
SUMMARY:
U.S. equities finished higher last week (S&P +2.0%).  Stocks sold off sharply on Monday 
due to Coronavirus Delta variant infections spreading.  Peak growth, peak profit, and peak 
policy stimulus themes were also cited, especially in light of full valuations and bullish 
sentiment readings.  The ever-present buy-the-dip mentality quickly took over supported 
by the bullish narrative of easy financial conditions, central bank liquidity, massive fiscal 
stimulus, positive earnings surprises, and pent up demand.  Strongest groups were 
communications services (+3.2%), consumer discretionary (+2.9%), and technology 
(+2.8%); weakest groups were utilities (-0.9%), energy (-0.4%), and REITs (-0.1%).

KEY TAKEAWAYS:
1. COVID-19 cases are again rising in the U.S., with the Delta variant as the dominant 

strain.  Lots of uncertainty regarding this variant and policy responses will likely 
weigh on markets from time to time.

2. Peaking global growth expectations along with the growing spread of the Delta 
variant are challenging the reflation and reopening narrative that drove bond yields 
higher in Q1.  Underlying growth is likely to stay above-trend in most developed 
economies over the next 6-18 months leading to tighter labor markets, increased 
inflation pressures, and less dovish central banks.

3. While we expect the U.S. economy to continue growing at an above-trend clip, the 
transition to a slow-down phase is generating uncertainty.

4. The TIPS inflation breakeven rate has sunk to 2.1% which is below the Fed’s 
comfort zone of 2.3%-2.5%.  Our sense is that U.S. inflation will come down but 
not as fast as market expectations currently imply.  As inflation surprises on the 
upside, long-term bond yields will rise.

5. Beyond the near-term, we anticipate cyclicals will once again outperform, the 
dollar will depreciate and yields will resume their uptrend.  Investors should use 
the current market weakness to build bigger bets to capitalize on these more 
important trends.

6. Peak growth in GDP and earnings, inflation concerns, fiscal policy uncertainties, 
weakening internal breadth, sentiment and seasonal patterns show that tactical 
conditions have become less favorable and the risk of a mid-cycle correction, or 
sentiment shakeout, has increased.  We are reluctant to get too cautious because 
timing a counter-trend correct in a bull market is a tough task.

7. Interpreting all of the noise in Washington is never simple, but our sense is that 
Republicans are setting up a process to pass some budget reforms as a condition 
of the debt ceiling or to force the Democrats to raise the debt ceiling with their 
larger spending package through reconciliation.
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EQUITY MARKETS
(INDEX TOTAL RETURN) LAST WEEK YEAR-TO-DATE

DJIA 1.12% 15.72%

S&P 500 1.97% 18.41%

NASDAQ 2.84% 15.53%

RUSSELL 2000 2.15% 12.44%

RUSSELL 1000 GROWTH 3.33% 18.23%

RUSSELL 1000  VALUE 0.98% 17.28%

INTERNATIONAL 
EQUITY MARKETS
(INDEX NET RETURN)

LAST WEEK YEAR-TO-DATE

MSCI ACWI 1.13% 13.51%

MSCI ACWI EX U.S. -0.43% 7.68%

MSCI EAFE 0.20% 8.98%

MSCI EM -2.09% 2.79%

S&P EQUITY SECTORS
(INDEX TOTAL RETURN) LAST WEEK YEAR-TO-DATE

COMMUNICATION 
SERVICES 3.24% 25.15%

CONSUMER 
DISCRETIONARY 2.87% 13.74%

CONSUMER STAPLES 0.56% 7.44%

ENERGY -0.33% 31.39%

FINANCIALS 0.33% 24.16%

HEALTHCARE 2.19% 16.75%

INDUSTRIALS 1.64% 17.72%

INFORMATION 
TECHNOLOGY 2.78% 19.02%

MATERIALS 0.80% 13.65%

REAL ESTATE 0.10% 28.66%

UTILITIES -0.87% 6.41%
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THE MODESTLY POSITIVE BUT CHOPPY CONDITIONS CONTINUE
Equity markets were hit hard and government bond yields dropped further at the 
start of last week as overbought equity conditions and less positive virus news 
triggered a whiff of risk-off.  As has been the case since vaccines were approved last 
November, equity selling pressure soon faded due to the desire by policymakers to 
keep economies open, hyper-accommodative monetary and fiscal conditions, and a 
sustained corporate profit recovery.  Equity markets tend to move higher over time 
when the level of corporate earnings is climbing, even if economic growth rates are 
decelerating.  However, stocks are more vulnerable to periodic setbacks when the latter 
is occurring.  Importantly, there is low risk that the economic recovery will end in the 
next 6-12 months.

The acceleration in new virus cases in some countries and regions is preventing a return 
to normal mobility, thereby sustaining economic uncertainty and supporting demand 
for government bonds.  While most high-income countries have now opened up 
sufficiently to allow near-normal domestic mobility, international mobility is still heavily 
constrained, to the detriment of key service sectors such as leisure and tourism.

Equity investors have shown a willingness to look through disappointing virus case 
trends since effective vaccines arrived last November.  We expect this pattern to persist, 
even as the northern hemisphere enters a higher-risk period in the autumn/winter, 
and a return to indoor living, schools re-opening, etc.  There will be plenty of bumps 
along the way given elevated valuations, but a cyclical peak in risk assets markets will 
likely only occur after more normal economic activity is achieved and current hyper-
accommodative monetary conditions have been unwinding, with expectations that 
conditions will eventually turn restrictive.  Any such combination seems unlikely any 

time soon.  We would use the recent decline in government bond yields to lighten positions while taking advantage of the setback in select value 
and cyclical stocks to add to holdings.  Government bonds around the globe are expensive even if our forecast for a decade of better growth and 
higher inflation than during the 2010s does not pan out.

Central banks are keen to let economies run as hot as possible until after core inflation exceeds their target for a period of time, and are clearly 
ignoring the current re-opening surge in inflation.  Nominal bonds yields still reflect bets that inflation and economic growth will falter down the 
road.  We expect more upside in inflation expectations and for nominal bond yields to move higher in a series of waves as investors realize that the 
era of 0-2% inflation has ended.

CONCLUSION:
Our investment stance remains mildly positive on stocks on a 6-12 month horizon, and a clear preference for stocks over bonds.  The near-term 
outlook is more difficult as most risk asset markets are still overbought and in a digestion phase, buffeted by fears that the global economy is slow-
ing.  Use the current period of government bond strength to reduce holdings, and add to value and cyclical plays as they absolutely and relatively 
underperform.

FIXED INCOME MARKETS
(INDEX TOTAL RETURN) LAST WEEK YEAR-TO-DATE

BLOOMBERG BARCLAYS
U.S. AGGREGATE BOND 0.25% 25.89%

BLOOMBERG BARCLAYS 
U.S. CORP HIGH YIELD 0.65% 23.86%

BLOOMBERG BARCLAYS 
U.S. GOV/CREDIT 4.17% 23.99%

BLOOMBERG BARCLAYS
U.S. T-BILL 1-3 MONTH 0.17% 2.95%

ALTERNATIVES
(INDEX TOTAL RETURN) LAST WEEK YEAR-TO-DATE

FTSE NAREIT 
(REAL ESTATE) 0.34% 25.57%

DJ COMMODITIES 0.69% 23.06%

RED ROCKS GLOBAL 
LISTED PRIVATE EQUITY -0.62% 19.04%

DB G10 CURRENCY 
FUTURES -0.61% 2.77%
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