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The Citigroup Economic Surprise Index measures the degree to which economic data is either exceeding or miss-
ing expectations. The index reached historical highs last year and remained in positive territory through the first
half of 2021 as the US economy rebounded much faster than expected from the pandemic. Recent economic data,
while still positive and supportive of growth, is no longer beating expectations.

Citigroup Economic Surprise Index
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Note: Blue shaded areas are first half of each year.

Source: Citigroup

The recent performance of the index is not necessarily negative, but it does suggest that expectations have become
harder to surpass. One element is that expectations have risen significantly over the course of the year, and the
other element is that headwinds such as the rise of the Delta variant and on-going supply chain disruptions are
having a moderating effect on some economic measures.

As reported in the Wall Street Journal this week, company expenditures on stock buybacks and capital expendi-
tures have recovered in 2021. At the same time as some companies are buying back their stock, other companies
have been issuing additional stock at the highest rate since 1996.
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S&P 500 companies’ capital expenditures Follow-on offerings year-to-date
and buybacks, quarterly 700
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While at first glance contradictory, the data is consistent with a positive outlook by both buyers and sellers of stock.
For the buyers, US companies in aggregate are sitting on a record high level of cash. In addition, some self-im-
posed or regulatory constraints have been lifted enabling increased share repurchases. For the sellers, economic
and market expectations are positive, and the gates have been opened to raise capital for growth and restructure
balance sheets.
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The Federal Reserve’s virtual Jackson Hole symposium took 21
place this week and included the much-anticipated comments -
by Fed Chairman Powell on Friday. Going into the meeting,
incremental change was anticipated but comments by Fed b
members and their advisors raised expectations that tapering 12
would be discussed due to concerns about inflation. Fed Chair
Powell, however, focused on employment goals and suggested .
the need to support further job growth as the current unem- 6
ployment rate remains above the longer-term targeted level. .
Chairman Powell continues to assert that above-target inflation 0
is temporary, and the job market has not recoveredtoafullem- |y , , , ¢ , , ¢ o o4
ployment level. The markets initial response to these comments 2018 2019 2020 2021
has been positive as the Fed appears set to maintain its accom- Note: The data extend through July 2021. The long-term
modative stance. unemployment rate is the share of the labor force that has been

unemployed for 27 weeks or more. The adjusted unemployment rate
Source: US Bureau of Labor Statistics begins in February 2020 and is defined in footnote 5.
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New economic reports came out this week and while still strong, the positive surprises versus expectations are
trending lower. The Fed’s virtual Jackson Hole Symposium was highly anticipated and seemed to signal a continu-
ation of the accommodative monetary policy.

Pallas Capital Advisors will continue to monitor economic, political, and corporate data for implications to mar-
kets.

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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