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US equities

Having traded close to all-time highs last week (ending 13 August), US equities fell back
this week due to a mix of geopolitical concern regarding the situation in Afghanistan and a
slightly more hawkish commentary from the US Federal Reserve’s July meeting,
suggesting that quantitative easing could be tapered sooner than thought.

Overall, the S&P 500 declined modestly by 0.6% for the two weeks as a whole (ending 19
August). The Nasdaq 100 fared slightly worse, falling by 1.1%, while the small cap Russell
2000 sold off the most, down by 5.1%. Growth slightly outperformed value, though the
difference was negligible.

There remains a wide disparity of views on the Fed as to when the $120 billion a month
asset purchase programme should start to be unwound, with some members favouring
this year while others are looking out to next year. At the meeting, members discussed the
timing and the mechanics of a taper as a consensus grows around winding down the
programme given that many Fed officials believe it has met its goals of an average 2%
inflation target and a labour market showing signs of being close to full employment. The
publication of the minutes seemed to weigh on risk sentiment and equities sold off in
response. Treasuries remain in demand, with the yield on the 10-year sliding back below
1.25% yesterday (19 August) having stretched as high as 1.35% last week.

With just a small number of names in energy and retail left to report, Q2 earnings are
mostly complete. The picture has again been one of very strong recovery, especially
those cyclical sectors which suffered the most last year. The year-on-year earnings
growth of 89% is slightly flattered by an easier comparison with a year ago, but the
strength of the rebound in economic activity has also played an important role in the high
earnings growth rate. 87% of companies have also beaten earnings expectations, which
is significantly higher than the long-run average. Anecdotally, a number of companies
have also reported supply bottlenecks and cost pressures, which will likely persist into the
back half of the year. On the materials and industrials side, some companies have been
more adept at managing cost pressures than others — usually through hedging — and that
is where we have seen divergence between companies within sectors.

This week, home improvement company Home Depot reported earnings. Although it beat
expectations, the stock sold off on weaker gross margins due to the downturn in timber
prices and soft comparisons in its US stores as consumers turned from home
improvement to using goods and services outside the home. Despite the pullback, the
stock is still up by 23% year-to-date, handily ahead of the S&P 500.

In small caps, apparel retailer Canada Goose sold off following its own earnings report.
Despite sales increasing by more than 100%, a lacklustre outlook led to a pullback in
price. It has greatly increased the amount of goods sold through its direct-to-consumer
channel, with the company hoping this will account for 70% of sales by year-end. It has
also made strides from a Rl perspective, increasingly replacing natural furs in its coats
with synthetic ones, which mimic the look and quality.



Fixed income

News

In the US, retail sales were weaker than expected, falling 1.1% month-on-month when a
rise had been expected. Conversely, industrial production was better, rising 0.9% month-
on-month.

Also in the US the National Association of Home Builders survey for August was the
weakest since last year, falling five points to 75.

In the UK, the unemployment rate fell to 4.7%.in June, compared to 4.8% in May. This
was better than expected. Meanwhile, the growth in average earnings rose to 8.8% in
June from 7.4% in May, also above expectations.

In China, there was weaker economic data, with retail sales, industrial production, fixed
asset investment and unemployment all weaker than expected.

In Japan, however, there was better Q2 GDP, up 1.3% quarter-on-quarter when 0.5% was
expected.

In Afghanistan the Taliban took control of the country.

Markets

In core government bonds, US 10-year ended last week (13 August) at 1.26%. They
opened this week (16 August) by slipping lower to 1.23% on little news, before ending the
week (19 August) at 1.24%. The UK moved from 0.57% (13 August) to 0.53% (19
August), while Germany went from -0.48% to -0.49%.

In credit markets, based on BofA Merrill Lynch Bond Indices, Global IG started the week
at 93bps (16 August) and ended it slightly wider at 95bps (19 August). Global High Yield,
meanwhile, started the week at 377bps and widened over the week to 382bps.

Oil bobbed around the $66-$67 mark all week.

European equities

Market volumes remain low owing to the summer period.

Fears of slowing growth and potentially higher inflation and interest rates have seen
markets slow. Against this backdrop, more growth-oriented counters have been favoured.

The Chinese regulatory clampdown on multiple corporate sectors has hit the IT sector
and some luxury stocks.

Afghanistan is a focus of media attention, but despite the long-term implications there is
little evident market impact.

Note: all data as at 19 August 2021, unless otherwise specified. Source: Bloomberg.
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For marketing purposes.

Past performance is not a guide to future performance. The value of investments and any income is not guaranteed and can go
down as well as up and may be affected by exchange rate fluctuations. This means that an investor may not get back the amount
invested. Your capital is at risk.

The analysis included in this document has been produced by Columbia Threadneedle Investments for its own investment
management activities, may have been acted upon prior to publication and is made available here incidentally. Any opinions
expressed are made as at the date of publication but are subject to change without notice and should not be seen as investment
advice. Information obtained from external sources is believed to be reliable but its accuracy or completeness cannot be
guaranteed. This document includes forward looking statements, including projections of future economic and financial
conditions. None of Columbia Threadneedle Investments, its directors, officers or employees make any representation, warranty,
guaranty, or other assurance that any of these forward-looking statements will prove to be accurate.

The mention of any specific shares or bonds should not be taken as a recommendation to deal. This material is for information
only and does not constitute an offer or solicitation of an order to buy or sell any securities or other financial instruments, or to
provide investment advice or services. This document is not investment, legal, tax, or accounting advice. Investors should consult
with their own professional advisors for advice on any investment, legal, tax, or accounting issues relating an investment with

Columbia Threadneedle Investments.

In the UK issued by Threadneedle Asset Management Limited, registered in England and Wales, No. 573204. Registered Office:
Cannon Place, 78 Cannon Street, London EC4N 6AG. Authorised and regulated in the UK by the Financial Conduct Authority.
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In the Middle East: this document is distributed by Columbia Threadneedle Investments (ME) Limited, which is regulated by the
Dubai Financial Services Authority (DFSA). For Distributors: This document is intended to provide distributors with information
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regulatory criteria to be classified as a Professional Client or Market Counterparty and no other Person should act upon it.
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