
 

1 
By:  M. Euston MS, CFP© 

HWM JULY 2021 NEWSLETTER 

 

2021 Q2 Market Rundown:   

Compared to 2020, this year in financial markets has been 
pleasantly boring.  Covid is still with us, but the vaccination rate in 
the U.S. is now over +50% and things are starting to seem more 
“normal”.  The reopening of the economy is off to a solid start as 
highlighted by a +6.4% surge in GDP to start the year and the June 
jobs report where data showed 9 of 11 industries advancing.  This 
breadth suggests a real strengthening of the economy rather than just a reopening rebound.  The 
widely followed S&P 500 and Dow Jones stock indices finished June at records, propelled by strong 
quarterly earnings that trounced estimates.  More than half of S&P 500 companies raised their 
second-half 2021 outlook, and earnings for companies in the index are now above pre-pandemic 
levels.  On the earnings front, we were particularly impressed with the ability of top HWM portfolio 
holdings such as PayPal, ASML, Facebook, and Alphabet, to expand profit margins, exhibiting strong 
pricing power and cost controls in the face of rising inflation.   

Fears of a sustained period of high inflation remain elevated.  The impact of rising input costs and 
supply chain constraints are particularly notable in vehicle and housing sales data.  The price of used 
vehicles is up +21% compared to a year earlier, and the already red-hot U.S. housing market 
appears to be picking up steam according to the record +14.6% YoY increase in the April S&P Case 
Shiller US National Home Price Index.  However, not everyone is confident high inflation is here to 
stay, and some notable economists predict a disinflationary surprise might be in store.  The bond 
market is a helpful tool to discern how investors are gauging inflationary risks.  When anticipating a 
rise in the inflation rate, bond investors demand higher rates of interest (all else equal) because 
rising inflation erodes the purchasing power of future bond payments.  U.S. Treasury Bond yields 
rose rapidly from a record low of .52% on August 4, 2020, before peaking on March 31, 2021, at 
1.74%, and then steadily declining to finish Q2 2021 at +1.44%.  This action in bond yields indicates 
investor inflation fears are subsiding. 

Focus on Planning:  Changes in Tax Code 

The most frequent questions we receive from clients today revolve around looming potential tax 
code changes.  It seems probable there will be an increase in personal, corporate, and capital gain 
tax rates.  These tax rate changes would primarily impact businesses and high-income earners.  
Other proposed changes, such as eliminating long-standing provisions such as the step up in the 
cost basis of an asset upon inheritance, and the end of 1031 exchanges for real estate investors, 
would impact people across the income spectrum.   
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Q2 2021: +7.31% +8.55% +4.29% +5.38% +7.52% +.35% +3.65% 
YTD: +12.93% +15.25% +17.54% +9.17% +7.58% -1.56% -6.76% 

https://www.bea.gov/news/glance#:%7E:text=Real%20gross%20domestic%20product%20(GDP,to%20the%20COVID%2D19%20pandemic.&text=In%20the%20fourth%20quarter%20of%202020%2C%20real%20GDP%20increased%204.3%20percent.
https://www.bls.gov/news.release/empsit.nr0.htm
https://www.bls.gov/news.release/empsit.nr0.htm
https://www.marketwatch.com/story/u-s-stocks-set-to-edge-back-from-records-ahead-of-private-sector-jobs-report-11625051833
https://www.cnbc.com/2021/04/15/so-far-in-earnings-season-companies-are-reporting-numbers-way-above-what-wall-street-expected.html
https://arstechnica.com/cars/2021/06/kind-of-crazy-how-the-booming-us-used-car-market-is-driving-inflation/
https://www.wsj.com/articles/u-s-home-price-growth-rose-to-record-in-april-11624972608?mod=mhp
https://www.cnbc.com/2021/06/13/shocking-inflation-will-end-hurt-reopening-stocks-david-rosenberg.html
https://fred.stlouisfed.org/series/DGS10
https://www.accountingtoday.com/news/capital-gains-tax-increase-proposals-under-biden-make-tax-planning-tougher
https://www.accountingtoday.com/news/capital-gains-tax-increase-proposals-under-biden-make-tax-planning-tougher
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Frustratingly, there is not yet clarity around which of these changes will come to fruition, nor when 
they might take effect.  For instance, the change in capital gains rates could be retroactive as 
outlined in the U.S. Treasury Department’s Green Book which states, “This proposal would be 
effective for gains required to be recognized after the date of the announcement” (which, 
depending on what announcement they are referring to, could be either April or May of 2021).  At 
this point, due to high uncertainty, we recommend exercising patience before acting to reduce the 
impact of these potential changes.  But that doesn’t preclude planning discussions now around 
various scenarios.  As always, we remain focused on enhancing tax diversification across client 
portfolios (mixture of taxable, tax-deferred, and tax-exempt investments), and optimizing asset 
location (meaning, what types of assets do you want to hold in particular accounts based on how 
they are taxed).  We look forward to discussing strategy further in your next review meeting. 

HWM Equity Investing Highlight: 

HWM manages three main multi-asset investment strategies, which we describe as balanced (40% 
stocks), growth (60% stocks), and aggressive growth (80% stocks).  Each strategy has handily 
outperformed respective benchmarks since the inception of December 31, 2015 (audited 
performance data is available upon request).  This outperformance is mainly attributable to strong 
returns from the equity portion of these strategies which is exclusive to HWM (now available as a 
standalone investment option).  While the proportion of equities varies across these three multi-
asset portfolios, the investment composition is the same.  From the strategy inception date of 
12/31/2015 through 06/30/2021, this equity allocation has delivered +18.23% annualized total 
returns, net of trading costs, investment expenses, and a 1% annual financial advisory fee.  Over the 
same period, the annualized total returns for the S&P 500 and MSCI ACWI Global Indices were 
+16.72%, and +14.05%, respectively.   

It is always a privilege to manage investments for our clients.  We are proud to have delivered 
benchmark beating returns, particularly in an environment where this is increasingly rare.  Over the 
last five years, 75.27% of large-cap funds have underperformed the S&P 500 before financial 
advisory fees were applied.  While past performance does not guarantee future results, we believe 
our selective, low-cost approach provides clients with an excellent long-term equity investing 
solution.  We want to share more details around our portfolio management process in this and 
upcoming newsletters.  First, we will outline our thoughts on equity portfolio diversification.   

Don’t “Deworsify” & Keep Costs Low:  

Common sense says you don’t put all your eggs in 
one basket.  Diversifying your portfolio to include 
multiple stocks reduces the risk that a single stock 
tanking could torpedo your whole portfolio.  
Increasing from one to two stocks brings substantial 
diversification benefits.  However, as each additional 
stock is added, incremental diversification benefits 
diminish.  Once a portfolio has more than 20 stocks, 
pretty much all unsystematic (business specific) risk 

Most of the benefits of diversification can be achieved 
with a portfolio of 15-20 stocks.  Source:  CFA Institute 

https://www.forbes.com/sites/jeffreylevine/2021/06/11/can-congress-really-increase-taxes-retroactively/?sh=596399cc3888
https://www.spglobal.com/spdji/en/research-insights/spiva/#/reports
https://blogs.cfainstitute.org/investor/2021/05/06/peak-diversification-how-many-stocks-best-diversify-an-equity-portfolio/
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is eliminated.  By increasing holdings beyond this point, the portfolio inevitably trends toward the 
market average, reducing the standard deviation of excess returns (the chance to outperform).  
Moreover, once this peak diversification threshold is achieved, each additional stock dilutes 
exposure to favored investment ideas, essentially “deworsifying” your portfolio.  In our view, most 
mutual funds and ETF’s hold too many securities.  Moreover, they charge fees that are way too 
high.  These are significant reasons why they consistently underperform the market net of fees.   

The information published herein is provided for informational purposes only, and does not constitute an 
offer, solicitation or recommendation to sell or an offer to buy securities, investment products or 
investment advisory services. All information, views, opinions and estimates are subject to change or 
correction without notice. Nothing contained herein constitutes financial, legal, tax, or other advice. The 
appropriateness of an investment or strategy will depend on an investor’s circumstances and objectives. 
These opinions may not fit to your financial status, risk and return preferences. Investment 
recommendations may change, and readers are urged to check with their investment advisors before 
making any investment decisions. Information provided is based on public information, by sources 
believed to be reliable but we cannot attest to its accuracy. Estimates of future performance are based on 
assumptions that may not be realized. Past performance is not necessarily indicative of future returns. 

Investment Advisory Services offered through Heirloom Wealth Management LLC, a Registered 
Investment Adviser. 

 

 

https://blogs.cfainstitute.org/investor/2021/05/06/peak-diversification-how-many-stocks-best-diversify-an-equity-portfolio/

