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OVERVIEW

Key takeaways

A Growth and inflation
expectations accelerate as
economies continue to
recover.

A Stronger-than-forecasted
economic recovery prompts
the Federal Reserve to be
slightly more hawkish and
triggers revisions to its rate
hike expectations.

A There has been a yield
divergence as front-end
yields continue to anchor
low while the belly of the
curve and beyond has
steepened significantly.
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Economic data continues to improve

The recovery continues as US economic activity normalizes in a post-
vaccine world. However, the surge in inflation has prompted a more
vigilant approach.

Fed’s less dovish/more hawkish tilt

The Fed revises inflation and growth forecasts, and moved up its rate
hike projections to potentially two in 2023.

Central banks

Globally, central banks continue to maintain low rates and to fuel
quantitative easing. We expect uneven policy adjustments based on
differing paces of economic recovery.

USD trading according to risk-on, risk-off paradigm

During the COVID-19 unwind, the US dollar has risen in risk-off periods
and fallen when markets are risk-on.

Markets and performance

As economies recovered faster than expected, sector performance gets
a boost to pre-pandemic levels.

Front-end rates remain low and in tight trading range

Our strategy remains to optimize yield for client portfolios while staying
invested in high-quality securities and monitoring duration positioning.
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GDP: US recovery
is underway

As expected, GDP picked up in Q1 GDP and Components
2021, increasing 6.4% with strong
tailWindS from ﬁscal and moneta ry mmm Personal consumption s Gross private domestic investment M Net exports MmN Government e GDP

stimulus as vaccinations supported
the economic reopening.

The final revision remained 35
unchanged, driven largely by demand
for goods and services, with an 11.4%
increase in consumption, followed by
government spending, which was up

5.7%. 5

Growth for the year is expected to
continue to accelerate, with the Fed
recently upgrading its forecast for
GDP to 7% from 6.5% in the June
Summary of Economic Projections. 25

As Q3 starts, it will be the first
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Employment: Gaining steam

In the first half of 2021, the labor market continued to improve, albeit at a more moderate pace than initially
thought. In Q2, an average of 567,000 jobs were added per month, and the unemployment rate declined to 5.9%.

While there was a strong need to hire workers (especially in reopening industries such as restaurants, leisure and
hospitality), filling positions was a challenge. Employers cited mismatched skills, child care duties, virus concerns
and unemployment benefits as reasons for the slow hiring.
Nonfarm Payrolls
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Unemployment rate hit
14.8% in April 2020,
then improved to 5.9%
by the end of Q2 2021.
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Sources: US Bureau of Labor Statistics, Bloomberg and SVB Asset Management.

Data as of 7/9/2021.
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Consumption:
Easing back
toward services

Consumptionin Q1 2021 jumped
11.4%, propelled by spending on
goods, which increased 26.6%
within that category, durable
goods increased 49.2%, driven
by auto sales. Spending on non-
durables increased 15.2%, and
spending on services increased
4.2%.

In the coming months, as the
pandemic fears continue to
subside, there should be a
rotation from goods to services.

Sources: Bloomberg and SVB Asset Management. Data as of 7/9/2021.

Consumption Overview
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Inflation: Swift shift coerc

As expected, inflation picked up significantly
in Q2, with the core Personal Consumption
Expenditure (PCE) price index at 3.4% and
Consumer Price Index (CPI) at 5% in May.

e COre PCE 000ccee Fed AIT === Average hourly earnings

v
o

The jump was predicted after extended
pandemic-induced lockdowns and is thought
to be transitory as the economy recalibrates
and supply chains reset. The Fed has taken a
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