THE BEAT GOES ON
R E PO RT
2ND QUARTER - 2021

As the weather heated
up, so did the economy
– and the potential for
inflation. But without
any big news to look
forward to, markets
could cool down
significantly as we
head into the second
half of 2021.

While the first quarter of 2021 was full of major news – including a
new administration and the vaccine rollout – headlines in the second
quarter were a bit tamer. Still, even without big headlines to push
them upward, markets resolutely continued to heat up.
The economy slowly reopened throughout the spring, due in part
to wide distribution of COVID-19 vaccines. As it did, consumers
increased their spending, feeling flush with stimulus cash and pentup demand fueled by a year of shutdowns.
Markets responded to the reopening with enthusiasm, setting
multiple records between April 1 and June 30. The Dow ended the
first quarter at nearly 33,000 points and added more than 1,000
points in the second quarter,1 while the S&P 500 added over 250
points or about 7%. 2 The ride in the NASDAQ was a bit wilder yet
just as positive; tech stocks rose and fell in conjunction with interest
rate concerns and responded as the markets rotated away from the
tech sector.
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12.54%

44.19%

24.53%

24.53%

DJIA:

4.61%

12.73%

33.66%

12.44%

13.99%

Source: Morningstar. Index Performance: Return (%). http://news.morningstar.com/index/indexReturn.html.
Accessed July 1, 2021.

First quarter GDP, released in April, increased by 6.4%3 – a strong
performance, although not as strong as some expected. Some
analysts have called for GDP to grow by 10% in the second quarter.4
But while the past three months were marked by significant growth,
there are signs we could be headed for a major cooldown in the
back half of 2021.

A BIT OF A CHILL
While consumer spending has been strong over the past six months,
it began to flag a bit in the second quarter. Job growth, too, had a
good showing, with the unemployment rate dropping to 5.8% in May.5
However, job growth has cooled as well; the most recent reading showed
9.3 million job openings as businesses struggle to find workers.6
Inflation is a major concern as we head into summer, fueled by increased
consumer demand and a bottlenecked supply chain. Higher wages also
factor into potential inflation: As employers pay more to attract (and
retain) employees, spending and demand increases and puts additional
strain on a supply chain that’s already stressed. The Federal Reserve has
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remained committed to keeping interest rates low, although they recently
indicated a willingness to start thinking about raising rates to offset
inflation. Still, the equity market has shrugged off inflation concerns,
while the bond market seems to be discounting a rise in rates as the yield
on the 10-year Treasury has hovered in the 1.5% range.7
With no big news on the immediate horizon, markets may struggle to
continue their upward climb over the next few months. In fact, investors
may see an increase in turbulence and volatility, especially as the specter
of inflation looms and supply disruptions continue.
As always, it’s important to remember that volatility is a natural part
of the market cycle. The important thing is to make sure your portfolio
is positioned properly and that your plan is aligned with your goals. If
you’re feeling nervous about what the next few months might bring, this
is a great time to connect with your advisor and make sure you’re in good
shape for any surprises the third quarter could bring.
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