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GDP Growth
Gross Domestic Product (GDP) measures spending on US goods 
and services, so increased spending speeds the recovery of 
GDP. The government aid allowed the consumer to spend even 
when they did not have a job. It also allowed people who made 
less than $75,000 per year but still had a job to increase their 
spending beyond what income their wages produced because 
of the stimulus checks.

Currently the forecast for 2nd quarter GDP growth from the 
Atlanta Federal reserve model is for 7.8% annualized and the 
median forecast of economists surveyed by Bloomberg is 10.0%.

Jobs Growth
Although spending may have been fully recovered, jobs growth 
has not. As of the end of the 2nd quarter the US was still short 
6,764,000 jobs compared to the end of February 2020. We also 
see evidence that the employment situation is not fully recovered 
in the fact that there are still 14,659,791 people collecting 
continuing unemployment benefits. Clearly, sustained jobs 
growth is needed in order to convert the “sugar high” growth 
created by the fiscal aid into sustained growth going forward.

For those who have heard me give economic presentations, you have heard the mantra that jobs create income and income is 
the fuel that allows spending to happen. The 2nd quarter had a change to that mantra. It was not jobs that created the income, it 
was government aid to consumers. This was from the additional stimulus checks to consumers and Paycheck Protection Program 
loans to businesses. The ongoing temporary boost to unemployment benefits is providing income to many of the unemployed. 
This created the scenario that the nation most likely recovered all of the GDP growth that was lost during the pandemic but is a 
long way from recovering the jobs growth.

Inflation
One of the basic principles of economics is that if supply 
outstrips demand prices will fall and if demand outstrips supply 
prices will rise. As a result, it should not be surprising that, with 
fiscal aid stimulating demand but continued restrictions limiting 
supply, prices are rising. Add in the shortage of supply for labor 
in many industries while demand is rising and you have the 
“perfect storm” for inflation. We have to remember that even 
though the US is one of the leaders in vaccination rates and the 
resulting lifting of restrictions, many other parts of the world are 
not in the same position. Many of the countries that provide the 
raw materials for the US still have heavier restrictions in place 
that slows the supply deliveries. 

Conclusions
 • The US experienced strong economic growth in the 2nd 
quarter to the point where all GDP growth lost during the 
pandemic crisis has most likely been recovered.

 • Jobs growth has not matched the recovery in spending as 
the fiscal aid bills did not create new jobs directly.

 • The US is paying the price for stimulating demand while 
restricting supply and that is higher inflation.
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Alternative Strategies
Matt Clarke, CIMA, VP, Senior Client Portfolio Manager

The economic reopening story continued to be helped along by 
improvements in vaccination campaigns around the globe, which 
also led to further easing of COVID related restrictions. As a result, 
the equity markets continued to grind higher throughout the 2nd 
quarter. The US equity markets shined with tailwinds consisting of 
a strong rebound in GDP, jobs growth, corporate earnings and the 
promise of additional fiscal stimulus. With this, US stocks gained 
further traction and continued to outpace international peers. 
The Russell 3000 index returned 8.24% in the 2nd quarter and 
15.10% year to date, while the MSCI EAFE Index returned 5.35% 
and 9.21% respectively.

As it relates to bonds, longer term interest rates moved in a 
surprising direction in the 2nd quarter. It was largely anticipated 
that rates would move higher on economic recovery expectations 
backed by further evidence of economic growth and rising inflation. 
Still, 10-year Treasury yields declined by 29 basis points (1.45% from 
1.74%). Year to date, however, yields are still higher than where 
they began: up 52 basis points (1.45% from 0.93%). US Aggregate 
bonds finished the quarter with a total return of 1.83%, while Global 
Aggregate bonds trailed slightly behind at 1.31%. High yield and 
emerging markets helped to boost fixed income portfolio returns 
by contributing 3.18% and 4.44% respectively.

Inflationary concerns dominated conversations in the 2nd quarter, 
inclusive of debates about whether or not the current inflationary 
pressures are temporary. We continue to stress that the presence 
of higher inflation is a result of stimulated demand in the face 
of COVID-related supply chain and labor shortage constraints. 
We do, however, believe that the current trend is transitory and will 
settle back in-line with historic norms as we achieve a new normal. 
Still, we acknowledge that the impact of inflation is real and 
likely will not dissipate prior to the end of the year. Over the last 
quarter, our real return strategy (inflation hedge) continued to 
work “as advertised” and was a strong complement to total return. 
Diversified commodities returned 13.7%, real estate 11.97%, global 
infrastructure 4.43% and Short-term US TIPS 1.83%. 

Our risk management strategies responsible for improving 
diversification, dampening volatility and helping to normalize 
returns, contributed mostly to the upside over the second 
quarter. Hedged equity returned 3.98%, global macro 1.74% and 
managed futures -1.61%.

As we look ahead at the road to recovery, we acknowledge that 
the Delta variant could be a road bump in the global economic 
reopening story. As such, we continue to focus on managing risk and 
return through diversification, allocation and active management.
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Domestic Equities
Gayle Sprute, Senior Portfolio Manager

Fixed Income
Brian Brill, CFA, Senior Portfolio Manager

Stocks continued their upward momentum during the 2nd 
quarter, with the major indices posting mid- to high-single 
digit gains. When adding the positive 1st quarter performance, 
total return for the first half of 2021 was in double digit 
territory: Dow Jones Industrial Average, +13.8%; S&P 500, 
+15.2%; Nasdaq Composite, +12.9%; and Russell 2000, +17.5%. 
Several catalysts helped fuel these gains, among them: 
continued fiscal and monetary stimulus, rising COVID-19 
vaccination rates, declining virus cases across the US, economic 
re-opening momentum, and positive earnings news from 
corporate America.

The 2nd quarter rally was broad. Out of the 11 economic sectors, 
only one sector delivered negative performance. Utilities was the 
biggest laggard, down 0.4%, followed by consumer staples up 
3.8%. It is not surprising that these were at the back of the pack, 
given that many companies in both sectors are less sensitive to 
economic cycles (and thus viewed as defensive sectors). There 
has been a rotation into more cyclically oriented stocks as the 
economy has re-opened from the COVID-19 shutdowns. As a 
result, it is also not surprising that leadership during the quarter 
came from more economically sensitive sectors: real estate, up 
13.1%; information technology, up 11.6%; and energy, up 11.3%.

The growth versus value debate was in focus during the 
quarter. Growth has consistently outperformed value over the 
past decade. However, as the economy re-opened this year, 
a cyclical rotation took shape and value assumed leadership. 
At the end of the 1st quarter, value was outperforming growth 
by approximately 8.6%. During the 2nd quarter, growth rallied 
strongly and closed the performance gap. Year to date through 
June 30, value is up 16.3% and growth is up 14.3%.

As the second half gets underway, investors are pondering key 
questions: 1) will inflation be transitory or persistent; 2) when 
will the Federal Reserve (Fed) begin to taper its pace of asset 
purchases (and policy error implications if there is an inflation 
overshoot); 3) will Congress successfully pass an infrastructure 
bill and will a tax increase be included; 4) is economic growth 
plateauing; and 5) is earnings growth peaking amidst margin 
headwinds from higher costs.

Even though the Federal Reserve (Fed) may have indicated 
a major monetary policy shift this quarter, markets had 
just enough to worry about to keep yields contained. 
This is very different than the end of the 1st quarter when 
investors were sure that the only way was up for the recovery, 
fiscal policy and inflation.

In mid-June, the Fed surprised the market by indicating via 
their Summary of Economic Projections that the medium of Fed 
participants, 13 out of 18, expect interest rate hikes through the 
end of 2023, which is a significantly more hawkish distribution 
than in March when only seven participants projected liftoff in 
the forecast horizon. Also quite significant was the distribution 
of dots in 2022, as now the median is closer to showing a hike 
as soon as next year. Also at this meeting, Chairman Powell 
confirmed that they are now talking about talking about 
tapering their asset purchases (currently $120 billion per month). 
This event may have marked a major turning point in Fed policy. 
The current extreme accommodation is giving way to a more 
restrictive/neutral monetary policy.

Investors took all this in stride as the economic data once so 
strong in the 1st quarter now only met, instead of exceeded, 
expectations. The fear of runaway inflation began to show 
evidence that may ultimately prove the Fed’s mantra that much 
of the 1st quarter’s move will be transitory. And fears of large 
fiscal policy is hitting reality as getting something through 
Congress is not a layup.

Even though Covid-19 conditions are improving in the US, 
worsening pandemic conditions in many parts of the world 
were enough to remind investors it’s never a good idea to sleep 
on Covid-19.

These dynamics made for interesting changes along the Treasury 
yield curve for the 2nd quarter. The changing monetary policy 
by the Fed has led to short-term interest rates increasing as the 
probability of rate increases has moved into 2022/2023. At the 
same time, sluggishness on advancing additional fiscal stimulus, 
the aforementioned possible rate increases and inflation 
influences trending towards the transitory nature have allowed 
longer-term yields to decline as much as 25 basis points.
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International Review
Derrick Wilson, Portfolio Manager

Markets keep moving forward. Global equities continued to 
forge ahead and push to new highs as the 2nd quarter came 
to a close. A little over a year after the onset of this global 
pandemic, many parts of the world looked to regain what was 
lost while economies were shut down with improving economic 
data revealed over the course of the quarter. This recovery has 
come with concerns and setbacks, however.

Developed international markets continued to have an edge 
as equity market returns topped those of emerging markets 
for both the quarter and first half of the year. This could be in 
part due to higher vaccination rates in most developed nations, 
leading to increased optimism of further economic reopening. 
Still, much of Europe operates under some form of restrictions 
at this time, but despite this, European markets finished 
5.42% higher.

Concern over further spreading of the Delta corona virus 
variant has contested easing of restrictions and left investors 
contemplating best and worst case scenarios for the markets. 
Asian markets have lagged other regions due to its lower 
vaccination rates. China’s Shanghai composite index gained 
a little over 3.5% for the quarter, under performing broader 
emerging markets return of 5.12%.

Japan continues its preparation efforts to host the postponed 
2020 Summer Olympics with a decision that foreign spectators 
will be barred from attending. This move could prove the games 
to provide less of an economic boon in Tokyo than they typically 
can bring to a host city. 

Inflation and global central banks remain a key focus as well. 
Most recent inflation reports for both the Euro Area and 
the U.K. have come in at, or above, the targeted 2% rate. 
Eyes and ears quickly turned to the European Central Bank and 
Bank of England for their assessment and intended actions. 
Both acknowledged the increase to these numbers, but 
cautioned against tightening monetary policies and raising 
rates too soon.

There is much to look forward to with the summer months ahead. 
Global equities should continue on an upward trajectory so long 
as new variants of COVID-19 can be kept at bay and economies 
proceed to open further. With the virus still percolating in 
various pockets of the world, this may add a little more volatility 
if economic numbers begin to move in the wrong direction.

Contact Our Advisors
Western Washington

Seattle
601 Union St., Suite 4747
Seattle, WA 98101
206.667.8954
888.254.0622

Bellevue
10500 NE 8th St., Suite 1100
Bellevue, WA 98004
425.467.1781
888.445.7166

Spokane
717 W Sprague Ave., Suite 900
Spokane, WA 99201
509.353.3898
800.725.4449

Portland
760 SW Ninth Ave., Suite 1900
Portland, OR 97205
503.778.7060

Southern Idaho / Boise
945 W Bannock St.
Boise, ID 83702
208.345.3343

North Idaho
218 Lakeside Ave.
Coeur d’Alene, ID 83814
208.667.7993

Additional and expanded information to this newsletter discussion may be 
obtained by contacting your Relationship Manager. We will be happy to 
expand our discussion with you to meet your individual requirements as a 
client of Wealth Management & Advisory Services.

watrust.com/wealth-management
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