Small
Cap and the S&P 400 Mid Cap, were up about 2.0% each in
August; year to date, small caps are up by 20.3% while mid caps
have returned 23.0%.

Ten of the S&P 500’s 11 sectors gained ground in August, with
only energy recording a modest loss of 2.0%.
Telecommunications and financials led the way, with gains of
5.0% or more. So far this year, 10 of the 11 sectors are up by
double-digit percentages while consumer staples narrowly
missed, returning 9.2%; four of the sectors have returned more
than 30%, led by real estate with a 32.6% gain. Foreign stocks
also had mostly positive returns in August in U.S. dollar terms, led
by Japan with a 3.1% gain and emerging markets with a 2.6%
return. Eurozone stocks added 1.7%. Chinese stocks were
unchanged and remain in the red by 12.3% for the full year, the
only major market with a negative return; in August, the
government announced more restraints on Chinese tech
companies, including restrictions for some on going public in the
U.S.

Bonds had mostly negative returns in August as yields rose
slightly. The Bloomberg U.S. Aggregate fell 0.2% as the yield on
the benchmark 10-year Treasury note rose nine basis points,
closing the month at 1.31%; the index is down 0.7% for the year
to date. The U.S. Credit index was also down 0.2% for the month.
But both high-yield bonds and bank loans returned a positive
0.5% in August and are up by 4.5% and 3.8%, respectively, so far
this year. Outside the U.S., the Bloomberg Global Aggregate ex-
U.S. index fell 0.6% and is down 3.6% for the first eight months of
2021. Commodities were mostly lower in August but are
generally up sharply for the full year. Crude oil, for example, fell
7.4% last month but is up 41.2% for the year. Gold, however,
which is supposed to be a hedge against inflation, is down 4.2%
this year despite a modest 0.2% rise last month.

THE U.S. ECONOMY

We believe the economy remains in good shape, with inflation
and the possible spread of the Delta variant the biggest
concerns. The Conference Board’s index of leading economic
indicators rose 0.9% in July, up from June’s downwardly revised
0.5% gain. The group now forecasts third quarter GDP growth to
rise to an annualized rate of 7.0% in the third quarter, up from
6.6% in the second quarter, with full-year growth at 6.0%.
Subsequently, however, the board’s consumer confidence index
dropped more than 11 points in August to 113.8, well below
expectations and its lowest level since February. That followed
weaker consumer sales figures in July, as retail sales fell a larger
than expected 1.1% and personal consumption expenditures
eased to a more modest 0.3% gain from 1.1% in July.

SUMMARY: Stocks continued their rally into August despite concerns about rising inflation and the spread of Delta
variant. U.S. stocks have now risen seven straight months, driven by strong economic growth and corporate earnings,
supported by continued accommodative monetary policies. While the Federal Reserve seems to be growing closer to
tapering its asset purchases, we believe any such contraction is likely to be modest and not unsettle the markets.

US Equity Markets March Higher P/Es Have Risen, But Are Not Yet Stretched 2 Year Steady; 10 Year Moving Lower
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Manufacturing: Normalizing Consumer Spending: Still Strong Core Inflation: Up, but Off Peak

August Last 12 Mos.

Dow Jones Industrial Average 1.5% 26.8%

Nasdaq Composite 4.1% 30.5%

S&P 500 Composite 3.0% 31.2%

S&P MidCap 400 1.9% 44.8%

S&P SmallCap 600 2.0% 54.0%

MSCI World  ($) 2.5% 29.8%

MSCI World ex U.S. ($) 1.6% 26.6%

Bloomberg U.S. Aggregate -0.2% -0.1%

90-Day Treasury Bills 0.0% 0.1%

Consumer Price Index NSA* (Jul 2021) 0.5% 5.4%

*NSA: Not Seasonally Adjusted     Sources: Bloomberg LP & Wright Investors' Service, Inc.

Total Investment Returns — 8/31/2021
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Despite reassurances from Fed Chair Jerome Powell that
inflation will be temporary, pricing pressures continued to rise.
The personal consumption expenditures index rose at a 4.2%
annual rate in July, while the consumer price index rose 5.4% and
producer prices jumped 7.8%. The White House raised its
estimate for fourth quarter inflation to 4.8% while the New York
Fed’s July survey of consumer inflation expectations for 2022 also
rose to 4.8%. On the positive side, the economy added nearly
one million jobs in July while new layoffs continued to decline, if
not as much as Powell would prefer. Housing market indicators
were mixed in July as low inventory continued to boost home
prices to new record levels, pricing many people out of the
market. Sales of existing homes rose 2.0% but pending home
sales, a forward indicator, fell by 1.8% as the median home price
hit $359,900, up 17.8% versus a year earlier. Sales of new homes
rose a modest 1.0% as the median price of a new home rose to a
record $390,500. Housing starts dropped more than expected
while the National Association of Home Builders’ Housing Market

Index dropped five points in August to 75, its lowest level in a
year, as many prospective buyers experienced “sticker shock due
to higher construction costs,” the group said.

INVESTMENT OUTLOOK

The takeaway from Powell’s Jackson Hole speech last month
was that the Fed may be gearing up to start tapering its asset
purchases later this year. But investors should keep in mind that
the Fed will continue to build its balance sheet, if at a slightly
slower pace, and that any reduction in its bond buying is likely to
be minimal and therefore have little effect on the markets and
interest rates. “If the economy evolved broadly as anticipated, it
could be appropriate to start reducing the pace of asset
purchases this year,” Powell said, echoing previous comments
from other Fed officials. Neither Powell nor the other officials
gave any indication how big a taper is likely and how long it will
last. Currently, the Fed is buying $80 billion in Treasury securities
and $40 billion in mortgage-backed bonds per month. However,
Powell did caution that the taper could be put off if economic
conditions went into reverse due to the ongoing Delta variant,
especially as it concerned jobs. In addition, increased
government spending, which the Fed is financing to a large
degree, limits how much the Fed can realistically pull back.
Raising interest rates seems a remote possibility. It’s also useful
to remember Powell’s term as Fed chair ends early next year, so
he may have a personal motive to remain accommodative if he
wishes to be renominated by President Biden. As a result, we
believe we can expect continued easy money policies for the
foreseeable future, a positive for asset prices. The Fed’s next
meeting is September 21-22, at which time it may reveal more
about its taper plans, but we are of the belief that any
announcement will be fairly modest and welcomed by the
markets.


