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“The debate continues
over whether rising
year-over-year inflation
readings will be
transitory, as the Fed
expects, or more
intractable as a vocal
chorus of skeptics
believe.”

Investors Start the Month of May on Solid Ground
U.S. equities finished April with their best monthly gain of the year. The S&P 500 ®
index rose 5.2 percent, bringing its year-to-date return to 11.3 percent. The month
began far stronger than it ended, however. All of the gains came in the first two
weeks, led by an eclectic mix of real estate, financials, communications services
and consumer discretionary stocks, although each of the eleven sector groups
were positive. The Russell 1000 growth index climbed 6.8 percent, outpacing the
3.9 percent gain in the 1000 Value index. However, over the final two weeks the
growth index fell slightly, while value index managed a fractional gain. Notably,
both real estate and financials were strong throughout.
First quarter earnings are far exceeding expectations. According to Factset, at the
start of the year first quarter earnings were expected to grow by roughly 16
percent. By the end of the quarter, that forecast had grown to 24 percent. Now,
with 60 percent of the S&P 500 having reported, earnings are growing at a rate of
46 percent. It is a similar story in revenue growth. Now running at a pace of 9
percent growth, revenue was expected to grow by 6 percent at the end of the
quarter, and by 4 percent at the start of the year.
Bond Yields Relieve Some Anxiety for Investors
Bond yields eased during April, relieving a measure of anxiety among both bond
and stock investors alike. The ten-year note yield reached its high for the year of
1.74 percent on March 31, subsequently declining to an April low of 1.54 percent
on the 22nd, before ending the month at 1.63 percent. As a result, the Bloomberg
Barclays U.S. Treasury index enjoyed its first positive monthly return of the year,
rising 0.8 percent. The index is still 3.5 percent lower on the year, however. High
yield spreads continued to tighten during the month, although the pace did slow. It
was the fourth straight month of gains this year in the high yield space, leaving the
Bloomberg Barclays U.S. High Yield index higher on the year by 1.9 percent.
The dollar gave back most of its gain from March during the month, and the VIX
index eased as well, falling at mid-month to its lowest level in over a year before
rising slightly at month-end.
Inflation Expectations Rise for the Fourth Straight Month
It was also the fourth straight month this year of rising inflation expectations, as
the ten-year breakeven rate edged higher to 2.41 percent from 2.37 at the end of
March. At the start of the year, the rate was 1.99 percent. The debate continues
over whether rising year-over-year inflation readings will be transitory, as the Fed
expects, or more intractable as a vocal chorus of skeptics believe. The trailing
twelve-month core PCE deflator in March climbed by 1.8 percent, up from 1.4
percent in February.

The April report will undoubtedly add fuel to the debate when it is reported later this month, as it will replace a 0.4 percent reading from last year. In its April FOMC statement last week, the Federal Reserve acknowledged
that inflation has risen, but repeated its view that the rise was “largely reflecting transitory factors.” And during
his post-meeting press conference Chair Powell pushed back on the question of whether it was time to “begin
talking about talking about” tapering its pace of bond purchases.
U.S. GDP Growing at a Strong Clip; Eurozone Experiences a Slight Recession
The advance estimate of first quarter real GDP showed growth at an annualized pace of 6.4 percent. And
although that was slightly below expectations, outside of last year’s third quarter growth of 33 percent it was
the strongest growth rate since the third quarter of 2003. Not surprisingly, personal consumption was strong as
a result of federal stimulus payments. Conversely, a drawdown in inventories reduced growth by 2.6, as
demand has rebounded faster than production, in part due to supply chain bottlenecks. That augers well for
future growth, however, as inventories are replenished. In the week ahead we will get the first series of data
showing how the economy began the second quarter. The April jobs report on Friday is expected to show the
creation of close to 1 million new jobs, with the unemployment rate falling to 5.7 perc ent. Other scheduled April
reports include the ISM manufacturing and service sector PMIs, and vehicle sales.
The rebound has been somewhat uneven overseas. The Eurozone actually fell into recession in the first
quarter. GDP growth fell 0.6 percent, following the 0.7 percent decline in last year’s fourth quarter, as a number
of countries struggled through various degrees of virus-related lockdown and the vaccine rollout got off to an
uneven start. The EuroStoxx 50 index gained just 1.4 percent in April in e uro terms, although the weaker dollar
turned that into a gain of 3.8 percent. More recent progress in vaccine distribution should result in a stronger
second quarter, however. Stocks in the UK fared better, rising 3.8 percent in local currency term in Apri l, and
4.0 in dollars. Stocks in Japan fell 1.3 percent in yen, -0.1 percent in dollars, as the country dealt with its own
vaccine distribution problems. Emerging markets overall enjoyed a 2.3 percent gain in dollar terms, as
measured by the MSCI EM index, with gains in both Latin America and Asia, despite well documented
pandemic struggles in a number of countries including Brazil, Mexico and India.
Congress Gears up to Debate President Biden’s American Families Plan
Last week President Biden outlined his $1.8 trillion American Families Plan, which includes a range of
proposed tax increases as outlined during the campaign. This follows the administrations proposed $2.3 trillion
infrastructure plan, negotiations for which with Republicans are scheduled to begin this week. While there is
general agreement on the need for infrastructure investment, there is little agreement on how big such a
package should be, or what programs should be included. And there is certainly little agreement on the various
tax proposals, including among some moderate Senate Democrats.
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