MARKETS SHAKE OFF DELTA VARIANT WORRIES AND WEAKENING
ECONOMIC DATA ON THE WAY TO NEW RECORD HIGHS

e Despite starting the week in worrisome territory,
the markets rebounded as investors “bought-the-
dip,” pushing the S&P 500, NASDAQ and DJIA to
record highs by week’s end

e NASDAQ led the way with a weekly gain of 2.8%,
followed closely by the Russell 2000 (+2.2%), the
S&P 500 (+2.0%), and the DJIA (+1.1%)

o Wall Street was worried on Monday that the delta
variant might derail the recovery and lead to
renewed economic closures, but shrugged off
those concerns as the week wore on, closing higher
every other day to end in record territory

e Ofthe 11 S&P 500 sectors, 9 ended higher, led by
Communication Services (+3.2%), Consumer
Discretionary (+2.9%), and Information Technology
(+2.2%), with the Energy (-0.4%) and Utilities (-
0.9%) sectors losing less than 1%

e Building permits declined 5.1% from the previous
month and came in lower than expected

o  Weekly initial claims reached their highest level
since mid-May, coming in at 419,000, much higher
than expected

o The Conference Board's Leading Economic Index
increased, but not as much as analysts were
expecting

e The 10-year Treasury yield ended the week only
down one basis point to 1.29%, although it did
retreat to below 1.14% earlier in the week
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Weekly Market Update — July 23, 2021
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DJIA 35,062 1.1% 14.6%
S&P 500 4,412 2.0% 17.5%
NASDAQ 14,837 2.8% 15.1%
Russell 2000 2,210 2.1% 11.9%
MSCI EAFE 2,307 0.2% 7.4%

Bond Index* 2,376.76 0.24%  -0.63%
10-Year Treasury 1.29% -0.01% 0.3%

*Source: Bonds represented by the Bloomberg Barclays US Aggregate Bond TR USD. This
chart is for illustrative purposes only and does not represent the performance of any specific
security. Past performance cannot guarantee future results

Major Hit New Record Highs

The week started with a lot of worry, as headlines
screaming “Market Sell-Off” and “Markets Tank” were
everywhere. And why not, since the S&P 500 had dropped
3% in five days by the time Monday closed. But then one of
two things happened: either 1) investors started “buying
the dip” or 2) Wall Street just wasn’t reading headlines.
Because for each of the next four days, the markets
marched higher, pushing NASDAQ, the DJIA and the S&P
500 to record highs.
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Besides worries about the delta variant and whether it will
lead to renewed business closings and mask mandates, the
markets digested a healthy slate of economic news and on
balance, the news leaned a bit more toward the negative
side:

e Jobless claims were higher than expected

e Companies were reporting earnings results that
were better than expected by recent and historical
measures

e Building permits were off by more than 5% month-
over-month

e The Conference Board Leading Indicators were up,
but up by less than predicted

e Housing indicators were mixed, but lumber prices
remain elevated and are adding significant costs to
new home-builders and renters

Companies Beating Earnings Estimates

While less than 25% of S&P 500 companies have reported
earnings results for the second quarter of 2021, as of Friday
more companies are beating estimates relative to historical
averages — and beating those estimates by a wider margin
too.

As such, the overall result is that collective earnings are
higher this week relative to just last week and higher
relative to the previous quarter. Yes, it’s true that some of
the relative numbers are off of weaker earnings due to
COVID, but overall the trend is encouraging, causing
analysts to expect double-digit earnings growth for the rest
of the year.

From research firm FactSet’s press release as of the end of
market close on Friday:

“Overall, 24% of the companies in the S&P 500 have
reported actual results for Q2 2021 to date. Of these
companies, 88% have reported actual EPS above estimates,
which is above the five-year average of 75%. If 88% is the
final percentage for the quarter, it will mark the highest
percentage of S&P 500 companies reporting a positive EPS
surprise since FactSet began tracking this metric in 2008. In

aggregate, companies are reporting earnings that are 19.0%
above estimates, which is also above the five-year average
of 7.8%. If 19.0% is the final percentage for the quarter, it
will mark the fourth-largest earnings surprise percentage
reported by the index since FactSet began tracking this
metric in 2008.”

S&P 500 Earnings Above, In-Line, Below Estimates: Q2 2021
(Source: FactSet
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Jobless Claims Higher than Expected

On Thursday, the Department of Labor reported that for
the week ending July 17, initial claims were 419,000, an
increase of 51,000 from the previous week's level. In
addition:

e The 4-week moving average was 385,250, an
increase from the previous week's average

e Theinsured unemployment rate was 2.4%,
unchanged from the previous week's rate

e Theinsured unemployment during the week
ending July 10* was 3,236,000, which is the lowest
level for insured unemployment since March 21,
2020 when it was 3,094,000

Seasonally Adjusted Initial Claims
July 18, 2020 - July 17, 2021
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Conference Board Leading Indicators Increase Lumber Prices Adding $30K to the Price of a New

Home
Also on Thursday, it was reported that the Conference
Board Leading Economic Index for the U.S. increased by On Monday, the National Association of Home Builders
0.7% in June, after a 1.2% increase in May and a 1.3% gain released its survey of home builders which gauges builder
in April. In addition: perceptions of current single-family home sales and sales

expectations for the next six (any number over 50 indicates
that more builders view conditions as good than poor). The

e The Conference Board Coincident Economic Index NAHB reported that:

for the U.S. increased by 0.4% in June, following a

0.5% increase in May and a 0.1% increase in April
’ y ° P e The HMI index gauging current sales conditions fell

e The Conference Board Lagging Economic Index for one point to 86;

the U.S. was unchanged in May, following a 0.6% . . .
e The component measuring traffic of prospective

increase in May and 3.0% increase in April
! ! y °! n ApT buyers dropped six points to 65; and
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o 01 ' 20:4 e The gauge charting sales expectations in the next
115 —— The Conference Board Leading Economic Index® (LEI) for the United States SiX months posted a two-point gain to 81
—— The Conference Board Coincident Economic Index® (CEI) for the United States
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Among the supply-side challenges, the price of lumber and

OSB (oriented strand board) has been a particular problem
lately. And such, cost increases are putting upward
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0 pressures on home prices and sidelining many prospective
home buyers.
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The good news is that lumber prices have declined recently
—the bad news is that framing lumber prices are still about
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twice as high as they were in April of 2020.
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For perspective, the average new single-family home uses
more than 2,200 square feet of softwood plywood and
more than 6,800 square feet of OSB (according to estimates
developed from the Builder Practices Survey).

0SB Composite Price
January 2020 - July 2021
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And since April 2020, the price of softwood plywood has
increased by more than 200% — and the price of OSB has
skyrocketed by nearly 500%.

Market Insights

The end result is that the OSB-led changes in softwood
lumber prices that occurred between April 2020 and July
2021 have added $29,833 to the price of an average new
single-family home and $9,990 to the market value of an
average new multifamily home.

Based on the average rent-to-value ratio in the most recent
HUD/Census Rental Housing Finance Survey, the increase in
builder cost and market value for a multifamily structure
means tenants pay $92 more a month to rent the average
new apartment due to the change in softwood lumber
prices.

Sources: factset.com; conference-board.org; nahbnow.com; dol.gov msci.com;

fidelity.com; nasdag.com; wsj.com; morningstar.com
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https://www.dol.gov/ui/data.pdf
https://www.msci.com/end-of-day-data-search
https://eresearch.fidelity.com/eresearch/markets_sectors/sectors/si_performance.jhtml?tab=siperformance
https://www.nasdaq.com/market-activity/index/ixic
https://www.wsj.com/market-data/stocks/us/indexes
http://quotes.morningstar.com/indexquote/quote.html?t=XIUSA000MC&region=usa&culture=en-US

