Q2 2021

Risk Matters. Defense Matters. Discipline Matters.
WHAT HAPPENED:
SECOND QUARTER 2021

The Biden administration quickly gained approval
for an almost $2 trillion stimulus package in the first
quarter, but its proposals for higher corporate and
individual taxes and a large infrastructure bill so far
have stalled.
The economy was also much in the news during
the quarter as it continues to recover from the
COVID-19 shutdowns last year. New orders for both
manufacturing and service companies have been very
high so far this year, supporting continuing economic
growth. Jobs growth has been strong so far this year,
with more than 1.7 million now jobs created in the
second quarter.

U.S. CEOs’ confidence hit an all-time high this quarter
based on a survey from the Conference Board. More
than half of CEOs expect to increase their workforce
in the next 12 months. While job growth has been
strong so far this year, the number of people working
is still well below the levels of early 2020. Companies
have had more than 9 million open jobs the past
several months, a record high level. But they have had
difficulty finding enough workers to meet their needs.
If this does not change soon it may put a damper on
future growth.
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Last year’s recession was unusual since it was
caused by simultaneous shutdowns of economies
across the globe. This severely disrupted global
supply chains as international flights ceased, and
many factories shut down or reduced operations
due to COVID-19 infections.

More than a year later global supply chains have not
fully healed, and this has led to a surge in inflation.
Consumer prices rose 5% in May from the prior year,
the highest level of inflation since 2008. Fears of
rising inflation led to higher interest rates in the first
quarter. Ironically, interest rates fell in the second
quarter even as inflation soared.
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WHAT HAPPENED: SECOND QUARTER 2021 (continued)
The big debate about inflation is whether this is a
long-term increase or a temporary increase due
to disruptions in supply chains. So far much of the
inflation seems to be temporary. Both energy and
used car prices are up almost 30% over the past

year. Transportation difficulties have affected
energy prices and other commodities while there is
a shortage of new cars due to supply issues in
the semiconductor industries.

US Consumer Price Index YoY
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WHAT WE ARE OBSERVING:
INVESTMENT COMMENTARY

The global financial markets continue to face changing
economic conditions in the second quarter, as
described above.
Fortunately, at Ocean Park, such fundamentals do not

affect our asset allocation decisions or when we buy
or sell holdings – we simply react with our long-proven
disciplines to actual reversals in price trends, checking
every holding in our managed accounts daily.
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Jun ‘21

WHAT WE ARE OBSERVING: INVESTMENT COMMENTARY (continued)
The chart above illustrates how it can be difficult to
consistently make money by predicting interest rates
or inflation. Treasury rates rose strongly in the first
quarter as investors became concerned that inflation
would increase as the economy re-opened.
Sure enough, inflation soared in the second quarter
to the highest level since 2008, increasing almost a
full percent in June and 5.4% over the past year. But
ironically, despite the rise in inflation that helped push
up rates in the first quarter, 10-year Treasury rates fell
in the second quarter.

The market’s focus was squarely on equities in the
second quarter, as double-digit returns were seen
in indices like large-cap growth and REITs. Many
fixed income categories also had strong returns in
the second quarter, with the best returns in creditoriented sectors and preferred stocks. Despite falling
rates, the Bloomberg Barclays U.S. Aggregate Bond
Index ended the quarter with negative returns yearto-date.

WHAT WE DID:

INVESTMENT DISCIPLINE MATTERS
Our truly technical rules-based process drove strong
results for your clients during the second quarter.
Among the asset class highlights to note:
• Our strategies generally started the quarter with
a meaningful cash position, primarily due to Sell
signals in March in high yield corporate bonds,
municipal bonds, and emerging market bonds.
• The downturns in these asset classes turned out
to be short and shallow. And markets generally
embraced risk through the end of the second
quarter.

• Equity exposure was increased during the
quarter, where allowed. The focus was on
U.S. equities while international equities were
increased to a lesser extent.
• The Ocean Park Conservative Allocation Strategy
broadened its asset allocation exposure during
the quarter, as the investment team found
strong opportunities in many asset classes.
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WHAT WE DID: INVESTMENT DISCIPLINE MATTERS (continued)
As an example of the broad diversification of asset classes that are used tactically to moderate
drawdown, the pie chart below shows the sources of profits for the Ocean Park Conservative
Allocation Strategy during the second quarter.

Conservative Allocation Strategy:
As of June 30, 2021
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Asset Allocation are subject to change.

HIGHLIGHTED STRATEGY:

OCEAN PARK TACTICAL BOND STRATEGY
This Strategy uses a rules-based approach to shift between high yield corporate bond funds and
long-maturity Treasury bonds,depending on the trends in the HYCB funds.
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