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In the 2nd Quarter of 2021, total returns for both taxable investments and tax-free investments were slightly positive. For
taxable portfolios in the 2nd Quarter, the Barclays Aggregate generated a total return of 1.83%. For tax-free portfolios in
the 2nd Quarter, the Barclays 1-10yr Muni generated a total return of 0.62%. YTD returns are -1.60% and 0.36%,
respectively. The economy continued its reopening process, the Fed reconfirmed its support for the time being, yield
curves flattened, and the markets are now firmly looking to when the Fed starts to reduce accommodation.
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GDP in the 1st Quarter of 2021 came in with a final
Q/Qreading of +6.4%. GDP Projections for the 2nd .. s i s s () o
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current estimates for the year of 2021 are for a 1
growth rate of 8.0%. US Unemployment and US
Continuing Jobless Claims continue to decline. As the
economy continues to reopen, these numbers should |
continue to improve as we progress throughout
2021. In addition, federal and state unemployment T SN ———————————————
benefits are set to expire which should accelerate the == nemsmm e o
growth of jobs in the coming quarters. (see chart 1)
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Over the last quarter, we have started to see a oaly 13101 - 737201 -
leveling off of PMI’s at elevated levels, signaling that R e ot 56 g
2nd Quarter may indeed be peak growth from a T 2 [
trough established in the 2nd Quarter of 2020 (see o
chart 2). Even though PMI’s are peaking, it should be I
noted that they are leveling off at very attractive and
elevated levels. If we maintain these levels, growth I
should be robust going forward.
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Rates

For the 2nd Quarter of 2021, U.S. risk free rates
stopped steepening and flattened aggressively (see
chart 3). The Fed, at both the April and June FOMC M‘/m
meetings elected to keep the cash rate at the zero- LA
lower bound and reconfirmed their intention to keep
the cash rate at the zero-lower bound for an extended
period. However, at the June meeting, the
communication by the Fed did change slightly. The Fed ‘
expressed interest, for the first time, in the need to WL
start removing the excessive accommodation or S
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tapering of the monthly $120B in bond purchases. Even e T

though currently their objectives have not been met,

they felt comfortable in signaling that their objectives

of employment and inflation would most likely be met

sooner than expected. Indications of a taper plan being

communicated are centered around the end of the 3rd Chart 4
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The Fed’s balance sheet currently stands at $8.1T (see

chart 4). By the end of the year, their balance sheet

should grow to roughly $8.6T. If the Fed does start 3

their tapering plan at the start of 2022, the balance "

sheet would still grow (at a slower monthly rate) until

all monthly buying has ended. At that point,

expectations are that they will maintain the current LR m o m o m w om o wm wm ow om owm owom

level, which is currently estimated at around $9T in
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slize.

Credit Chart 5

Credit performed well versus risk free in the 2nd Quarter o

of 2021. Spreads tightened for both investment grade S s o 3 o (056
and high yield as risk appetite prevailed with the backing
of the Fed, an increase in vaccinations, and a massive
$1.9T stimulus pushed through Congress in the 1st -
Quarter. Investment grade spreads tightened by roughly =
11bps. High yield spreads tightened by roughly 42bps. As ..
you can see, we are now pushing through previous L oo s Lol B
credit risk premium lows prior to Covid (see chart 5). e v e
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Looking Forward

Looking forward, the risk-free curve should at some point revert to steepening. Historically, the average 10-2yr UST
spread has been roughly 140bps. Currently, we are slightly below average at roughly 120bps. Since we are still in the
early stages of this economic recovery, we would expect the 10-2yr UST spread to approach 200bps. This should take
the 10yr UST to slightly over 2%. However, the most recent communication by the Fed did surprise markets. The
release of the dot plots revealed a quicker stance by the Fed in raising rates than previously communicated. Many
participants took the Fed at their word in previous communique’ that they would like to see the economy run hot,
inferring letting inflations expectations exceed previous thresholds to make up for the past 10 years of results below
inflation targets. Inflation readings should continue to exceed the Fed’s goal. How much above that goal will dictate
whether the Fed can hold the cash rate steady at the zero-lower bound. For credit, we still don’t see risk premiums
increasing too much as the Fed is still extremely accommodative, vaccination rates are up, although increasing at a
much slower rate and stimulus is in full swing. We will continue to look to reduce credit risk as we approach the Fed
announcement on the end of QE4. As always, we run a high-quality portfolio that looks to take advantage of
opportunities as they present themselves. We have been active in seeking those opportunities and feel good about
the changes that have been made.
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