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In this week's recap: Inflation concerns continue as the Fed weighs scaling back of bond
purchases.

Weekly Economic Update

Presented by Ed Papier, May 24, 2021
THE WEEK ON WALL STREET

Stock prices fluctuated amid inflation concerns and bargain hunting, leaving stocks mixed for the week.
The Dow Jones Industrial Average slipped 0.51%, while the Standard & Poor's 500 dropped 0.43%. The
tech-heavy Nasdaq Composite index advanced 0.31%. The MSCI EAFE index, which tracks developed
overseas stock markets, gained 0.67%. 123

LOTS OF MOTION, LITTLE MOVEMENT

Stocks began last week extending their losses from the previous week, as the slide in technology and
other high-growth stocks resumed. Inflation worries also weighed on the market.

After steep declines in early Wednesday trading, market sentiment took a more positive turn, allowing
stocks to pare their losses as the session came to a close, despite news that the Fed could be
contemplating tapering its monthly bond purchases. «

This positive momentum continued into Thursday, aided by a declining initial jobless claims number
and a strong rebound in technology. The rebound lost steam into Friday's close, leaving stocks little
changed for the week. *

THE FED HINTSATATURN

The Federal Open Market Committee (FOMC) on Wednesday released the minutes of its April meeting.
The report suggested that a number of committee participants had raised the idea that—if the
economy continues to make progress— it might be appropriate to adjust the pace of the Fed's monthly
bond purchase program. *



With inflation appearing to accelerate, the markets have been watchful for signs that the Fed would
begin tightening its easy-money policies. This is the first time since the pandemic that the Fed has
suggested that a scaling back of bond purchases could happen, though no timetable was discussed.
It's important to note that the April Fed meeting took place prior to the release of April's Consumer
Price Index, which showed a higher-than-expected increase of 4.2%. ¢

THE WEEK AHEAD: KEY ECONOMIC DATA

Tuesday: New Home Sales. Consumer Confidence.
Thursday: Jobless Claims. Durable Goods Orders. Gross Domestic Product (GDP).

QUOTE OF THE WEEK

"If liberty means anything at all,
it means the right to tell people what they do not want to hear.”

GEORGE ORWELL




DJIA 34,207.84 -0.51% +11.77%
NASDAQ 13,470.99 +0.31% +4.52%
MSCI-EAFE 2,307.53 +0.67% +7.45%
S&P 500 4,155.86 -0.43% +10.64%

4300

4200

oo 4163.29 02783 anises 4159.12 4155.86

4000

3900

Mon Tue Wed Thurs Fri

@ s&P 500 (daily close)

Treasury Close Week Y-T-D

- 10-Year Note 1.63% +0.00% +0.70%

Sources: The Wall Street Journal, May 21, 2021; Treasury.gov, May 21, 2021

Weekly performance for the Dow Jones Industrial Average, Standard & Poor’s 500 Index, and NASDAQ
Composite Index is measured from the close of trading on Friday, May 14, to Friday, May 21, close. Weekly
performance for the MSCI-EAFE is measured from Friday, May 14, open to Thursday, May 20, close. Weekly
and year-to-date 10-year Treasury note yield are expressed in basis points.

OF NOTE:

Today, it seems to be an article of faith among US policymakers and many economists that the world's
appetite for dollar debt is virtually insatiable. But a modernization of China's exchange-rate
arrangements could deal the dollar's status a painful blow. The mighty US dollar continues to reign
supreme in global markets. But the greenback's dominance may well be more fragile than it appears
because expected future changes in China's exchange-rate regime are likely to trigger a significant shift
in the international monetary order.

For many reasons, the Chinese authorities will probably someday stop pegging the renminbi to a basket
of currencies, and shift to a modern inflation-targeting regime under which they allow the exchange
rate to fluctuate much more freely, especially against the dollar. When that happens, most of Asia may
follow China. In due time, the dollar, currently the anchor currency for roughly two thirds of world GDP,
could lose nearly half its weight.



Considering how much the United States relies on the dollar's special status — or what then-French
Finance Minister Valéry Giscard d'Estaing famously called America's "exorbitant privilege" — to fund
massive public and private borrowing, the impact of such a shift could be significant. Given that the US
has been aggressively using deficit financing to combat the economic ravages of COVID-19, the
sustainability of its debt might be called into question.

The long-standing argument for a more flexible Chinese currency is that China is simply too big to let
its economy dance to the US Federal Reserve's tune, even if Chinese capital controls provide some
measure of insulation. China's GDP (measured at international prices) surpassed that of the US back in
2014 and is still growing far faster than the US and Europe, making the case for greater exchange-rate
flexibility increasingly compelling.

A more recent argument is that the dollar's centrality gives the US government too much access to
global transactions information. This centrality is also a major concern in Europe. In principle, dollar
transactions could be cleared anywhere in the world, but US banks and clearing houses have a
significant natural advantage because they can be implicitly (or explicitly) backed by the Fed, which has
unlimited capacity to issue currency in a crisis. In comparison, any dollar clearing house outside the US
will always be more subject to crises of confidence — a problem with which even the eurozone has
struggled.

Moreover, former US President Donald Trump's policies to check China's trade dominance are not
going away anytime soon. This is one of the few issues on which Democrats and Republicans broadly
agree, and there is little question that trade deglobalization undermines the dollar.

Chinese policymakers face many obstacles in trying to break away from the current renminbi peg. But,
in characteristic style, they have slowly been laying the groundwork on many fronts. China has been
gradually allowing foreign institutional investors to buy renminbi bonds, and in 2016, the International
Monetary Fund added the renminbi to the basket of major currencies that determines the value of
Special Drawing Rights (the IMF's global reserve asset).

In addition, the People's Bank of China is far ahead of other major central banks in developing a central-
bank digital currency. Although currently purely for domestic use, the PBOC's digital currency ultimately
could facilitate the renminbi's international use, especially in countries that gravitate toward China's
eventual currency bloc. This will give the Chinese government a window into digital renminbi users'
transactions, just as the current system gives the US a great deal of similar information.

Will other Asian countries indeed follow China? The US will certainly push hard to keep as many
economies as possible orbiting around the dollar, but it will be an uphill battle. Just as the US eclipsed
Britain at the end of the nineteenth century as the world's largest trading country, China long ago
surpassed America by the same measure.



True, Japan and India may go their own way. But if China makes the renminbi more flexible, they will
likely at the very least give the currency a weight comparable to that of the dollar in their foreign-
exchange reserves. There are striking parallels between Asia's close alignment with the dollar today
and the situation in Europe in the 1960s and early 1970s. But that era ended with high inflation and
the collapse of the post-war Bretton Woods system of fixed exchange rates. Most of Europe then
recognized that intra-European trade was more important than trade with the US. This led to the
emergence of a Deutsche Mark bloc that decades later morphed into the euro.

This observation does not suggest the Chinese renminbi will become the global currency overnight.
Transitions from one dominant currency to another can take a long time. During the two decades
between World Wars | and Il, for example, the new entrant, the dollar, had roughly the same weight in
central-bank reserves as the British pound, which had been the dominant global currency for more
than a century following the Napoleonic Wars in the early 1800s.

So, what is wrong with three world currencies — the euro, the renminbi, and the dollar — sharing the
spotlight? Nothing, except that neither markets nor policymakers seem remotely prepared for such a
transition. US government borrowing rates would almost certainly be affected, though the really big
impact might fall on corporate borrowers, especially small and medium-size firms.

Today, it seems to be an article of faith among US policymakers and many economists that the world's
appetite for dollar debt is virtually insatiable. But a modernization of China's exchange-rate
arrangements could deal the dollar's status a painful blow. 7
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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. Nasdag 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 MSCl 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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