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Staying Focused on the Long-Term
The past few weeks have seen one blockbuster economic report after another. From the
916,000 jobs that were added in March, to retail sales jumping 9.8% month-over-month,
these are some of the best economic numbers we could see in a lifetime. At the
same time, much of this was anticipated due to the nature of last year's shock and
the natural recovery from the shutdown. As the stock market continues to reach new
highs seemingly every week, how should investors interpret these economic numbers
and stay focused on the long run?
It's important to distinguish between a mechanical recovery from last year's
lockdowns, the effects of stimulus, and a sustainable acceleration in growth. Even
if the economy were to simply return to pre-pandemic levels, economists would expect high
growth numbers for a period as the world reopens. The fact that this has occurred swiftly is a
nice surprise but hardly unusual. At the moment, consensus economic projections are
for U.S. GDP to recover to pre-pandemic levels by the end of 2021.
Similarly, government stimulus to the tune of trillions of dollars would reasonably
be expected to boost overall spending by individuals and businesses for a time.
The latest jump in retail spending can be partially attributed to the timing of stimulus checks.
However, without a further change in consumer and business attitudes, stimulus alone is not
enough to sustain a long-term recovery.
These factors are important, and their contribution to the early stages of the recovery cannot be
overstated. However, the more important question today is whether there will be a
change in individual and corporate expectations that causes growth to accelerate
- beyond the initial bounce-back and one-off stimulus bills. As markets rise ever
higher, this appears to be what some investors expect.

This would have to go beyond pent-up demand - i.e., the purchasing of goods that were
delayed last year - and could be a reaction to factors such as being stuck indoors for months.
For instance, a household might choose to buy a nicer car than planned, or splurge more on an
international vacation. Businesses might anticipate this behavior and seek to invest
in future growth today, further boosting capital expenditures, hiring and
wages. Whether we call this "animal spirits," a multiplier effect or any other term, this is what
would allow the recovery to transform into sustained growth.
So far, it is unclear if and when this will take shape. However, the stock market
appears to be pricing in this possibility. The market is not always correct, but when it
is, it appears to be prescient in hindsight. This has been the case over the past year when
the market began to rebound last April even as most parts of the country were locked down for
several more months.
This is also the key to rising inflation expectations which the Fed has attempted to
achieve for over a decade. Even with prices rebounding from last year's lows, headline CPI
rose 2.6% over the past year. This is an acceleration from recent history, but as
measured by the Fed’s preferred inflation measure, inflation is still running
under their 2% target. For now, inflation remains quite tame compared to periods of
runaway inflation decades ago, but the trend remains higher.
Thus, the market is no longer just expecting a simple recovery but a continued acceleration in
growth due to the economic reopening, government stimulus and excitement among
consumers and businesses. Thus, while investors should continue to cheer positive
economic news, they should also remain balanced and disciplined as the stock
market continues to reach new highs. Below are three charts that highlight the
challenges investors face as the recovery continues.

1. Many measures of economic activity are at multi-decade highs
The ISM manufacturing
index has reached its highest
level since the early 1980s.
Other measures, including
the non-manufacturing
index, are near historic highs
as well. Across the board,
there is clear evidence that
economic activity is strong.

2. Consumer spending is at historic levels
Recent retail sales numbers show
that consumer spending rose at the
highest pace in history. It jumped
9.8% in March compared to
February which constitutes a 27.7%
increase from the year before.
While there are some "base effects"
when comparing to last year, the
timing of stimulus checks and the
continued reopening of the
economy have contributed to these
strong numbers.

3. Inflation has risen but is still tame
Despite these historic
economic gains, inflation is
still relatively muted. Headline
CPI rose 2.6% over the past
year - higher than in recent
memory but is still tame
compared to historic peaks.
While the rate of inflation
could continue to rise over the
next year or two, there is no
evidence yet that this will
translate into runaway
inflation.

The bottom line? The economic recovery is strong but this has pushed the stock
market toward historic valuation levels too. Investors should stay invested and
remain disciplined as the cycle evolves.

What We're Reading
Lumber Prices Soar, But Logs Are Still Dirt Cheap
Biden to float historic tax increase on investment gains for the rich
Over $200 billion wiped off crypto mkt as bitcoin plunges below $50k
Labor mkt is heating up as fewer people seek unemployment benefits
Investors plough money into US inflation-protected bond funds
U.S., other countries deepen climate goals at Earth Day summit
U.S. manufacturing, new home sales underscore booming economy
Stocks Are Higher as Economic Data Beat Forecasts
Markets This Week
The markets this week were highlighted by strong performance in the Health care and Real
Estate Sectors. Energy has been an interesting Sector to watch throughout the year because of
its movement week-over-week. Energy is only second to Homebuilders for the top performing
Sector YTD. The market fluctuated this week on news of the Biden Administration’s capital
gains tax plans where we had markets drop off, then rally back in what had been a volatile
week. Fixed income continues to lag behind equities and Gold has been weak compared to
prior year due to a stronger dollar.
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S&P 500 (SPY)

-0.12%

11.83%

20+ Yr. Treasuries (TLT)

0.53%

-10.90%

Consum er Disc. (XLY)

-1.14%

10.78%

Dow (DIA)

-0.40%

11.83%

Barclays US Aggregate (AGG)

0.18%

-2.44%

Info. Technology (XLK)

-0.42%

9.98%

NASDAQ (QQQ)

-0.68%

8.41%

Interm ediate Municipal (MUB)

0.10%

0.38%

Financials (XLF)

-0.06%

20.55%

Russell 1000 Grow th (IWF)

-0.18%

8.37%

US Corporate Bonds (LQD)

0.46%

-4.11%

Health Care (XLV)

1.81%

9.40%

Russell 1000 Value (IWD)

0.11%

15.17%

Barclays US High Yield (HYG)

0.08%

1.15%

Utilities (XLU)

-0.94%

6.97%

Vanguard Mid-Cap (VO)

0.63%

12.75%

Industrials (XLI)

0.42%

15.04%

Vanguard Sm all-Cap (VB)

0.61%

14.84%

Energy (XLE)

-1.78%

26.77%

Materials (XLB)

0.30%

15.01%

International Equities
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Com m odities
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Consum er Staples (XLP)

-0.34%

3.70%

MSCI EAFE (EFA)

-0.28%

8.37%

Com m odities (PDBC)

0.94%

20.12%

Com m . Services (XLC)

-0.51%

13.49%

MSCI Em erging (EEM)

0.52%

5.73%

Gold (GLD)

0.03%

-6.71%

REITS (VNQ)

1.73%

15.80%

Hom ebuilders (XHB)

0.01%

30.55%

The table above is an analysis of the weekly and year to date returns of various markets/sectors that we follow (More RED = worse performing
markets/sectors; More GREEN = best performing markets/sectors). Source: IEX Trading & PWM Research.

Retirement Planning:
Pandemic-Battered Workers Change Retirement Plans - to Work
Longer
Life often doesn’t comply with plans to retire later, a survey of retirees and workers finds.

Tax Planning:
The Best Gifts for Kids Who Aren't Your Own
Instead of handing them toys they won’t play with for very long, contribute to their financial
futures.

Personal Finance:
Best Rewards Credit Cards
Don’t’ Settle for any old plastic. Choose a credit card that provides maximum rewards for
your spending habits.

Health:
How much fruit in the diet is too much?
Fruit can and should be part of a balanced diet. Because fruit’s fiber and liquid content help
someone feel full, most people should not need to worry about eating too much fruit.
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