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In this week's recap: Stocks retreat as inflation advances.  
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THE WEEK ON WALL STREET  
Despite a good start to earnings season and some solid economic data, worries of slower second-half 
economic growth led to a pullback in stock prices last week.  
The Dow Jones Industrial Average fell 0.52%, while the Standard & Poor's 500 lost 0.97%. The Nasdaq 
Composite index sank 1.87% for the week. The MSCI EAFE index, which tracks developed overseas stock 
markets, was flat (-0.06 %). 1,2,3  
   

STOCKS RETREAT  
Stocks weakened amid an active week of news, including two important inflation reports, Congressional 
testimony from Fed Chair Jerome Powell, a string of economic reports, and the start of the second-
quarter earnings season.  
The earnings season began on a strong note as 95% of the first S&P 500 constituent companies to 
report checked in with "earnings above estimates" by an average of 22%. Despite these above-
expectation earnings, stocks moved little on the results. 4  

Bond yields continued to trend lower amid Powell's testimony that monetary policy would remain 
unchanged. A decline in consumer sentiment fed worries of economic slowdown, leading stock lower 
and cementing losses for the week.   
   

HOT INFLATION  

 



The Consumer Price Index (CPI) jumped 5.4% in June, representing the biggest monthly gain since 
August 2008. The core CPI, which excludes food and energy, increased 4.5%, which was the fastest 
pace since September 1991. 5  

The CPI report was followed by the Producer Price Index, which surged 7.3% from a year earlier, 
outpacing May's jump of 6.6%. Higher wholesale prices were primarily attributed to increased 
commodity prices and labor costs. 6  

Fed Chair Powell, in Congressional testimony subsequent to these reports, reiterated his position that 
the accelerated inflation of recent months will be temporary.  
   

 
   

THE WEEK AHEAD: KEY ECONOMIC DATA  
Tuesday: Housing Starts.  
Thursday: Jobless Claims. Existing Home Sales. Index of Leading Economic Indicators.  
Friday: Purchasing Managers Index (PMI) Composite Flash.  
   

 
   

Q U O T E   O F   T H E   W E E K  
   

 

"Whoever would overthrow the liberty of a nation  
   

must begin by subduing the freeness of speech."  
   

BENJAMIN FRANKLIN  
   

 
   



 

 
OF NOTE  
   
Inflation, deflation––where are we heading? Last week, Jamie Dimon, chairman and CEO of JPMorgan, 
commented, "The inflation could be worse than people think. I think it'll be a little bit worse than what 
the Fed thinks. I don't think it's only temporary." On Wednesday, BlackRock chairman and CEO Larry 
Fink said, "It is my view that inflation is going to be more systematical. I believe it is a fundamental, 
foundational change in how we navigate economic policy…now we are saying jobs are more important 
than consumerism…. That is going to probably lead to systematically more inflation." 7    
   
Economist Dr. Lacy Hunt alternatively argues that deflation, not inflation, will win the day going 
forward. 8 He predicts that much of the sudden sharp rise we are seeing in input prices will be transitory. 
The current debt, demographic and technological trends are very deflationary. To those who think that 



the flood of new $trillions in monetary and fiscal stimulus will trump these, Dr. Hunt shows how much 
of that money just isn't making it out into the real world. Instead, it's pooling up within the banks as 
massive excess reserves and the banks aren't lending enough of it out, as shown by the plunge in the 
Total Loan to Deposit Ratio.  
   
"The weakness in the LD (loan/deposit) ratio, as well as the money multiplier, confirm that the banking 
system is not in a position to assist the Fed in achieving their goals for economic activity and inflation. 
The obstacle for both variables to function normally is the massive debt overhang."  
   
"Lower for longer," Lacy concludes:  
   

 The current economic growth and inflation rates of 2021 will be the highest for a very long time 
to come. 
 The main obstacle to a return to sustained growth in the standard of living - extreme over-
indebtedness - was dramatically worsened by the multiple rounds of fiscal stimulus, which has 
caused the temporary improvement in economic growth and inflation in the second quarter. 
 No pathway out of this trap exists as long as the overreliance on debt remains the only tool of 
monetary and fiscal policy. 
 The situation is no different in Japan and Europe. Thus, while long Treasury yields can increase 
over the short run, the fundamentals are too weak for yields to stay elevated. 
 More debt does not cure a subpar economy mired in a debt trap. 

   
Given the above, his view is that the trend in long-term Treasury yields remains downward.  
   
While the money supply (M2) has skyrocketed over the past year, money velocity is lower than it has 
been in over a century. This observation reveals an important limit of central bank policy. There is a 
point of diminishing return at which the Fed is truly "pushing on a string". It can shove as much new 
money into the banking system as it wants, but there's no guarantee that money will make it out into 
the economy.  
   
And as some of that money invariably finds its way into asset prices, causing them to inflate, corporate 
executives have a mal-incentive to invest their capital into financial assets vs productivity. The end 
result is that overall economic productivity is depressed.  
   
Dr. Hunt concludes with a warning: deflation will win out  unless the rules are changed . If the Fed's 
mandate is altered, as some are now advocating for, to become the "spender of last resort" and able 
to monetize its liabilities as legal tender, then that would change the game and runaway inflation would 
ensue.  
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Know someone who could use information like this?  

Please feel free to send us their contact information via phone or email. (Don't worry – we'll request 
their permission before adding them to our mailing list.)  

 
   

   
Investing involves risks, and investment decisions should be based on your own goals, time horizon, and tolerance for risk. The return and principal value 
of investments will fluctuate as market conditions change. When sold, investments may be worth more or less than their original cost.  
The forecasts or forward-looking statements are based on assumptions, may not materialize, and are subject to revision without notice.  
The market indexes discussed are unmanaged, and generally, considered representative of their respective markets. Index performance is not indicative 
of the past performance of a particular investment. Indexes do not incur management fees, costs, and expenses. Individuals cannot directly invest in 
unmanaged indexes. Past performance does not guarantee future results.  
The Dow Jones Industrial Average is an unmanaged index that is generally considered representative of large-capitalization companies on the U.S. stock 
market. Nasdaq Composite is an index of the common stocks and similar securities listed on the NASDAQ stock market and is considered a broad 
indicator of the performance of technology and growth companies. The MSCI EAFE Index was created by Morgan Stanley Capital International (MSCI) 
and serves as a benchmark of the performance of major international equity markets, as represented by 21 major MSCI indexes from Europe, Australia, 
and Southeast Asia. The S&P 500 Composite Index is an unmanaged group of securities that are considered to be representative of the stock market in 
general.  
U.S. Treasury Notes are guaranteed by the federal government as to the timely payment of principal and interest. However, if you sell a Treasury Note 
prior to maturity, it may be worth more or less than the original price paid. Fixed income investments are subject to various risks including changes in 
interest rates, credit quality, inflation risk, market valuations, prepayments, corporate events, tax ramifications and other factors.  
International investments carry additional risks, which include differences in financial reporting standards, currency exchange rates, political risks unique 
to a specific country, foreign taxes and regulations, and the potential for illiquid markets. These factors may result in greater share price volatility.  
Please consult your financial professional for additional information.  
This content is developed from sources believed to be providing accurate information. The information in this material is not intended as tax or legal 
advice. Please consult legal or tax professionals for specific information regarding your individual situation. This material was developed and produced by 
FMG Suite to provide information on a topic that may be of interest. FMG is not affiliated with the named representative, financial professional, 
Registered Investment Advisor, Broker-Dealer, nor state- or SEC-registered investment advisory firm. The opinions expressed and material provided are 
for general information, and they should not be considered a solicitation for the purchase or sale of any security.  
Copyright 2021 FMG Suite.  
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