Week in Review
Friday, July 23rd, 2021

1. Equity Markets Recover from Bout of Volatility
This past week commenced with a
sell-off in the equity markets that was
precipitated by concerns about the
COVID- 19 resurgence and the possibility of peak growth in the economy.
As has been the case so far in 2021, selloffs have corrected quickly. This week’s
price action came during a busy period
for corporate earnings reports where
most companies have beaten expectations and projected a positive outlook
for the rest of the year. Positive corporate earnings likely provide support
for a continued recovery in economic
growth from the pandemic.

Source: Yahoo Finance

2. Commodity Assets
Having Historical Year
Commodity assets have been experiencing a historical year in terms of
returns year-to-date (YTD) relative
to other investment classes. So far in
2021, the commodity asset class is up
29% leading the next best asset class,
REITS, and well above equities. This
year is definitely proving to be an outlier as over the past 11 years returns for
commodities have been negative on an
annual basis almost 2/3 of the time with
an average annual return of -6.6%.
As we have discussed before, stronger
than anticipated demand growth, supply constraints and distribution bottlenecks have contributed to this spike
from recent history.
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Rising commodity prices are having an impact on some business’ financial performance at least in the short term.
Global consumer staples bellwether Unilever reported earnings this past week and said that higher costs for ingredients, packaging, and transportation would lower its full year profitability. The company warned of accelerating
price increases across a range of its products to counter the cost of inflation. Unilever has not been alone as consumer staples company Kimberly Clark also cut its full-year EPS guidance noting significantly higher input costs.
On the downside in terms of asset class performance, bonds have realized a negative return YTD which has not
happened since 2013 when the Federal Reserve announced plans to phase out the quantitative easing programs.
The Fed this year has been very cautious to discuss such plans and tempered expectations for long-term inflation
and next week’s Federal Open Market Meeting Committee (FOMC) meeting is not expected to see any incremental change in their position on the timing for tapering.
In any event, the directional movement of the asset class performance book ending in 2021 so far seems rationale,
with market dynamics and higher commodity prices resulting in higher prices and inflation. The hurdle for the
Fed to start discussion of tapering would appear lower now than in 2013.

3. Progress on Infrastructure Bill
A bipartisan group of 22 senators is reportedly moving closer to crafting a $529 billion infrastructure bill which
would include a deal on how to pay for it. In a separate effort, the Democrats’ $3.5 trillion broader infrastructure
bill still faces challenges due to opposition to measures to pay for it, such as higher taxes for corporations and
high-income earners, as well as scrapping tax benefits for energy companies.

Thinking Ahead
Markets have retained their positive trajectory as corporate financial performance remains intact. Escalation of
COVID-19 cases is concerning, but the risk is mitigated by the increasing rate of vaccinations. The Fed is likely to
remain accommodative even in the face of rising commodity prices and inflation.
Pallas Capital Advisors will continue to monitor economic, political, and corporate data for implications to markets.

The information contained herein is for informational purposes only, is not personalized investment advice and should not be construed as a recommendation to purchase or sell any particular security, sector or strategy to any individual person or entity. The decision to review or consider the
purchase or sale of any security, sector or strategy mentioned should not be undertaken without consideration of your personal financial information,
investment objectives and risk tolerance with your financial professional. Past performance should not be considered as an indicator of future results.
Investment Advice offered through Pallas Capital Advisors LLC, a registered investment advisor.
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