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Stocks:

As we noted last month, after a year of fits and starts for most stocks, the tide turned and we gained more
participation from the average stock in June, instead of having a party for tech companies alone. You can tell
when the market broadens out because the Dow will align more closely with the S&P and the NASDAQ. In June,
the Dow rose 4.6%, while the NASDAQ and S&P were both in the 6.5% neighborhood. Ok, both those were
better than the Dow, but look at last month: the Dow dropped 3.5% while the NASDAQ rose 5.5%. Now, that’s
a spread.

Foreign stock returns turned sluggish. The FT-SE index of European companies was up just 1.1%. Mexico rose
by 1.5%. Canada, our largest trading partner, performed better at 3%. Inflation appears to be moderating
everywhere, helping provide a lift to stocks around the globe; the thinking is that if inflation eases enough, the
Fed won’t have to keep hiking rates. Of course, here in July, Chairman Powell reminded us that isn’t so, and we
have a long fight ahead of us — perhaps many years. His pronouncement has the ring of truth. Inflation has a nasty
habit of reoccurring, and in the US at least, we have a large population cohort — the Millennials — who are ready
to move into homes, have children, buy cars, and in some cases, even moving beyond the basics to vacation homes
and luxury travel. In the 1970s, the Baby Boom generation continually surprised the market with consumer
demands, and supplies were constrained — similar to our pandemic production issues. It took over ten years to
tame inflation back then, and much higher interest rates than we have seen yet.

As promised last month, we have indeed added a couple of new names which will likely filter into portfolios,
depending on client objectives: Cavco Industries, a maker of factory-built housing; and Sun Communities, which
runs manufactured home parks and marinas. Cavco is a bit difficult to trade so it’s not going to be appropriate for
everyone. Sun is an all-season stock with a suitable profile for most clients. We also decided to exit a number of
stocks that we’ve held for years, particularly those with big earnings earned during the pandemic that are set to
fade. While none of these are bad companies, we think the stocks may tread water for a while, until earnings find
a better path.

Bonds:

Last month we said, “Look for higher yields on short-term paper as Treasury replenishes its checking account”
after the debt ceiling was passed. How did that work out? Pretty well, actually: the one year note rose from a yield
of 5.17% to 5.39%. But true to form lately, the long bond remained stuck, closing at exactly May’s level of 3.86%.
With short rates rising and long rates stable, the yield curve is ever more inverted.

Municipal bonds remain problematic, though performance from this sector has been better of late. It will take
time for the slow-moving issues of tax receipts, declining commercial real estate values, and bond disposals by
banks to come home to roost. Market discipline tends to self-correct in the bond world though: if problems become
intractable, municipalities will experience less demand for their bonds, rates will rise, and some projects will no
longer pencil. In that case, we’ll see less issuance and the market will come into balance.

In the corporate bond world, we’ve recently purchased Dollar General bonds due in 2028 and yielding over 5%.
We haven’t expanded holdings in that bond to many accounts yet, but the issue has become a favorite. Dollar
General has a strong franchise and a stalwart balance sheet. Other than this bond, we’ve also actively utilized
short-term Treasuries, capturing yields in the same 5%+ realm. A time will come when we will need to move
beyond hiding in Treasuries, but patience is called for, still.
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