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Peak Growth and What Comes Next
•
•
•

Economic growth has been extraordinary, albeit from a very low, pandemic-induced base, and concerns
of inflation have been front and center.
We are starting to see talk of ‘peak growth’, meaning that we could be exiting the early part of the
economic cycle (i.e., early, fast recovery) and we are now moving into ‘mid-cycle’ (i.e., stable recovery)
Markets look confused, but this is just the next step in recovery. Although life is getting back to normal,
but the economy is far from it.

Markets have been more than a little confused (and confusing) lately. In simple terms, here is how we see the
current situation:
1) The economy is recovering very rapidly due to a number of factors, the vaccination rate is high in the U.S.;
there is pent up demand for goods and services; and fiscal stimulus has allowed consumer balance sheets
to be unusually healthy for the early stages of a recovery.
2) Globally, the pandemic is still creating and sustaining bottle necks in the supply chain, which perpetuates
shortages and causes price dislocations (inflation). For example, there is no reason for a 2-year-old pickup truck to sell for more than the original sticker price, but today, that is often the case.
3) The question economists and analysts are grappling with is what the economy will look like 12 to 18
months from now. In particular, will economic growth be above the average 1.8% growth over the last 20
years? Or, will we simply return to that average?
The answer to the question matters because if real GDP growth (i.e., growth adjusted for inflation) reverses a long
term down trend (red trendline in the chart below), that could be a meaningful catalyst for increasing inflationary
pressure and higher interest rates. On the other hand, if we revert back to the 1.5% to 2% growth we have
generally experienced since the turn of the century, we are likely back in a scenario where inflation and interest
rates stay low and policy concerns will drift back toward deflation.

You might wonder why this question is so difficult for
economists. There are several reasons:
1) The pandemic response (lock down) was a
drastic, self-inflicted economic bust. In that
regard it was unlike any other economic
decline in modern times. It was sudden and
it was severe, as can be clearly seen on the
chart at right.
2) The economic response (monetary and fiscal
policy) was also extraordinary. It is likely the
first time that aggregate incomes have risen
during a recession, no less a very deep
recession.
In short, this was an economic experience unlike any other. There is no play book to follow or any experience that
is similar. Normally when exiting a recession, incomes and production begin to recover roughly in synch. Today,
we have production declines while household income is actually higher. That implies that demand and supply are
out of synch, an unintended consequence of our economic response to the pandemic. Production has trouble
keeping up with demand, causing shortages and prices begin to rise, producing the current inflation. This situation
has economic prognosticators all over the map and markets continue to get whipsawed as one point of view
briefly gains over the other and vice versa. It’s hard to figure out what happens next: rising inflation, or a simple
correction of supply and demand.
What to Watch…
…And we don’t mean Netflix. The underlying question is whether the massive dislocations caused by the pandemic
(supply chain disruption, work habit disruption, etc.) and the response to the pandemic (monetary and fiscal
policy) result in some permanent change, logically in the form of inflation. There is no question that inflation is
already here. A short walk through a grocery store or a visit to a restaurant will make that evident. The question
is whether this upward price pressure is ‘sticky’. In other words, will the price increases hold, or will they revert
when we are truly back to normal? This is the ‘transient’ vs. ‘persistent’ inflation debate that has been ongoing
and the answer to the ‘transient’ vs. ‘persistent’ question is – Yes. In other words, the question is not whether
inflation will be transient, the question is how much of it will be transient.
•

•

•

The Case for Transient Inflation: It’s not hard to see that over the long run, used cars can’t be priced at
the level of new cars. When chip supply catches up, and when pent up demand is satisfied, we have every
reason to expect used car prices to revert back to normal. This is clearly transient.
The ‘Jump Ball’ Case: On the other hand, when large companies like Procter and Gamble, raise prices,
they will do their best to make those prices stick. The ultimate success of those pries increases depends
on our collective response. If enough consumers change their buying habits in response to price changes,
that pressures those companies to reverse or reduce their increases. These may or may not be transitory.
The Case for Persistent Inflation: We think the thing to watch most carefully is wages. Once wage
increases are given, it is very hard to reverse them. If wage increases pick up momentum, that is a very
persistent inflationary pressure in the economy. At this point, our take is that it is not at all clear what
the outcome will be, but so far there is little evidence of a persistent inflation.

What We're Reading
Car chip supply to increase in Second half of 2021
Powell says it’s ‘very, very unlikely’ the U.S. will see 1970s-style inflation
Jobless claims hold above 400,000 for the second week in a row
‘We have a deal,’ Biden says after meeting with Senate infrastructure group
The Unintended Consequences Of Punishing Big Oil
WHO estimates COVID-19 boosters needed yearly for most vulnerable
Microsoft challenges Apple's business model with Windows 11 operating system
How Synthetic Biology is Redesigning Life
U.S. Lumber Prices Seen Extending Losses as Sawmills Ramp Up
Shrinkflation Is an Economic Monster Worth Watching
Consumer Sentiment Improved in June
‘Dragon Man’ skull may be new species, shaking up human family tree
Markets This Week
It was a very strong week for equities with some mayhem late on Friday as the Russell Indexes re-balanced, forcing
index funds basedon Rusell Indexes to follow suit. Equities were up across the board. Bonds were fairly steady
most of the week, but took a hit on Friday as rates popped up. However, rates remained well within the recent
range and well below levels seen in March and April. Energy continues to lead the way, despite all the talk of a
green energy revolution. For the foreseeable future, we are going to need oil and gas, and the market recognizes
that. Commodities continued to rally and even gold was up despite slightly higher interest rates.
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S&P 500 (SPY)

2.80%

14.46%

20+ Yr. Treasuries (TLT)

-2.55%

-9.37%

Consum er Disc. (XLY)

3.43%

10.92%
12.22%

Dow (DIA)

3.45%

13.41%

Barclays US Aggregate (AGG)

-0.37%

-2.06%

Info. Technology (XLK)

2.40%

NASDAQ (QQQ)

2.11%

11.66%

Interm ediate Municipal (MUB)

-0.32%

0.58%

Financials (XLF)

5.24%

26.34%

Russell 1000 Grow th (IWF)

2.51%

11.88%

US Corporate Bonds (LQD)

-0.65%

-2.41%

Health Care (XLV)

1.98%

11.62%

Russell 1000 Value (IWD)

3.24%

17.42%

Barclays US High Yield (HYG)

0.57%

2.48%

Utilities (XLU)

0.58%

3.59%

Vanguard Mid-Cap (VO)

3.55%

15.90%

Dollar Index (DXY)

Industrials (XLI)

3.07%

16.31%

Vanguard Sm all-Cap (VB)

4.39%

17.39%

Energy (XLE)

6.71%

49.08%

Materials (XLB)

2.16%

14.44%

International Equities
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Consum er Staples (XLP)

1.97%

4.59%

MSCI EAFE (EFA)

1.86%

11.11%

Com m odities (PDBC)

2.06%

29.95%

Com m . Services (XLC)

2.79%

19.91%

MSCI Em erging (EEM)

2.36%

7.91%

Gold (GLD)

1.01%

-6.60%

REITS (VNQ)

1.84%

22.77%

Hom ebuilders (XHB)

3.11%

25.67%

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:
How to discover your best spending rate in retirement
There’s a lot of unknows and if there hasn’t been detailed planning or a high-level overview, someone
might enter retirement with a lot of stress and anxiety.

Estate Planning:
What Are the Odds You Will Need Long-Term Care?
For an average healthy 65-year-old couple, there's a 75% chance that one partner will require LTC,
according to HealthView Services.

Health:
10 Realistic Ways to Eat Less Processed Food
Reducing your intake of highly processed foods is one of the most effective ways to improve your
health and enhance the quality of your diet.

Entrepreneur:
Smart Strategies Entrepreneurs Should Leverage To Protect Their Personal Wealth
Entrepreneurs are often so laser-focused on growing their businesses that they neglect or jeopardize
their personal finances.
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