
A  er stumbling through most of 
June, stocks are generally up with 
many indices pos  ng new highs 
towards the end of the month. In 
the middle of June, equity mar-
kets suff ered their worst weekly 
performances since January as 
traders digested Federal Reserve 
statements that appeared to sug-
gest increases to interest rates as 
early as late 2023. 

Yet, as has been typical over the 
past fi ve years, the market ul  -
mately tossed these concerns 
aside and powered forward af-
ter its poor week. Many inves-
tors expect that the market could 
con  nue up given the low bond 
yields and strong monetary sup-
port for the economy. S  ll, there 
are concerns that the market’s 
rise is slowing and could even 
pull back a bit over the slower 
summer months. 

As we moved through second 
quarter, infl a  on has arisen as a 
poten  al threat to markets. Over 
the past three months through 
May, consumer prices, excluding 
vola  le food and energy, have 
risen 2%, equivalent to a shock-
ingly high annual rate of 8.2%. 
This measure, referred to as the 
core-price index, jumped 3.8% in 
May from the year before – the 
largest increase for that reading 
since June 1992. May consumer 
prices were up 5.4% – the biggest 
increase since 2008 according 

the Labor Department.

In addi  on, the world has not 
seen such across-the-board com-
modity price increases since the 
beginning of the global fi nancial 
crisis of 2008, and before that, in 
the 1970s. Lumber, iron ore, and 
copper have hit records disrupt-
ing the building industry among 
other areas. Corn, soybeans, and 
wheat have jumped to their high-
est levels in eight years. Even oil 
recently reached a two-year high. 
The run-up in commodity prices 
is cas  ng a cloud over the global 
economic recovery, hi   ng vul-
nerable businesses and house-
holds. 

Housing costs are up sharp-
ly as well. The S&P CoreLogic 
Case-Shiller Na  onal Home Price 
Index, which measures average 
home prices in major metropoli-
tan areas across the na  on, rose 
14.6% in the year that ended in 
April, up from a 13.3% annual rate 
the prior month. April marked 
the highest annual rate of price 
growth since the index began in 
1987. The median exis  ng-home 
sales price in May rose almost 
24% from a year earlier, topping 
$350,000 for the fi rst  me ac-
cording to the Na  onal Associa-
 on of Realtors. A separate mea-

sure of home-price growth by the 
Federal Housing Finance Agency 
also released Tuesday found a 
15.7% increase in home prices in 
April from a year earlier, a record 
in data going back to 1991.

The combina  on of various sharp 
price increases has increased 
fears that infl a  on could become 
more persistent. 

In reac  ng to infl a  on concerns, 
Fed Chairman Jerome Powell said 
it is highly unlikely that infl a  on 
will rise to sustained high levels. 
S  ll, he also openly acknowl-
edged signifi cant uncertainty as 
the economy reopens. He went 
on to stress his view that short-
ages – including of used cars, 
computer chips and workers 
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– will fade over  me, bringing 
infl a  on closer to the Fed’s 2% 
long-run target. When Mr. Powell 
was asked if the spending of Con-
gress and the Fed prin  ng money 
were taking us back to the high 
infl a  on of the 1970s, he replied 
that it was “very, very unlikely,” in 
part because the central bank “is 
strongly prepared to use its tools 
to keep us around 2% infl a  on.”

In addi  on, commodi  es play 
much smaller roles in fi nal pro-
duc  on as businesses become 
more effi  cient, according to re-
search by economists at the Fed-
eral Reserve Bank of New York. 
The U.S. roughly tripled its eco-
nomic output per kilogram of oil 
consumed between 1990 and 
2015, according to the World 
Bank.

A  er equity markets were orig-
inally ra  led by infl a  on fears, 
they eventually shrugged these 
concerns off  to con  nue ever 
higher. At the same  me, inves-
tors mostly piled into Treasur-
ies leaving li  le margin for er-
ror around forecasts. Investors 
pushed 10-year yields back down 
to late February levels and fi ve-
year rates declined to just 2.23% 
implying infl a  on rates slightly 
below Fed targets. It seems that 
confi dence in the central bank re-
mains unques  oned, at least for 
now.

Further bolstering the Fed’s po-
si  on on the recovering econo-
my, the jobs market con  nues to 
recover strongly. U.S. employers 
added 559,000 jobs in May and 
the unemployment rate fell to 
5.8%. The jobs gains came de-
spite employers’ diffi  culty with 
fi lling many jobs, par  cularly in 
states that are extending gen-
erous unemployment benefi ts 
through September. 

Against all this news outlining an 
ongoing recovery, there could be 
a dot-com bust occurring right 
now. A drop in prices that looks 
remarkably similar to the dot-
com plunge in 2000 is happening 
in clean-energy, electric cars, can-
nabis stocks, and SPACs.

The late-1999 fear of missing out 
(FOMO) on internet stocks in-
fl ated the Nasdaq Composite 83% 
from the end of September to its 
March 2000 top. From Septem-
ber last year to this year’s highs, 
Invesco’s solar exchange-traded 
fund jumped 88%, Blackrock’s 
global clean energy ETF jumped 
81%, and Ark innova  on ETF was 
up 70% (through mid-June). 

Yet, despite today’s S&P’s values 
trading at 21.6  mes forward 
earnings (JP Morgan, July 28th) 
against 22.6  mes in June 2000, 
the highly valued sectors of to-
day’s markets are drama  cally 
smaller than they were during 
the top of the market in 2000. 

Nasdaq’s bubble gave it a value of 
about half that of the S&P at its 
2000 peak, while despite having 
Tesla, today’s frothy sectors are a 
frac  on of that value. 

S  ll, this market remains expen-
sive. Much of the current pric-
ing seems to result from FOMO, 
like in late 1999, or TINA (there 
is nothing else). When the Fed 
takes its foot off  the gas, we could 
quickly see the market correct or 
plunge. But for now, most inves-
tors seem fairly confi dent with 
future Fed ac  ons, leaving them 
comfortable suppor  ng current 
valua  ons. Every minor pull-
back a  racts enough new mon-
ey to act as support. The next six 
months should be more telling as 
the economy begins to fully re-
open and people return to more 
normal lifestyles. The market may 
not be seriously tested again un  l 
the Fed starts raising rates.

This commentary is furnished for informa  onal purposes 
only and is not investment advice, a solicita  on, an off er 
to buy or sell, or a recommenda  on of any security to any 
person. Opinions, beliefs and/or thoughts are as of the 
date given and are subject to change without no  ce. The 
informa  on presented in this commentary was obtained 
from sources and data considered to be reliable, but its 
accuracy and completeness is not guaranteed. It should 
not be used as a primary basis for making investment de-
cisions. Consider your own fi nancial circumstances and 
goals carefully before inves  ng. Certain sec  ons of this 
commentary contain forward-looking statements that 
are based on our reasonable expecta  ons, es  mates, 
projec  ons, and assump  ons. Forward-looking state-
ments are not indicators or guarantees of future perfor-
mance and involve certain risks and uncertain  es, which 
are diffi  cult to predict. Past performance is not indica  ve 
of future results. Diversifi ca  on strategies do not ensure 
a profi t and cannot protect against losses in a declining 
market. All indices are unmanaged and investors cannot 
invest directly into an index. You should not assume that 
an investment in the securi  es or investment strategies 
iden  fi ed was or will be profi table.
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