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Letting off Steam

While inflation sparked by the rapid economic rebound is still elevated, the recent Consumer Price Index (CPI) and
Producer Price Index (PPI) reports may suggest the surge is losing some steam. We are not out of the woods yet, but
the concern of runaway inflation may be overdone. The S&P 500 Index closed the week +0.8%, the NASDAQ +0.2%
and the Dow +0.9%. The U.S. 10-year Treasury bond yield decreased to 1.283% at Friday’s close versus 1.305% the
previous week.

The second quarter earnings reporting season turns to some of the major retailers this week. In all, 19 companies in
the S&P 500 are scheduled to report earnings. The current expectation for 2Q is for S&P 500 earnings growth of
93.8% y/y versus a 93.1% forecast last week. The July Retail Sales report is also scheduled for this week, so we
should get a clearer picture on recent retail spending trends.

Initial unemployment claims for the week of August 7th decreased to 375,000 versus the previous week at 387,000.
Continuing claims for July 31st were 2.866 million versus 2.980 million the week prior. The minutes of the Federal
Reserve’s recent Federal Open Market Committee are scheduled to be released this week. That could shed some
additional light on the Fed’s views on when it could act on tapering bond purchases.

In our Dissecting Headlines section, we look at the July CPl and PPI reports to gauge the current levels of inflation in
the economy.

Financial Market Update

Weekly Return  YTD Return Weekly Return  YTD Return
S&P 500 Index 0.8% 20.0% Aggregate Bond Index 0.0% -0.6%
Dow Jones Industrial Average 0.9% 17.3% U.S. Dollar Index -0.3% 2.9%
NASDAQ 100 0.2% 18.0% WTI Crude Qil 0.2% 41.1%
Russell 2000 (Small Cap Index) -1.1% 13.2% Gold 0.9% -6.2%
International Stocks (MSCI ex-US) 0.7% 8.4% Real Estate (US REIT Index) -0.3% 25.5%

Sources: S&P Global, Thomson Reuters

Dissecting Headlines: July Inflation Trends

While inflation levels are still elevated and above the Fed’s target levels, the July CPI report showed the month-to-
month change in prices had abated with headline inflation increasing 0.5% month-to-month versus 0.9% month-to-
month in June. The year-over-year inflation rate was +5.4%, which was consistent with last month.

The CPI excluding food and energy prices was +0.3% month-to-month in July versus +0.9% month-to-month in June.
Energy prices had the highest month-to-month increase in July out of the major categories at +2.3%. Food gained
0.7% month-to-month in July versus +0.8% month-to-month in June. Used car prices, which had been increasing rap-
idly, slowed. Used car prices were 0.2% higher month-to-month versus a string of +10.0% (April), +7.3% (May), and
+10.5% (June) monthly increases. New car prices were +1.2% month-to-month in July versus +2.0% in June.

The PPI report showed final demand prices +1.0% month-to-month in July, consistent with a 1.0% increase in June.
The year-over-year change was +7.8% in July versus +7.3% in June. Final demand prices for goods decelerated month-
to-month with a 0.6% increase in July versus +1.2% in June while final demand prices for services accelerated month-
to-month with a 1.1% increase in July versus +0.8% in June.
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