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MARKET TRENDS 6.30.21 = EFCONOMIC GROWTH SURGE LEADS
Asset Class ___QTD STOCKS TO RECORD LEVELS
Global Stocks
MSCI World 7.81% 13.22% In the second quarter of 2021, equity markets pushed to record highs,
US Stocks with the S&P 500 Index (“S&P”) being up 8.6% during the second
S&P 500 8.54% 15.23% quarter and +15.3% year to date (“YTD”). The S&P continues to
Large Cap Value 516% 16.93% experience robust earnings growth, helping to drive it to record levels.

Large cap growth stocks doubled the return of value stocks in the

Large Cap Growth 11.88% 12.89% =
quarter, but value has been a significant outperformer for 2021 led by

Mid Cap 3.62% 1757% financials and energy stocks. Domestic mid-caps and small caps
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Stock International equity markets produced positive returns but continued to

De(\)/(élos ed lag the S&P both in the quarter and YTD. The economic rebound from

Marketps 5.23% 8.89% last year’s pandemic is proceeding with remarkable speed, and

financial markets are cheerfully moving to price in a continued

Emerging Markets 4.92% 7.11%
recovery.
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Bonds rebounded in the quarter to finish in positive territory, +1.96%
for the Barclay’s Aggregate, although negative for 2021, -1.67%. Yields
on 10-year U.S. Treasuries fell to levels not seen in over a year, leading
to questions about what the bond market is telling us:

* Does slower economic growth await us?
* |s the high inflation just a transitory supply/demand imbalance?
* Or is this simply the impact of the Federal Reserve bond purchases?

The uncertainty around these questions is likely exacerbating the
volatility in treasury yields. Our allocation away from U.S. Treasuries
has proven to be beneficial both from a return and yield standpoint.
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COVID-19

There is great news on the vaccination front. As of July 1st, 55% of the U.S. population have had at least
one vaccination dose and 47% of the population in the US are fully vaccinated, though we fell short of
President Biden’s goal for 70% of the adult population to receive at least one coronavirus vaccine dose by
July 4.

Daily reported Covid-19 cases in the U.S.
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Public-health officials have raised concerns that the highly contagious Delta variant is now the dominant
coronavirus strain in the U.S. Government and private health officials are warning that the Delta variant is
more infectious, and case counts are increasing rapidly in the unvaccinated population throughout the
country primarily in states with low vaccination levels. More encouraging is the data for fully vaccinated
people, who are believed to have significant protection against hospitalization and severe illness.

MARKET POSITIVES AND CONCERNS

As always, there are reasons for optimism and some pessimism when it comes to the markets.

Positives:

» Continued strong economic growth driven by consumer mobility (resuming travel and spending) as
more of the global population is vaccinated. Current estimates are for 2021 U.S. real GDP growth to
increase 7%, the fastest growth in 30 years.

+ Consumer spending increases driven by excess savings during the pandemic, continued federal
stimulus such as the rollout of the child tax credit payments, and gains in net worth due to higher home
and stock prices.

* Low interest rates fueling another refinancing boom as the Federal Reserve maintains its low-rate policy
and continues to make monthly bond purchases which tends to force rates down.

* More fiscal stimulus in the form of a trillion-dollar government infrastructure bill that is in the final
negotiation stages between the White House, Republicans and Democrats.

» Continued strength in corporate earnings growth as supply chain bottlenecks ease. Many companies
have integrated technology during the pandemic that will reduce the costs of office space, travel, and
even labor due to increased productivity. These are all potential offsets to higher costs and are good for
profit margins.
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Concerns/Risks:

» Inflation. Is it transitory or is it systemic? Wages are rising and raw material costs are up, which may be
negative for profit margins if companies cannot offset the costs or increase prices to consumers. We
have already seen higher consumer prices in grocery stores, restaurants, and at the gasoline pump.
While higher wages are positive for consumer spending, we don’t want the benefit to be negated by
higher inflation on goods and services for all of us, such as we’ve seen with lumber (which is starting to
abate), used car prices due to a chip shortage, and housing due to lack of supply. We know that part of
this inflation spike is a result of the reopening of the economy, but how much of it will be transitory and
for how long, only time will tell. A sustained sharp rise in inflation will likely lead to a severe rise in
interest rates which is negative for stock valuations.

CPl and core CPI

% change vs_ prior year, seasonally adjusted
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Recession

Core CPI 3.8% 3.0% 3.8%

= Food CPI 39% 2.4% 22%
Energy CPI 44% 25.0% 27.8%
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Source: BLS, FactSet, J.P. Morgan Asset Management.

CPIl used is CPI-U and values shown are % change vs. one year ago. Core CPI is defined as CPI excluding food and energy prices. The

Personal Consumption nditure (PCE) deflator employs an evolving chain-weighted basket of consumer expenditures instead of the fixed-

weight basket used in CPI calculations. .

» Delta variant spread in much of the world thwarts plans in many countries to lift lockdowns and reopen
their economies. Over 55% of all Covid-19 cases are related to the Delta variant. In the UK, it accounts
for over 90%. This is a concern as the Delta variant seems to be the most dangerous of the variants and
is easily transmitted, resulting in higher cases of hospitalizations for unvaccinated people.

* Federal Reserve begins to “talk about talking about tapering”. Will the market react when the Fed finally
acts?

* The Biden administration takes action to reduce the trends of corporate consolidation and promote
more competition, especially with large technology companies.

* The magnitude of fiscal spending plus the proposed spending in the trillions will have possible long-
term impact to interest rates and inflation and could lead to higher corporate and personal taxes to
keep debt from spiraling out of control.

Some of these may be priced into the market, some may not. We will continue to focus on balancing

risk/reward and maintain a diversified portfolio across economic sectors and asset classes. We will also
rebalance portfolios to stay in line with your objectives.

EXCESSES IN THE EQUITY MARKET ARE SELECTIVE!

As the equity market reaches record levels, clients are concerned about the equity market being
“overvalued”. While there are areas of concern and speculation, the majority of the market is not. We
point to areas of the market that are experiencing high levels of volatility and at times speculation such as



IDENTIFYING OPPORTUNITY.

NAVIGATING RISK.

SPACs (blank check companies), meme stocks, ARK stocks, a flood of IPOs, crypto currency everything,
EV (electric vehicle) stocks, and new era stocks. There will be winners from each of these categories but
there will likely be losers as we have seen this play before!

In addition, the following chart shows that the top 10 S&P stocks trade at a significant premium to the
other 490. These stocks trade at a more sedate valuation, especially for these low interest rates. Equities
also remain very attractive relative to bonds.

P/E ratio of the top 10 and remaining stocks in the S&P 500
Next 12 months

AG Current Average % of avg.
Top 10 30.0x 19.6x 153%
Remaining stocks 18_9x 15.6x 121%%
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Source:. FaciSet, Standard & Poor's. J P. Morgan Asset Managemenit.

CONCLUSION

Shorepoint’s process is thoughtful, disciplined, and flexible. Please know that our team is working
diligently to manage risk and returns as well as position your portfolio for the long term. While we see
areas of overvaluation in both equities and bonds, the worries you read about in the press are mostly
priced into the market. There are always reasons not to invest, but staying the course usually wins out. We
believe that appropriate portfolio diversification amongst asset classes can help buffer your portfolio from
the ups and downs of market volatility.

We prefer dividend-paying stocks and equities in general to bonds but continue to have an appropriate
allocation to bonds for diversification and to reduce overall volatility. We would look to add to equities on
any sizeable pull back, anywhere from 5-10%, using our current cash allocation in your accounts. We are
due for a correction (identified as a market loss of 10% or higher) in the equity market as one generally
occurs every 12-18 months and is a healthy process to eliminate excesses. Although we have had three
5% equity market corrections in the last year, more often, equity pullbacks have been more focused, e.g.,
high growth stocks, financials, energy, cyclicals, etc. We think economic and profit growth could continue
to come in considerably above expectations, leading equity sectors that have lagged the market for years
to continue to outperform. The uneven recovery to date across economic sectors is actually good news for
the 2021 growth outlook as it increases the scope for outsized gains in underperforming sectors.
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