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At a glance

Strong business activity, rising corporate profits and attractive bond income support
markets, while Middle East tensions and elevated energy costs keep inflation risks in

focus.

Number of the week

3.2%

The growth in average hourly earnings
in July compared to a year before,
trailing most inflation measures.

Investment products and services are:

Term of the week

Hyperscalers — Services providing cloud
computing and data management services to
organizations that require vast infrastructure for
large-scale data processing and storage.

The Federal Reserve continues to balance inflation
and employment risks. Several officials signaled
that further rate increases may become necessary
if inflation remains elevated. Before Friday’s
employment report, market prices indicated about
a 70% chance of an increase at the September
meeting. That probability fell to roughly 40% after
employers cut jobs in July. Policymakers must
now weigh persistent price pressure against a
cooler labor market, making inflation, consumer
spending and wage data especially important for
the interest rate outlook.
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Global economy

Quick take: Global business activity remains firm, but slower U.S. hiring and
restricted energy shipments through the Strait of Hormuz complicate the
outlook for inflation and growth.

o Diplomacy advanced over the weekend, but Middle East risks remain
elevated. Iran said its shipping lane agreement with Oman had reached its
final stages, yet officials tied a full reopening to additional U.S. actions. A
missile also struck a United Arab Emirates-owned tanker on Saturday
without causing injuries. In southern Lebanon, border negotiations
continued alongside new military activity, including reported Israeli
incursions and shelling. These developments leave energy supplies
vulnerable even as diplomacy offers a path toward improved shipping.

e Business surveys point to broad global growth. U.S. purchasing managers
reported stronger new orders across manufacturing and services in July,
indicating healthy customer demand. Price pressures remained elevated,
however, particularly for businesses paying energy and transportation costs.
Similar surveys improved in the eurozone, United Kingdom and Japan, where
manufacturing and service activity generally expanded. The widespread
gains suggest the global economy entered the third quarter with positive
momentum despite trade, energy and geopolitical challenges.

e The labor market cooled without showing widespread stress. Employers
cut 23,000 jobs in July; state and local government employment declined,
but private employers added 30,000 positions. Unemployment fell to 4.1%,
its lowest level in more than a year, partly because fewer people participated
in the labor force. Layoffs remain modest, while average hourly earnings
rose 3.2% from a year earlier. Consumer card activity also points to
continued spending. This week’s inflation and retail sales reports will offer a
clearer view of household purchasing power.

e Businesses continued to borrow as banks eased some lending standards.
The Federal Reserve’s survey of senior loan officers showed stronger
demand for business loans during the second quarter, while banks stopped
tightening approval requirements. Standards also eased for real estate and
auto loans, although banks became more cautious with credit cards and
higher-risk mortgages. Total bank lending rose 7.1% from a year earlier in
July, led by an 8.6% increase in business loans and a 4.6% gain in consumer
loans.
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Equity markets

Quick take: Stocks advanced last week, as technology companies announced
strong profits and businesses increased investment, but elevated share prices
and geopolitical uncertainty favor a selective investment approach.

e Stocks rallied last week, with technology companies leading the
advance. The S&P 500 gained 3.6%, the Russell 2000 (representing small-
company stocks) rose 3.5% and developed international stocks increased
2.3%. Emerging market stocks declined 0.4%. Eight of the S&P 500’s 11
sectors finished higher. Information Technology led with a 7.2% gain,
followed by Materials at 5.6% and Industrials at 3.0%. Energy, Utilities and
publicly traded real estate declined as oil prices fell and investors favored
faster-growing areas.

e Rising profit forecasts continue to support stock prices. Analysts now
expect S&P 500 company earnings to grow 30% in 2026 and 13% in 2027.
Share prices remain high relative to expected profits and long-term
averages, but stronger earnings provide a more durable foundation than
optimism alone. Continued profit growth could help stocks advance,
although current prices leave less room for disappointing economic data or
weaker company forecasts.

e Second quarter corporate results are surpassing earlier expectations.
With 89% of S&P 500 companies reporting through Friday, sales growth
reached 14.6%, compared with an initial estimate of 11.9%. Earnings
increased 50.7%, more than twice the expected 23.1% pace. Cisco Systems
and Applied Materials report this week, followed by several major retailers
next week and NVIDIA on August 26. These reports should provide
additional insight into technology demand, household spending and
companies’ confidence in the second half of the year.

e Consumers and business investment remain important sources of
support. Spending on travel and experiences continues to hold up, and
lenders have not reported broad deterioration in payments or defaults.
Retailers say shoppers continue to prioritize innovation, value and
convenience, although upcoming reports should clarify demand for larger
optional purchases. Companies are increasing spending on data centers,
computing equipment, networks and electricity systems that support
artificial intelligence. This investment benefits a wide group of technology
and industrial businesses, but investors will continue to assess whether
future revenue justifies the spending.



Bond markets

Quick take: Treasury yields declined last week after weaker employment data
reduced expectations for a September Federal Reserve rate increase,
supporting weekly returns across corporate, municipal and mortgage bonds.

e The Federal Reserve continues to balance inflation and employment
risks. Several officials signaled that further rate increases may become
necessary if inflation remains elevated. Before Friday’s employment report,
market prices indicated about a 70% chance of an increase at the
September meeting. That probability fell to roughly 40% after employers cut
jobs in July. Policymakers must now weigh persistent price pressure against
a cooler labor market, making inflation, consumer spending and wage data
especially important for the interest rate outlook.

e The U.S. Treasury plans to rely heavily on short-term borrowing. Officials
raised their federal borrowing estimates but do not expect to increase sales
of medium- and long-term Treasury securities for at least several quarters.
Issuing more short-term Treasury bills may limit the amount of new longer-
dated debt entering the market, which can reduce upward pressure on
longer-term interest rates. The approach also exposes the federal budget
more quickly to changes in borrowing costs because short-term debt
requires frequent refinancing.

e Corporate and municipal bonds delivered solid gains. Falling Treasury
yields helped high-quality corporate bonds rise 0.7% last week, while high-
quality municipal bonds gained 0.6%. Lower-quality corporate and municipal
bonds added 0.7% and 0.9%, respectively. Most companies continue to
produce enough income to make their interest payments, although overall
debt sits modestly above long-term averages. Municipal bonds can remain
useful for investors in higher tax brackets because their income may receive
favorable federal tax treatment. Strong demand continues to support prices
across these categories.

e Mortgage bonds without government backing added income and
diversification. These securities offer more income than similarly rated
corporate bonds because the timing of homeowner repayments remains
uncertain. Lending standards improved after the financial crisis,
homeowners hold substantial property equity and many borrowers secured
low mortgage rates in earlier years. These characteristics can provide a
cushion if economic growth slows. A diversified bond allocation can
combine these holdings with traditional government and corporate bonds,
broadening income sources without relying on one part of the market.
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Real assets

Quick take: Real estate, infrastructure and oil prices declined last week, but
strong property earnings, industrial investment and precious metal gains
continue to support diversified real asset exposure for investors.

e Publicly traded real estate declined despite solid company results. Real
estate investment trusts fell 0.7% last week; retail and industrial property
companies, which represent nearly one-third of the category, declined 3.1%
and 2.8%, respectively. Data center property companies rose 2.5%, with
demand increasing for buildings that support cloud computing and artificial
intelligence. Nearly three quarters of reporting real estate companies
exceeded analyst earnings expectations. Higher borrowing costs remain a
challenge, and banks reported weaker demand for construction and
apartment building loans despite easing approval standards.

e Infrastructure companies produced mixed results. Global infrastructure
declined 1.3% last week, with utilities and North American energy
businesses falling and industrial companies gaining 3.5%. Industrial firms
benefited from ongoing economic growth and investment in factories, data
centers and power systems. Infrastructure companies often own essential
assets, including utilities, pipelines, transportation networks and industrial
facilities that generate recurring revenue. North American energy
infrastructure can move with oil prices, but it has delivered strong gains this
year. The category can offer income and growth from services the economy
uses every day.

e Commodities diverged, with oil falling and precious metals rallying. Brent
crude declined 8.8% last week as investors anticipated that negotiations
could improve shipping through the Strait of Hormuz. Prices remained
above pre-conflict levels and moved sharply with changing headlines,
underscoring the market’s sensitivity to regional events. Gold rose 7.3%
after a weak start to the year due to some investors seeking protection from
geopolitical uncertainty and government spending concerns. Copper gained
1.8%, supported by demand from construction, electrical systems and
manufacturing. Together, these moves show how real assets can respond
differently to economic growth, inflation and geopolitical risk.
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