
In the first half of 2021, the U.S. economy powered forward much faster than nearly anyone had expected thanks to vac-

cinations, reopening and record stimulus.  Going forward, the third quarter in the United States should finally mark a re-

turn to a much more normal state of affairs as not only travel and dining resume, but also the daily commute for many 

office workers.  (Traffic!)  The growth rate may have peaked last quarter, but there is still plenty of momentum left to 

extend into 2022.  Despite the natural challenges of ramping back up, the recovery still seems capable of providing up-

side surprises, and in the end, we could have our best year of real GDP growth since the early 1980s.  All of that was re-

flected in the stock market with strong gains in almost every sector.  Despite concerns about inflation and valuations, the 

major domestic indices powered to a continuous series of new highs as the quarter came to a close.  Of course, the surg-

ing growth expectations caused turmoil in the fixed income markets.  The 10-year Treasury started April at 1.45%, 

zoomed to 1.74% on inflation fears and then declined to 1.19% by the middle of July.  It’s hard to justify such a wild 

round trip in a world of supposedly efficient markets, but a number of factors came come together to push Treasury yields 

lower.  Inflation expectations were adjusted down, a reversal of crowded bets on higher rates and foreign buying all contributed 

to the volatile quarter.  Ultimately, the 10-year yield had risen too far too fast and having rates correct is no surprise, even if 

the pullback has been stronger than expected.  

Going forward, there are reasons to be cautiously optimistic on 

the domestic stock market.  Earnings are a prime determinant of 

performance and second quarter earnings growth is tracking to a 

nearly 70% year-over-year increase.  The S&P 500 earnings per 

share estimate for the next 12 months has increased to over $200, 

evidence of continued strong momentum.  I believe the funda-

mental backdrop remains sound, but there are still reasons to be 

cautious.  While the consensus earnings outlook is extremely 

positive, interest rates and fear determine how much those future 

expectations are discounted.  Currently, low interest rates and 

inflation expectations are supporting historically high valuations 

in the equity markets.  However, inflation is a valuation killer 

and if it runs hotter than expected, the price investors are willing 

to pay for future earnings will definitely decline.  I see that as our 

main risk, but we also can’t discount the possibility of a fiscal or 

monetary policy mistake.  Historically, those have happened with 

disturbing frequency.  We also can’t discount, geopolitical risk as 

China, Russia, and the U.S. find themselves increasingly at odds.  

So, as always, I think it’s wise to be careful. 
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2nd Quarter Summary 

Total Return % 

  3 month  12 month 

S&P 500  +8.6  +40.8 

Nasdaq Composite  +9.5  +44.2 

Russell 2000  +4.3  +62.0 

MSCI EAFE  +5.4  +32.9 

Barclays High Yield  +2.7  +15.7 

Treasury Bond Rates  6/30/21  6/30/20 

2 year  0.25%  0.16% 

10 year  1.45%  0.66% 

Barclays U.S. Aggregate  +1.8  ‐0.3 

MSCI Emerging Markets  +5.1  +41.4 

Source: US Treasury, LPL Financial Research)  Indices cannot be invested into directly. 

Past results are no guarantee of future performance 



Page 2 

Federal	Reserve	Policy=Lower	Economic	Growth	

The interest rate on Treasury bonds permeates every aspect of our fi-

nancial lives.  That’s because Treasuries are considered a “risk-free” 

investment with no danger of explicit default.  (Treasuries have infla-

tion and interest rate risk, but no credit risk.)  Consequently, Treasur-

ies are the base against which all other investments are measured.  So, 

if Treasury rates are kept artificially low by Federal Reserve policy, 

that reverberates across every other financial market from stocks to 

junk bonds to mortgages to real estate.  The investment implications 

are obvious, but the economic consequences reach even further.  The 

rate of interest, or the cost of money, lies at the heart of free markets, 

and free markets are a core foundation of capitalism and democracy.  

The rate of interest is a primary factor in helping savers and borrowers 

determine the best uses of their money.  It’s axiomatic that when inter-

est rates appropriately reflect the economic growth rate, capital gravitates toward its most productive uses.  The more 

productive the economy, the more economic growth and the better wealth is distributed across the entire population.  

When the Fed interferes in the markets by setting artificially low interest rates and pursuing “macroprudential” poli-

cies, interest rates do not reflect the economy's actual supply and demand for money.  Borrowing from Knute Wick-

sell, a Swedish economist from long ago, the natural rate of interest, or the rate that keeps markets in equilibrium, 

cannot deviate from the policy rate without causing long-term problems.  Optimal policy should aim at keeping the 

natural rate and the market rate as closely aligned as possible to prevent misallocation of resources.  When, as is the 

case now, short-term market rates are below the natural rate, intelligent investors respond appropriately.  They borrow 

heavily at the low rate and buy existing assets with somewhat predictable returns and shorter time horizons.  Financial 

assets skyrocket in value while long-term, cash-flow driven investments with riskier prospects languish.  The bottom 

line: existing assets rise in value but fewer new assets are added to the capital stock, which is decidedly bad for 

productivity and the structural growth of the economy.  Put another way, money flows to non-productive uses when 

rates are too low.  The rates have been kept very low for quite some time.  The real rate, or yield after inflation is sub-

tracted, on U.S. Treasury securities has been negative for the better part of the last decade.  Recently, that’s also be-

come the case for a wide assortment of riskier corporate loans.  Since the Fed has purchased nearly four trillion of 

Treasury, mortgage, and corporate bonds over the past 18 months, we shouldn’t be surprised.  The reduction in the 

stock of investible bonds along with the Fed's zero-rate interest rate policy has warped interest rates for all types of 

lending.  As Wicksell postulated, lower-than-normal interest rates drive a highly speculative environment.  Forcing 

the price of money absurdly low is slowly detracting from economic progress.  While there are many to blame, the 

Fed and their warped ideas around interest rates and economic growth should be among the first. 

 

Ben Bernanke 

“Easier financial condi ons will promote eco-

nomic growth. Lower corporate bond rates will 

encourage investment. And higher stock prices 

will boost consumer wealth and help increase 

confidence, which can also spur spending. In-

creased spending will lead to higher incomes 

and profits that, in a virtuous circle, will further 

support economic expansion.”  

 

Brad Lancaster 

LOL! 
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Things	That	Probably	Only	Brad	Cares	About	I	Actually	Read	it	Somewhere	

Matt Levine on the irony of a Saudi ‘Green” bond 

“Also, I have not even mentioned how Saudi Arabia’s ab-

solute rulers sometimes kidnap their critics abroad, torture 

them to death and then dismember them, which probably 

costs it some ESG points. But not that many ESG points!” 

Bloomberg 6/7/21 

An Italian artist sold an invisible sculpture for over 

$18,000 and had to give the buyer a certificate of authen-

ticity to prove it’s real.  “The vacuum is nothing more than 

a space full of energy, and even if we empty it and there is 

nothing left, according to the Heisenberg uncertainty prin-

ciple, that ‘nothing’ has a weight,” the artist explained. 

“Therefore, it has energy that is condensed and trans-

formed into particles.  You don’t see it but it exists; it is 

made of air and spirit.”  A few days later, in a YouTube 

video, a mime reputedly stole the invisible statue and de-

stroyed it with a hammer.  The mime is now selling an 

NFT of the video.   

Brian Wesbury 

“In 1914, Henry Ford decided to pay his workers $5 a day 

to prevent turnover, but also so his employees could afford 

to buy the cars they were making. Here we are in 2021, 

and the government is paying people not to work, so they 

can buy things they didn’t produce. No wonder there are 

shortages.” 

LA Times 5/6/21 on the Echo Park Homeless Encamp-

ment Cleanup 

Sanitation workers collected and disposed of more than 35 

tons of trash including more than 700 pounds of biological 

waste which included about 180 pounds of feces and 564 

pounds of urine.  Workers also collected 30 pounds of 

drug paraphernalia and 300 pounds of hazardous waste 

like gasoline, paint thinner, rubbing alcohol and kerosene. 

I first went to Hawaii with my grandmother over 50 years 

ago.  She booked a tour so it was us, a few dewy-eyed hon-

eymooners and the usual crew of oldsters.  It was my intro-

duction to surfing and I distinctly remember her helping 

me carry an enormous rental board down to the water in 

Waikiki.  For some reason, I didn’t go back until a few 

years ago and that was for a golf excursion at the Four 

Seasons on the Big Island.  (A very deluxe experience!)  

Then last year, my friend from the hurricane surf trip and I 

started playing golf with a couple that own a 2nd home on 

Oahu.  I’m sure that we would like them anyway, but a 

luxury home steps from the water on an island surf mecca 

covers up a multitude of character flaws.  Even better, our 

friend has been surfing Oahu for many years, knows every 

spot and when to be where depending on the swell.  He’s a 

fantastic surf guide.  Anyway, we have since twice im-

posed on their hospitality for surf/golf trips, once in No-

vember and again a few weeks ago.  The surf was weak in 

November, but the recent trip corresponded with a thump-

ing swell out of the south.  The waves were big!  With age, 

I’m gradually losing flexibility, which is critical to good 

surfing, and have modest abilities at best.  Consequently, 

while I got some memorable waves, I also got absolutely 

worked a few times.  In particular, at a spot called Rock-

pile that involves a lengthy paddle, I got caught inside by a 

series of large and punishing set waves.  I eventually made 

it to the lineup out of pure stubbornness. It was succeed or 

die trying because there was no way I was willing to ac-

cept that I couldn’t do it.  Over the 2 trips I did surf 2 

bucket list spots, Pipeline (the Hawaii 5-0 wave) and Sun-

set Beach.  Both were far from their fierce headline form 

or I would have never attempted it.  Still, Pipeline is an 

(Continued	on	page	4)	



Past performance does not guarantee future performance and your actual 
results will vary. These opinions are for general information only and are 
not intended to provide specific advice or recommendations for any indi-
vidual. Consult your attorney, accountant, or tax advisor with regard to 
your individual situation. The S&P 500 is an unmanaged indexes reflect-
ing the overall returns attained by leading US stocks. The MSCI EAFE 
is comprised of large company stocks in established foreign markets.  
The MSCI EM (Emerging Markets) Index is a free float-adjusted market 
capitalization weighted index that is designed to measure the equity mar-
ket performance of the emerging market countries of the Americas, Eu-
rope, the Middle East, Africa and Asia. Govt bonds and T-Bills are guar-
anteed by the US government as to the timely payment of principal & 
interest and, if held to maturity, offer a fixed rate of return a& principal 
value. The Barclay’s  bond indexes are representative of total returns 
earned by various segments of the bond market.  Indexes cannot be in-
vested into directly & are unmanaged.  International and emerging mar-
ket investing carries special risks such as currency fluctuation and politi-
cal instability.  The Russell 2000 Index is an unmanaged index generally 
representative of the 2000 smallest companies in the Russell 3000 index, 
which represents approximately 10% of the total capitalization of the 
Russell3000 Index. The Barclays  High-Yield Market Index captures the 
performance of below-investment-grade debt issued by corporations 
domiciled in the United States or Canada. Stock investing involves risk 
including loss of principal. Bonds are subject to market and  Interest rate 
risk if sold prior to maturity. Bond values and yields will decline as in-
terest rates rise and bonds are subject to  availability and change in price.  
Economic forecasts set forth may not develop as predicted and there can 
be no guarantee that strategies promoted will be successful. No strategy 
assures success or protection against loss. The NASDAQ Composite 
Index measures all NASDAQ domestic and non-U.S. based common 
stocks listed on the NASDAQ Stock Market. The market value, the last 
sale price multiplied by total shares outstanding, is calculated throughout 
the trading day, and is related to the total value of the Index.  The prices 
of small cap stocks are generally more volatile than large cap stocks. 
International investing involves special risks such as currency fluctuation 
and political instability and may not be suitable for all investors. These 
risks are often heightened for investments in emerging markets. 
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Our objective is to make working with us a pleasant as well 
as rewarding experience   

�� We take our responsibilities seriously 

�� We return calls promptly 

�� We’re nice when someone does call 

�� We don’t lie or mislead 

�� We do what we say we’re going to do. 

�� We’re knowledgeable and  current in our discipline 

�� We admit (infrequent) mistakes and do our best to right 
the wrong 

�� We listen to suggestions and take them seriously 

�� We work in your best interest in the most straightfor-
ward and transparent way possible 

Brad Lancaster is a Registered Principal with and securities of-
fered through LPL Financial, Member FINRA/SIPC Investment 
advice offered through Goldman Lancaster, Inc., a registered in-
vestment advisor and separate entity from LPL Financial.  

Please notify me in writing if you would like a hard copy of our full ADV 
part 2A brochure or if there are any changes to your financial situation or 
investment objectives  
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intimidating wave, even on a relatively mellow day.  

People die there and even professional surfers can get 

badly hurt.  The water is shallow and clear, making the 

reef below scarily obvious.  The wave goes concave as 

it hits the reef and my fear is that I’ll be just out of posi-

tion enough to get pitched head-first onto the dry reef 

and spend the rest of my remaining years in a wheel 

chair.  So, I was very cautious, caught just enough 

waves to say that I’d done it and then exited the water 

with a sigh of relief.  Sunset was much bigger but less 

intimidating.  The problem was that, like all surf spots 

now, it was really crowded.  I’m not aggressive enough 

to push my way into the pack and hassle for waves.  I’d 

rather be patient, practice mindfulness and wait for a 

wave to swing wide or a mistake by another surfer.  I 

catch fewer waves that way, but am less likely to get run 

over or in a confrontation.  I can say that it’s easier to be 

patient in Hawaii.  The water is warm and the views are 

great.  In particular, there are many young female surf-

ers in the water now, some quite good.  Interestingly, 

most wear extremely skimpy thong bikinis.  That’s a 

method of self-expression that I heartily encourage! 

(Continued	from	page	3)	

Thank You ! ! 

Special thanks to the following people for referring 

their friends, family and associates 

Melanie Heath, Dottie Fjeld and 

Jan Leight 


