
SUMMARY:
Equities finished lower last week (S&P 500 -0.6%).  The risk-off theme was driven by a 
pickup in growth concerns surrounding the spread of the Delta variant, fed taper timing 
expectations moving forward, and geopolitical tensions.  Best performers were utilities 
(+1.8%) and REITs (+0.7%); worst performers were energy (-7.3%) and materials (-3.1%).

KEY TAKEAWAYS:
1. The 1.1% m/m fall in retail sales in July suggests that the hit to consumers from 

surging prices, along with growing concerns about the Delta coronavirus variant, is 
starting to take its toll.

2. A handoff from government stimulus to endogenous economic growth is looking 
bumpier than it did a month ago in part due to supply constraints and the Delta 
variant. 

3. The Fed seems to be moving toward a somewhat accelerated timeline for QE 
tapering possibly announced in September and starting before year-end.

4. An acceleration in the labor market recovery will likely take 10-year Treasury yields 
over 2% in the next 6-12 months.

5. Stock markets across the world struggled last week and the VIX spiked to near 25.  
Concerns include the collapse in Afghanistan, the spreading of the Delta variant, a 
slowing economy, inflation concerns, and tapering talk. 

6. The number of S&P 500 stocks above their 200-day moving average is now less 
than 80%, the lowest reading since March.  This reflects a contracting breadth 
environment which warrants some caution.

7. While the S&P 500 made a new high early last week, most other averages have not 
seen a new high in 2-4 months, with some indexes down a double-digit percent 
(e.g., Russell 2000 Growth Index, MSCI Emerging Markets, and the Nikkei.)

8. Before the pandemic, the forward P/E of the S&P 500 peaked at 19.0.  The 
pandemic-induced lockdowns saw it fall to 12.9 and then peak last year at 23.2.  
Currently at 21.0, the P/E is still at a higher than normal level.

9. President Biden’s political capital will likely erode due to the Afghanistan issue.  
This could impact fiscal policy progress this year and mid-term elections next year.

10. The U.S. withdrawal from Afghanistan, a wind down in Iraq, and an attempt to 
negotiate a nuclear deal with Iran all point to a U.S. pivot away from the Middle 
East toward Asia.  This is unlikely to be a smooth transition.
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EQUITY MARKETS
(INDEX TOTAL RETURN) LAST WEEK YEAR-TO-DATE

DJIA -1.01% 16.13%

S&P 500 -0.55% 19.36%

NASDAQ -0.70% 14.67%

RUSSELL 2000 -2.47% 10.39%

RUSSELL 1000 GROWTH -0.25% 17.74%

RUSSELL 1000  VALUE -1.24% 18.88%

INTERNATIONAL 
EQUITY MARKETS
(INDEX NET RETURN)

LAST WEEK YEAR-TO-DATE

MSCI ACWI -1.78% 12.95%

MSCI ACWI EX U.S. -3.48% 5.53%

MSCI EAFE -2.95% 9.21%

MSCI EM -4.62% -4.10%

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

COMMUNICATION 
SERVICES -0.39% 25.32%

CONSUMER 
DISCRETIONARY -2.23% 8.83%

CONSUMER STAPLES 0.46% 9.90%

ENERGY -6.98% 24.23%

FINANCIALS -2.29% 29.09%

HEALTHCARE 1.80% 20.89%

INDUSTRIALS -2.25% 16.63%

INFORMATION 
TECHNOLOGY 0.49% 20.00%

MATERIALS -3.08% 16.52%

REAL ESTATE 0.57% 30.74%

UTILITIES 1.86% 13.28%
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SLOWING ECONOMY?  YES!  SOMEWHAT HIGHER INFLATION?  
YES!  STAGFLATION?  NO.
Global financial markets have turned cautious in the face of bearish headlines about 
the COVID-19 Delta variant and pockets of related lockdowns/restrictions in some 
countries.  However, despite the heavy human cost of the pandemic, so far it appears 
that recent virus-related setbacks only slow the recovery but are not sufficient to 
derail it.  All the major economies are moving forward and the global recovery is 
still progressing even though achieving normal mobility is being further delayed.  
International mobility is far from normal and, thus, the overall global economic 
expansion is being held back to some degree, despite strong growth numbers 
recorded this year.

The offset to COVID-related drags and ongoing concerns that economic conditions 
might deteriorate continues to be that both fiscal and monetary policymakers 
will remain hyper-cautious and prone to delay steps towards becoming less 
accommodative.  Although the Fed is now actively thinking about the timing of 
tapering its bond purchases, this has had the strange impact of lowering both equity 
prices and bond yields.  Apparently, any change in Fed policy will undermine the 
economic outlook.  Investors are highly uncertain about the future, and prone to fearing 
the worst, especially if there are concerns that open-ended monetary reflation will not 
continue.

While we believe a runaway 1970’s-type inflation is unlikely, neither is a return to the 
unique circumstances that caused the sluggish growth and depressed inflation of the 
2010s.  We anticipate a decade where growth is somewhat better and inflation has an 
upward tilt once post-pandemic transitory factors are reduced.  Therefore, although 

an end to emergency policy conditions is not imminent and could be delayed further depending on COVID-19 variant developments, government 
bonds offer poor value and are at high cyclical risk if central banks succeed in their goal of generating above-target inflation.

Equities are benefiting from both depressed bond yields and the stellar performance of corporate revenues and profits.  Equities tend to perform 
well as long as corporate earnings are climbing, even if the rate of change of the increase slows as it inevitably already has.  In terms of early 
warning signs of trouble for stocks and corporate profits, the message from high-yield corporate bond spreads over government paper is still fairly 
upbeat.  Spreads have edged up slightly, but remain close to their cycle lows.  Spreads tend to lead, or no worse coincide, with significant equity 
setbacks.  We do not expect anything more than a temporary selloff in stocks.  However, equity corrections can still occur even when the profit 
backdrop is positive, if investors fear a deterioration in future profits, especially when conditions are overbought and stocks are fully-valued as is 
currently the case.

CONCLUSION:
Concerns about a slowdown in economic growth momentum could linger in the near run.  However, we expect that they will gradually give way to a 
recognition that underlying economic conditions will continue to improve into 2022, while cyclical inflation risks will persist.  Stocks will have periodic 
setbacks, but a bear market is unlikely.

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

BLOOMBERG BARCLAYS
U.S. AGGREGATE BOND 0.16% -0.65%

BLOOMBERG BARCLAYS 
U.S. CORP HIGH YIELD -0.06% 3.59%

BLOOMBERG BARCLAYS 
U.S. GOV/CREDIT 0.25% -0.78%

BLOOMBERG BARCLAYS
U.S. T-BILL 1-3 MONTH 0.00% 0.02%

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

FTSE NAREIT 
(REAL ESTATE) -0.01% 26.52%

DJ COMMODITIES -4.56% 17.76%

RED ROCKS GLOBAL 
LISTED PRIVATE EQUITY -3.26% 23.29%

DB G10 CURRENCY 
FUTURES -2.20% 0.90%
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