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We hope you are enjoying the midway point of 2021. What a remarkable difference a year makes! It has been a 
time defined by the ordinary becoming extraordinary. The ability to move about the country, visit the ones you love 
and actually sit inside for a celebratory dinner is amazing! Our family has celebrated three virtual graduations this 
last year and is now gathering “live” back in Maine for part of the summer to recognize and reflect on how grateful 
we are to spend time with our family and friends.   

Katahdin Financial Group continues to expand. Judy, Amy and I are thrilled to welcome Garrett Handke to our 
group. Garrett begins his career at Katahdin after recently finishing his Masters in Finance from Colorado State 
University; his professional background includes working for the lending division of the U.S. Small Business 
Administration and Dept. of Agriculture. It won’t come as surprise that this new addition to the KFG family is 
passionate about the outdoors and everything Central Oregon has to offer. We have included Garrett’s bio, so you’ll 
know a bit about him before you hear his friendly voice next time you call the office. Initially he’ll be supporting all 
our business activities, while over the long term he will focus on wealth management and financial planning. On to 
the details of 2021! 

Economy: The country has reopened and the growth rate of the U.S. economy may have peaked in the second 
quarter of 2021; however, there is still plenty of momentum left to extend above-average growth into 2022. Our 
research partners have forecast U.S. gross domestic product (GDP) growth of 6.25 to 6.75% in 2021, which would be 
the best year in decades. Inflation has been the buzzword of 2021 so far, with record fiscal stimulus, supply chain 
bottlenecks, semiconductor shortages, labor force corrections and an economy nearly fully open. We continue to 
watch inflation closely but believe recent pricing pressures will fade gradually toward year-end. Continued growth 
in the United States is expected to be stronger than in international markets, where regions such as Europe and 
Eastern Asia have been slow to rebound from the pandemic.  

Policy: The economy was supported through the pandemic by more than $5 trillion in stimulus measures and 
extraordinary support by the Federal Reserve. Policy is expected to take a back seat in 2021 as the private sector 
replaces stimulus checks. Tax policy remains a concern for corporate entities, with expected rises in corporate taxes. 
Current historically low tax rates fuel corporate growth; yet concerns over an increase in corporate taxes could limit 
stock gains. Personal tax rates tend to have a limited influence on capital markets, while corporate taxes are a 
topic to watch in the short and mid-term.   

Stocks: The second year of a bull market is generally more challenging than the first, but typically produces gains. 
Economic improvement should continue to support S&P 500 index earnings, which had stronger than anticipated 
first and second quarters. Current indicators support continued strength throughout the year. Valuations remain 
elevated at what we believe is 25 to 30% above fair market value, though valuation alone is insufficient to drive 
significant price movement. The stock market can stay at over and undervaluation levels for an extended period, 
often until some extraneous event triggers a market response. Rising rates have paused, and growth sectors 



(technology) have begun to rally midyear. Based on the rotation to value early in the year and the recent recovery 
by growth, every sector in the S&P is now positive for the year. We believe this breadth of return is healthy and could 
support stocks even at current high valuations. 
 
Bonds: Inflationary pressure and economic improvement may put additional upward stress on the 10-year treasury 
yield. We are anticipating a range of 1.75 to 2.25% yield over the next 12 months. These incremental movements 
would leave bonds largely unchanged, but they still play an important role for income production and portfolio 
diversification during equity market declines. We are also closely watching the Fed and policy changes, most 
likely leading to tapering of bond purchases later in the year. We favor credit over inflation risks in fixed income 
and continue to add more exposure to high-yield bank loans and mortgage-backed securities over CDs and 
government securities.  
 
Additional commentary: The second-quarter 2021 earnings season reflected some of the strongest ever year-over-
year growth in S&P 500 earnings. That’s partly a result of an easy comp against Q2 2020, when the pandemic 
had shut down the U.S. economy. The growth is also reflective of a highly favorable economic environment in the 
U.S.; key drivers of our bullish outlook include the growing economy, continued low interest rates and earnings 
increases. We recognize risks in the outlook, which include a worrisome resurgence in COVID-19 infections, signs of 
rising inflation and high stock-market valuations. On balance, we look for the positives to prevail, leading to further 
strengthening in stocks into year-end. This will likely come with natural volatility and potential 10 to 15% pullbacks 
to reset valuations. Tax increases and COVID spread in and outside of the U.S., along with geopolitical uncertainty, 
could be the catalyst for additional volatility. 
 
Some argue that the Fed is behind the curve and will be forced to hike rates sooner and more aggressively to 
prevent runaway style inflation, but we do not share these concerns. The Fed has a dual mandate to promote full 
employment and contain inflation at a level still conducive to economic growth. Maintaining balance between 
mandates is a balancing act and is imperative to achieve additional recovery. The Fed continues to reiterate that 
short-term rates will be held at low levels through 2022. 
 
Reflecting on these economic data points, we believe there are strong enough tailwinds globally to justify the 
fact that stocks and possibly bonds are overvalued at the midyear point. The only way to reset valuations is for a 
corrective phase to set in, or for earnings to continue to expand on the upside. We anticipate a combination of both 
factors, which guides our slightly neutral posture in our portfolio management. This allows us to maintain proper 
balance to participate on the upside and protect when turbulence and downside pressures arise.  
 
We are so grateful for your continued support and trust in our practice. As always, please don’t hesitate to reach 
out with anything you need help with. We wish you a fabulous second half of the year — make sure you get outside 
and Enjoy the View. 

Cheers!  

 

Content in this material is for general information only and not intended to provide specific advice or recommendations for any individual. All performance 
referenced is historical and is no guarantee of future results. All indices are unmanaged and may not be invested into directly. 
All investing involves risk including loss of principal. No strategy assures success or protects against loss. There is no guarantee that a diversified portfolio 
will enhance overall returns or outperform a non-diversified portfolio. Diversification does not protect against market risk.
The economic forecasts set forth in this material may not develop as predicted and there can be no guarantee that strategies promoted will be successful.
Rebalancing a portfolio may cause investors to incur tax liabilities and/or transaction costs and does not  assure a profit or protect against a loss.


