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Markets generally moved higher in July 2021 led by the technology and healthcare equity sectors. The coronavirus
Delta variant surged throughout the country driving a flight to safety in many indices. Traditionally, more defensive
equity markets rallied with the S&P 500 +2.4%, NASDAQ +1.2%, and EAFE +0.8%, while the more cyclical Russell
2000 fell -3.6% and Emerging Markets were down -6.7%. Fixed income performance was positive with interest
rates falling as Delta variant cases rose with the Bloomberg Barclays US Aggregate +1.1% and US high yield +0.3%.
Cyclical commodities were flat to down on the month.
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While the varying federal and local guidelines have been confusing for consumers, economic activity continues to
march higher with service industries picking up steam. However, rising coronavirus cases are a risk to the economic
recovery. The Delta variant is spreading rapidly but if the UK is an example, the infections may also come down as
quickly as they rose. As the US surge is a few weeks behind the UK, perhaps the peak is not too far away.
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Corporate earnings from the

second quarter can be used Change in S&P 500 Quarterly EPS: 1st Month of Qtr.

as a gauge for how compa- (Source: FactSet)
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by Google which saw strong earnings relative to expectations. The weakest sectors versus consensus were energy,
basic materials, and consumer staples. Input cost pressures are starting to take a bite as margins were squeezed
in these industries. Input cost pressures are starting to take a bite as margins were squeezed in these industries.
Future price increases may help mitigate the cost pressures, but the timing and magnitude of the price increases

have yet to be fully realized.
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Equity market reaction followed S&P 500 Q321 Bottom-Up EPS: Jun 30 - Jul 29
the earnings surprises in July. In (Source: FactSet)
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Fixed income markets rallied —— Q321 Battom-Up EPS
throughout the month in the SOURCE: Factset

flight to safety trade on the rise

of the Delta variant. The 10-year US Treasury bond yields continued the march downward that began in April 2021.

FRED 244 = 10-Year Treasury Constant Maturity Rate

3.5

. ; o

[V Mo k
N WMM‘V”J | ,‘J’fm\ \

0.5

Fercent
"
=

2012 2013 2014 2015 2016 2017 2018 2018 2020 2021

2l

Shaded areas indicate U.S. recessions Source; Board of Govemors of the Federal Reserve System (US) fred. stlouisfed.org

SOURCE: https://fred.stlouisfed.org/series/DGS10
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With persistently lower risk-free interest rates, Pallas Capital has positioned our fixed income portfolios in a bar-
bell high-quality shorter-term debt paired with private credit and real estate for higher yields. The macro drivers
to monitor relative to this position would include more fiscal stimulus from the Federal government, the Federal
Reserve’s stance on accommodative monetary policy, and potential tax increases at the Federal level.

The coronavirus Delta variant surges through the US disrupting economic activity and pushing markets into a
more defensive mode. Corporate earnings were a bright spot as the positive surprises versus consensus esti-
mates continued. At this writing, the Federal government is debating yet another stimulus package, while the
Federal Reserve continues its dovish stance on interest rates. Pallas Capital will continue to monitor macroeco-
nomic, political, and company news for impacts on markets.

Sincerely,

Mark A. Bogar, CFA®, CAIA®
Chief Investment Officer
Pallas Capital Advisors

The information contained herein is for informational purposes only, is not personalized investment advice and should not be construed as a rec-
ommendation 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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