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April 19th, 2021  
 

Indifferent, uncommitted, underwhelmed, lethargic… 

I titled this week’s missive with adjectives to describe how I view the capital market backdrop at this point.  

The way I see it is that we are reaching the apex of the white-hot economic data prints which were aided and 

abated by several rounds of stimulus (monetary and fiscal), the vaccination rollouts, and a broadening 

reopening (both domestically and globally) following the COVID-19 lockdowns.  Now here we are, with 

manufacturing and non-manufacturing PMIs at multi-decade highs, retail sales 17% above the pre-pandemic 

level, salary and wage income at an all-time high, jobless claims plunging to their lowest level since the start 

of the pandemic, and March’s gangbuster +916k jobs report looking like the start of several strong readings 

to come in the months ahead – what’s not to be excited about?  From a capital markets standpoint, the 

improvement and progress in the fundamentals sets up an eventual change on the policy front, where both 

monetary and fiscal policy accommodation will be throttled back, and if all goes well, eventually tightened 

with sustained fundamental improvement.   

 

I know this perhaps sounds a bit hocus-pocus or counterintuitive – how is it that stronger fundamentals could 

be a negative catalyst for capital markets?  Well, this is because the economy and investors have become 

addicted to liquidity and ultra-accommodative policy, while recent history has taught us that throughout the 

recovery following the GFC, each and every time policy makers tried to take the candy away markets threw 

a temper tantrum and asset prices weakened in the near-term.  This would last until either policy makers gave 

in by giving the candy back, or by promising to do just that should the turbulence persist, or the adjustment 

in markets through either time or price ran long enough or deep enough that it attracted capital to come in 

and take advantage of the opportunity.   

 

So let me try and summarize my ‘indifferent, uncommitted, underwhelmed, lethargic…’ view on the markets 

at this point.  U.S. equity markets are near or at all-time highs with most valuation metrics indicating that 

these are the most richly priced markets in history.  Same goes for housing.  Same goes for foreign equity 

markets.  Same goes for the corporate debt markets.  Same goes for cryptocurrencies – an asset created out of 

thin air just over a decade ago and now commanding a market cap north of $2 trillion.  All of this is 

coinciding with some of the best rate of change (year-over-year) economic growth data in the history of 

many price series.  If you ask me, I’d submit that a lot of prices today already reflect all of this good news, 

and then some.  So, this is where my “shoulder shrug” investment attitude comes from in that while I don’t 

think the recovery is ending, nor do I think a crash is imminent – there just isn’t much out there in the 

investment opportunity set that gets me excited at the moment.   

 

By the looks of it, I think the market in a subtle way is starting to reflect a similar view.  Consider that on 

March 31st the 10-year T-note yield hit 1.74%, and since then we’ve had record high ISM prints, a 

blockbuster jobs report, and last Thursday we got a blowout of a retail sales report and a jobless claims print 
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of 576k (a decline of 193k from the week prior and well below the 700k consensus estimate), yet on 

Thursday morning the yield on the 10-year T-note traded down to 1.53%.  I know, this may not seem like 

much of a move in yields, but it’s an example of one of those subtle indicators suggesting that for the time 

being, the market has already discounted this strong economic data by running up the yield on the 10-year 

from 0.95% at the start of the year to 1.74% on March 31st.  Similar to what we saw back in May of 2020, 

when the April retail sales report was released and nosedived -16.4% (worse than consensus estimates for a 

print of -12%), but the market didn’t seem to care as it was already looking forward (considering that was 

likely the worst print we were going to see), the yield on the 10-year closed up that day and the S&P 500 

actually rallied 0.4%.   

 

Is it possible that things aren’t all that different today than they were last May, when at that time we were 

getting the worst of the reported data (April’s data) and markets were anticipating a change, while at the 

present we’re getting the best of the recovery data and markets are anticipating another change (not a 

collapse, but sequential slowing going forward)?  Something to consider. 

 

We’re seeing similar dynamics within the equity market, where utilities (which relish lower interest rates) 

are rallying while the banks (which hate lower interest rates) have started to flatline.  A ratio of the Utilities 

sector vs. the Financials sector has rallied nearly 10% from its mid-March low, similar to the ratio of REIT’s 

(another interest rate sensitive sector) to the bank index, which is up almost 11% from its early-March lows.  

Further beneath the veneer of the equity market we are starting to see the growth style factor outperform the 

value style factor, where on a relative basis this growth/value ratio is up more than 6% since mid-March.  

Without question these intra-market dynamics are correlated to interest rates, but I would be mindful at this 

time about the talking heads exclaiming with the utmost conviction that the value trade is still fully intact.  

I’m not making a call one way or the other (remember, I’m ‘agnostic’ at the moment…), but there is plenty 

of evidence within the price action to lower one’s conviction on anything in the here and now. 

 

The move lower in interest rates and floundering dollar index have breathed some life back into gold, with it 

trading back up to $1,770/oz and forming a nice base since bottoming on March 8th at $1,673/oz.  Gold has 

broken through some resistance levels in this recent move and as long as it can stay above $1,750/oz on any 

pullback, it has its sights set on retesting the $1,800/oz level.  A move north of $1,800/oz would likely imply 

that its nearly eight-month consolidation period (some would describe it as a correction) is ending and the 

next leg higher is upon us.  Gold miners have been moving up as well – and in all reality, they’re actually 

leading this move in gold – which is also a good sign for those of us constructive on the long-term benefits of 

having the barbarous relic as a piece of a diversified portfolio.  Another indicator suggesting that the 

cyclical/value trade is losing momentum is the gold/copper ratio which has moved down to the bottom of the 

10-year range.  Prior moves in this ratio forewarned of weaker equity performance to come.       

 

Looking ahead, with nearly 25% of the economy still left to re-open (which eventually it will), mass 

inoculation going well, and more stimulus set to work its way through the system, I expect incoming data 

over the next several months to remain strong.  However, my cautiousness is growing beyond that as much 

of the fiscal stimulus did little more than pull demand forward.  Sure, we’ve seen some balance sheet repair, 

debt paydown, and an increase in the savings rate, but the money being spent today will come at the expense 

of future expenditure as the “pent-up” demand story fades into the sunset.   

 

By focusing the fiscal stimulus on filling the void from lost income or displacement, we have stoked the 

conditions for a boom-bust scenario to play out.  Yes, there will be a hand-off from the public sector to the 

private sector as the employment market continues to heal, but a good chunk of the jobs that were lost are not 

coming back.  And when the stimulus tap does get shut off, we risk experiencing a meaningful fiscal cliff for 

the economy and markets to digest.  Have a look at the chart below from the Hutchins Center based upon 

CBO estimates, where in the pink bars you can see that at the height of the fiscal stimulus injections it was 
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contributing nearly 15% of the real growth in GDP.  By Q4 of this year (assuming no other plan comes out 

of the wood work), we’re already going to see GDP growth slide as a result of the lack of additional support.    

 

 
 

Look, as it relates to markets and managing other peoples’ capital, I’m more concerned about what is than 

about how I’d like it to be or how I think it should be.  With that being said, I do scratch my head in wonder 

at how the budget and debt impacts of the current excess is going to impact markets, the global economy, 

and society in the years and decades ahead.  What I’m referring to here is the massive $659.6 billion deficit 

Uncle Sam posted last month (up an eye-popping 454% from a year ago) and this takes the total fiscal deficit 

over the first six months of the fiscal year to $1.71 trillion (deep breaths for all of you conservatives out 

there).  Total spending for the first six months was $3.41 trillion (double the revenue intake) and is up 45% 

from a year ago.   

 

For those curious about just how large of a footprint Uncle Sam is having on the U.S. economy, consider that 

the fiscal deficit for fiscal year 2020 through March was $744 billion, and keep in mind that this was before 

the full brunt of the pandemic leveled many global economies.  Compare that to the $1.71 trillion deficit so 

far for fiscal year 2021 (through March), and we are talking about roughly a $960 billion increase.  This 

$960 billion deficit increase coincides with a year-over-year increase through March in nominal GDP of 

approximately $260 billion.  This can be interpreted or spun in a lot of different directions depending on 

one’s point of view / motive, but the simple math suggests that without Uncle Sam’s willingness over the 

past twelve months to borrow and spend at a rate that we last saw during WWII, nominal GDP would still be 

contracting.       

 

Which brings me to a point that I’ll conclude this week’s missive on, and that is this mystical level of interest 

rates that represents the trigger point for the economy and markets, which most market players who are in the 

know are trying to figure out.  None of us know what level on the 2-year, 5-year, 10-year, and/or 30-year 

Treasury touches off a point in which the global economy or financial system cries uncle, but we do 

recognize that it is out there.  Consider the chart below for context.   
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Total U.S. federal debt held by the public relative to GDP is at its highest point in history (roughly 120% of 

GDP) and is only set to rise going forward as the take up of entitlements increases with the aging Baby 

Boomer cohort.  The last time debt-to-GDP was this high in the U.S. was coming out of WWII back in the 

1940’s, and what policy makers did back then was cap interest rates from 1942-1951 to keep rising interest 

rates from stalling out an economic recovery.  I suspect a similar strategy will be employed in the present if 

interest rates ever move up enough to threaten the solvency or normal functioning of the economy/asset 

markets.   

 

This is why I don’t buy into the ‘interest rates are going materially higher’ narrative perpetuated by some in 

their investment thesis, however, none of us know when or at what level such a policy will be rolled out.  So, 

me sharing such a view without a timing element nor a price level estimate of any meaning renders virtually 

everything I’ve said in the last two paragraphs as nothing more than useless rubbish for investment purposes.  

For that I apologize, but I still think this is one of the more important macro variables and themes for all of 

us to have in the back of our minds as we look forward.  If history is any guide, policy makers capping 

interest rates wasn’t a positive development for bond investors – their return was capped and the gradual 

pick-up in inflation crushed their purchasing power over the ensuing decade.  Equity holders fared better, but 

by no means was it a smooth and easy ride.  One other thing to consider is that this mountain of debt that the 

U.S. economy is saddled with could end up turning into a deflationary force in and of itself (especially when 

intertwined with technology, ageing demographics, and flat productivity), in which case it would be a 

challenging investment environment for most assets outside of secular growers, deflation beneficiaries, and 

long duration fixed income (recall what worked from Q4 2018 until roughly Q2 2020).   

 

Nevertheless, it’s this backdrop that has forced the Fed and policy makers from around the world to hone in 

on fostering a higher inflation regime, because the tools they have to deal with deflation after they’ve 

reached the effective-lower-bound (zero percent interest rates) are much more limited than the tools they 

have to deal with inflation.  This is why I think investors remain underwhelmed by a 30-year Treasury bond 

yielding 2.30% today, which is a high yielding instrument relative to other competing investments, for 

example: 

 

• S&P 500 earnings yield: 2.65% (based on a smoothed CAPE multiple) 
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• S&P 500 dividend yield: 1.6% 

• A-rated corporate debt: 1.96% 

• BBB-rated corporate debt: 2.5% 

• AA-BBB generic asset-backed bonds: 2.4% 

• German 30-year bond: 0.25% 

• Austria 30-year bond: 0.54% 

• Japan 30-year bond: 0.64% 

• France 30-year bond: 0.81% 

• U.K. 30-year bond: 1.32% 

• Italy 30-year bond: 1.74% 

• Greece 30-year bond: 1.91% 

 

It is truly fascinating to me that the long-term sovereign debt of the largest and strongest economy in the 

world is higher than junk rated Greece and Italy.  Nothing against those countries, but it is beyond baffling 

that markets have accepted this pricing scheme. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

   

 
 

 
 
 
 
 
 
 

 
 
 
 
 
 

 
 
 
 
 
 

 
 
 
 
 
 

 
 
 
 
 

 


