Thoughts from the Holy City – March 2021
“We retain our constitutional aspiration of becoming “a more perfect union.” Progress on that front has been slow,
uneven and often discouraging. We have, however, moved forward and will continue to do so. Our unwavering
conclusion: Never bet against America.”
-

Warren Buffet in his 2021 annual letter to shareholders

Though the shortest month, February was long on optimism. Vaccinations increased in pace, and
market consensus seems to be coalescing more around the idea of a strong economic rebound this
year. Continuing accommodative policy from the Federal Reserve (the Fed) and the expectation that
Washington will produce another round of fiscal stimulus play into the reaction we’ve seen in the
market. Through that, we saw the equity market gaining 2.8% with seven of 11 sectors in the green.
We did see volatility late in the month as the speed of rising rates caught the market off guard. The
yield on the 10-year Treasury reached 1.46%, the highest level in a year, before settling back to end
the month at 1.39% – but rising yields can be indicative of an economic recovery.
There has been, however, a turn to inflationary fears in some corners – which may be contributing
to the rising long-term bond yields. One should always be cautious of too much market optimism,
but Raymond James Chief Economist Scott Brown offers a counter argument to the simmering
discussion. “Within its revised monetary policy framework, the Federal Reserve will shoot for a
period of inflation above 2% – following a period below 2%, as we’re seeing now – but the central
bank remains firmly committed to its long-term goal of 2% inflation,” Brown said.
In the short term, Brown said he expects to see inflation rise to about 3% on a year-over-year basis,
“but that simply reflects a rebound in prices that were held down during the lockdowns a year ago.”
Market expectations of inflation for the next five years have risen to about 2.3%, but inflation is
expected to settle to the Fed’s 2% goal in the five years to follow. The reported unemployment rate
of 6.3% understates the weakness in labor market conditions. Federal Reserve Chair Jerome Powell
noted that the rate would be closer to 10%, adjusting for the decrease in labor force participation
and classification issues, leaving the central bank “a long way” from achieving its goals. On a
positive note, consumer spending is up after a lackluster holiday season, and manufacturing activity
continues to improve, and in Europe, we’re seeing comparable rising optimism, for similar reasons.
This optimism continued to flow into some of the sectors most beaten up by the pandemic. Unlike
the mid-to-late 2020 “tech and then everything else” trend, there is now broader participation
underlying the equity markets’ year-to-date advance. That’s a welcome development. You can
expect, then, for discussions to turn toward an infrastructure bill, an administrative priority that will
likely contain bigger policy decisions and a broader scope than a “road and bridges” package. Expect
that debate to ramp up around late April and early May.
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Most of the S&P 500 companies have reported fourth quarter earnings, with 79% beating estimates
by an average of just under 15%, giving support to equity market performance. Consensus estimates
show earnings growth of 24% through 2021, but that could be a conservative view, said Joey
Madere, senior portfolio strategist, Equity Portfolio & Technical Strategy. “We see the potential for
significant upside to this in the event of the economic reopening and the additional fiscal stimulus
going as planned,” he said.
The nature of executive orders, that they cannot change existing law and cannot spend money not
appropriated by Congress, means the impact of two sets of climate change and energy orders signed
by the new administration has been limited. Larger scale changes like the proposed net-zero CO2
emissions mandate, a carbon-free electricity mandate and $2 trillion in decarbonization spending
would have to climb Capitol Hill, which is likely to be very steep on these issues, considering the
tight majorities in both chambers and the relative power of moderates in this environment.
It is hard to believe that one year has passed since the entire country began closing down in
response to a global pandemic. So many have been effected, but in very different ways.
Expectations are that by May there will be enough vaccines avaible for every adult in the United
States to receive their vaccinations. This, coupled with the incredible amount of stimulus and
government response (over $4 Trillion in aid), will likely lead to a continued recovery domestically
and abroad. None the less, we will continue to navigate the markets and investing landscape
accordingly.
Be Well,

The information contained in this report does not purport to be a complete description of the securities, markets, or developments referred to in this
material. The information has been obtained from sources considered to be reliable, but we do not guarantee that the foregoing material is accurate or
complete. Any opinions are those of the author and not necessarily those of Raymond James. Expressions of opinion are as of this date and are subject
to change without notice. There is not guarantee that these statements, opinions or forecasts provided herein will prove to be correct. Investing
involves risks and you may incur a profit or loss regardless of strategy selected. Keep in mind that individuals cannot invest directly in any index, and
index performance does not include transactions costs or other fees, which will affect actual investment performance. Individual investor’s results may
vary. Past performance does not guarantee future results. Future investment performance cannot be guaranteed, investments yields will fluctuate with
market conditions.
The S&P 500 is an unmanaged index of 500 widely held stocks. The Dow Jones Industrial Average is an unmanaged index of 30 widely held securities.
The Bloomberg Barclays US Aggregate Bond Index is a broad-based flagship benchmark that measures the investment grade, U.S. dollar-denominated,
fixed-rate taxable bond market. The NASDAQ composite is an unmanaged index of securities traded on the NASDAQ system. The MSCI EAFE
(Europe, Australia, Far East) index is an unmanaged index that is generally considered representative of the international stock market. These
international securities involve additional risks such as currency fluctuations, differing financial accounting standards, and possible political and
economic instability. An investment cannot be made in these indexes. It is not possible to invest directly in an index. The Russell 2000 Index measures
the performance of the 2,000 smallest companies in the Russell 3000 Index, which represent approximately 8% of the total market capitalization of the
Russell 3000 Index. International investing involves additional risks such as currency fluctuations, differing financial accounting standards, and possible
political and economic instability. These risks are greater in emerging markets.
Bond prices and yields are subject to change based upon market conditions and availability. If bonds are sold prior to maturity, you may receive more
or less than your initial investment. There is an inverse relationship between interest rate movements and fixed income prices. Generally, when interest
rates rise, fixed income prices fall and when interest rates fall, fixed income prices rise. Investing in oil involves special risks, including the potential
adverse effects of state and federal regulation and may not be suitable for all investors. Sector investments are companies engaged in business related
to a specific sector. They are subject to fierce competition and their products and services may be subject to rapid obsolescence. There are additional
risks associated with investing in an individual sector, including limited diversification.
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