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Inflation, inflation, inflation… top of mind for almost everyone.  If you

have been out to a restaurant, gone to the grocery store, or filled your

car with a tank of gas you have likely experienced some inflation. 

 Investors, the Federal Reserve, and consumers alike are all trying to

determine whether the spike in inflation we are seeing is transitory or

persistent.  

The momentum of strong economic growth continued from the 1st

quarter into the 2nd quarter.  It is not surprising that pent-up consumer

demand, stimulus checks in consumers’ pockets, disrupted supply

chains, and a disjointed labor pool, combined with a strong vaccine

rollout, would create pricing pressures on goods and services.  And boy

did it! Overall inflation in the month of June was up 5.4% on a one-year

basis.  The U.S. has not seen that level of inflation since 2008. 

THE MOMENTUM OF
STRONG ECONOMIC
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So back to the million-dollar question- is it transitory, or is

it persistent?  It is interesting to note that small pockets of

the economy created a disproportionate amount of the

spike in inflation. Significant inflation pressures came from

a dramatic increase in the prices of used cars up over 45%

from the prior year.  This accounted for over 1/3 of the

inflation spike in June.  Pricing related to travel, including

airfares, rental cars, and hotels, was also a big contributor

to inflation's jump.

 

Now, if we take a step back and look at the trends that have

kept inflation low for the past decade, we can decide

whether the pandemic and post-recovery have caused

those trends to reverse course.  Some of the themes that

had created the low inflationary environment, pre-

pandemic, were technology and an aging and retiring

population.  

I think we can all agree that technology has become even

more ingrained in our lives; how we shop, how we

communicate, and how and where we work.  When we look

at what the pandemic has done to the workforce, it has,

without question, inspired people to retire earlier, work

less, and reprioritize their lives.  So, one can argue that

once the economy has stabilized from the disruption and

the labor force repositioning has righted itself, the low

inflationary trends which existed before are even more

pronounced today. 

 

 

  

The Equity Markets
 
Global equity markets, as measured by the MSCI All

Country World Index, were up 7.53% in the 2nd quarter and

12.56% YTD.  For the quarter, the US equity markets

outperformed international markets.  The US market

overall was up 8.24% and is up 15.11% so far in 2021.

International developed markets were up 5.65% and

emerging markets were up 5.05% for the quarter, and are

up 9.92% and 7.45%, respectively, so far this year.  After

underperforming initially in the market recovery, REITs had

a strong quarter with US REITs up 11.76% for the 2nd

quarter and are up 22.94% so far in 2021.

 

In the 2nd quarter US large cap growth stocks

outperformed the rest of the market, up 11.93% vs. large

cap value stocks which were up 5.21% and small cap stocks

up 4.29%.  So far in 2021 small caps are the outperformers,

up 17.54% vs. large cap value up 17.05% and large cap

growth up 12.99%.

 

The Fixed Income Markets
 

The bond market had a bit of a recovery from the first

quarter, with the Bloomberg Barclays US Aggregate Bond

index up 1.83% in the 2nd quarter; for the year it is down

-1.60%.  The municipal bond market was up 1.42% for the

quarter and is up 1.06% YTD.  Longer-term (10yr) interest

rates declined 28 basis points in the 2nd quarter, closing

the quarter at a yield of 1.46%. 

 

So, what did all of this mean for investors?  Depending on

the asset allocation, a diversified portfolio returned

between 2-7% for the quarter.
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(Fixed income cont.)

 

The credit markets posted positive returns in the 2nd

quarter, with short-term corporates up .70% and

intermediate corporate bonds returning 1.70%.  The high

yield bond markets had a strong quarter, up 2.74%.
  

Looking Ahead
 

Besides inflation, there is another new enemy: the Delta

variant.  While we thought that at least in the developed

economies, the lockdowns, mask wearing and social

distancing were behind us, it is beginning to look like this

new, much more contagious variant, may be raining on our

parade.  If restaurants are required to start limiting their

seating again and venues curtail their events, and schools

have to go back to Zoom, the markets may get as fatigued

as we all are. 

 

There is hope that come September, when schools are back

in session (in-person) and parents can go back to work (be

it in the office or remote) and supplemental federal

unemployment benefits come to an end, we will move

closer to what will be our new normal economy.  But, of

course, people need to feel safe and that their loved ones

are safe.  If we don’t feel safe we withdraw and hunker

down.  There are a lot of small and mid-size businesses out

there that can’t afford another ‘hunkering down.’

 

As always, we would love to hear from you, so feel free to

contact us at any time.
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