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May 3rd, 2021  
 

Trust, but verify… 

This week’s missive is going to serve up a heavy dose of Fed Chair Powell’s comments during his Q&A 

session following last week’s FOMC meeting.  It’s my opinion that readers would be much better served 

reading, understanding, and interpreting the thoughts and views directly from the person implementing 

policy for one of the most powerful institutions in the world, rather than laboring through updated thoughts 

from a minion like myself.  In all seriousness, I encourage readers to take the time to read through the 

excerpts below that I pulled from the press conference transcript last week.  There are nuggets of useful 

information embedded in these words that have had and will continue to have a direct impact on all asset 

prices as central bank policies evolve in the months and quarters ahead.  

If I were to sum up Chair Powell and The Fed’s view in a word, it would be: ‘Patient’, with a capital P.       

“While the recovery has progressed more quickly than generally expected, it remains uneven and far 

from complete. 

 

As with overall economic activity, conditions in the labor market have continued to improve...  For 

the economy as a whole, payroll employment is 8.4 million below its pre-pandemic level. The 

unemployment rate remained elevated at 6% in March, and this figure understates the shortfall in 

employment, particularly as participation in the labor market remains notably below pre-pandemic 

levels. The economic downturn has not fallen fully on all Americans, and those least able to shoulder 

the burden have been the hardest hit. In particular, the high level of joblessness has been especially 

severe for lower wage workers in the service sector and for African-Americans and Hispanics. The 

economic dislocation has upended many lives and created great uncertainty about the future. 

 

Personal comment: The Fed is acutely aware of the further widening of inequality in the aftermath of the 

pandemic.  This has become a more critical point of focus in how they will be measuring their success or 

failure at achieving their “substantial further progress” recovery objective.  

 

Readings on inflation have increased and are likely to rise somewhat further before moderating. In 

the near term, 12-month measures of PCE inflation are expected to move above 2% as the very low 

readings from early in the pandemic fall out of the calculation, and past increases in oil prices pass 

through to consumer energy prices. Beyond these effects, we are also likely to see upward pressure 

on prices from the rebound in spending as the economy continues to reopen, particularly if supply 

bottlenecks limit how quickly production can respond in the near term. However, these one-time 

increases in prices are likely to have only transitory effects on inflation. The Fed’s response to this 

crisis has been guided by our mandate to promote maximum employment and stable prices for the 
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American people, along with our responsibilities to promote the financial stability of the financial 

system. 

 

The economy is a long way from our goals and it is likely to take some time for substantial, further 

progress to be achieved. Our guidance for interest rates and asset purchases ties the path of the 

federal funds rate and the size of the balance sheet to our employment and inflation goals. 

 

Personal comment: “The economy is a long way from our goals and it is likely to take some time for 

substantial further progress to be achieved.”  This message was conveyed repeatedly and in several different 

ways throughout this press conference, as well as previous ones.   

 

This outcome-based guidance will ensure that the stance of monetary policy remains highly 

accommodative as the recovery progresses. To conclude, we understand that our actions affect 

communities, families, and businesses across the country. Everything we do is in service to our public 

mission. We at the Fed will do everything we can to support the economy for as long as it takes to 

complete the recovery. 

 

Personal comment: Regarding “outcome-based guidance”, no longer is the Fed interested in operating 

monetary policy based upon what they or their models forecast to happen.  “The Fed will do everything we 

can to support the economy for as long as it takes to complete the recovery.”  The $64,000 question is what 

does “complete the recovery” look like?  Kind of makes me think about Warren Buffet’s response to a 

question about how he defines speculation: “I can’t define it, I just know it when I see it”.  An easily 

understood response when you think about it, but extremely opaque.   

 

For interest rates, as I said a moment ago, we want to see labor market conditions consistent with 

maximum employment. We want to see inflation at 2% and we want to see it on track to exceed 2%. 

So, those are our tests… So, it seems unlikely, frankly, that we would see inflation moving up in a 

persistent way that would actually move inflation expectations up, while there was still significant 

slack in the labor market. I won’t say that it’s impossible, but it seems unlikely. It’s much more likely 

that we would have achieved maximum employment conditions, we’d also be seeing 2% inflation and 

be on track to see inflation moving above 2%. They tend to move together. So, that’s not to say 

inflation might not move up, but for inflation to move up in a persistent way, that really starts to 

move inflation expectations up, that would have to, that would take some time, and you would think 

that would be quite likely that we’d be in very strong labor markets for that to be happening. 

 

Notwithstanding that, we’re a long way from full employment, payroll jobs are 8.4 million below 

where they were in February of 2020. We’ve got a long ways to go. And also, it’s going to be a 

different economy. So, we’ve been hearing a lot from companies that they’ve been looking at 

deploying better technology and perhaps fewer people, including some of the service industries that 

have been employing a lot of people. 

 

The tension between a high level of unemployment, and an elevated number of companies saying that 

they can’t find workers. So what’s really going on there? And it should be a number of different 

things there. They’re workers who don’t actually have the specific skills that the employers are 

looking for. There may be geographical differences. It may also be that, for example, one big factor 

would be schools aren’t open yet, so there’s still people who are at home taking care of their 

children, and would like to be back in the workforce, but can’t be yet. There are virus fears that are 

weighing on people, so some people don’t want to go back to work. 
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But clearly there’s something going on out there, as many companies are reporting labor shortages. 

We don’t see wages moving up yet. And presumably we would see that in a really tight labor market. 

And we may well start to see that. So what will happen? What we saw during the last expansion, it 

may be a different expansion, we don’t know, but what we saw was that labor supply generally 

showed up. In other words, if you were worried about running out of workers, it seemed like we never 

did. The labor force participation held up. People came in the labor force. They stayed in the labor 

force longer than expected. So my guess would be that you will see people coming back into the labor 

force, the labor market will reach equilibrium, maybe pay will go up. And I do think also the 

unemployment insurance benefits will run out in September, so to the extent that’s a factor, which is 

not clear, it will no longer be a factor fairly soon. So my guess is that we’ll come back to this 

economy where we have equilibrium between labor supply and labor demand. It may take some 

months though. 

 

Personal comment:  Maximum employment is one of the Fed’s Congressional objectives, and at this point 

the U.S. economy is still roughly 8.5 million jobs shy of the old highs in nonfarm payrolls – if you were to 

consider population growth, that number is closer to 11.5 million as of the end of this year.   

 

So, with a little bit of context, we're making our way through an unprecedented series of events, 

really, in which a synchronized global shut down is now giving way to widespread reopening of 

economies, many places around the world.  In the United States, fiscal and monetary policy 

continue to provide strong support. Vaccinations are now widespread, and the economy is beginning 

to move ahead with real momentum.  During this time of reopening, we are likely to see some upward 

pressure on prices, and I'll discuss why. But those pressures are likely to be temporary as they are 

associated with the reopening process. An episode of one-time price increases as the economy 

reopens is not the same thing as and is not likely to lead to persistently higher year over year 

inflation into the future. 

 

We’re all very familiar at the Fed with the history of the 1960s and seventies, of course. And we know 

that our job is to achieve 2% inflation over time. We’re committed to that, and we will use our tools 

to do that. So, that’s a very different situation than you had back in the 1960s, or many, many 

differences, actually.  So, let me talk quickly about the two reasons, you could say three, but really 

two main reasons why we think inflation will move up in the near term. The first is the base effects. 

12-month measures of inflation are likely to move well above 2% over the next few months, as the 

very low inflation readings recorded in March and April of last year dropped out of the calculation. 

That process has already started to show up. You saw it in the March CPI reading, and you’ll see it 

later this week in the PCE price data. These base effects will contribute about one percentage point 

to headline inflation, and about seven tenths of a percentage point to core inflation in April and May, 

so significant increases. And they’ll disappear over the following months. And they’ll be transitory. 

They carry no implication for the rate of inflation in later periods. So, that’s base effects. 

 

The other big one I would talk about is bottlenecks. So, this is what we’re seeing in supply chains in 

various industries. And we’re in close touch with all of these industries. The Fed has a network of 

contacts that is unequaled in businesses, and in nonprofits for that matter too. So what do we mean 

by a bottleneck? A bottleneck really is a temporary blockage, or restriction in the supply chain for a 

particular good or goods. Something that slows down the process of producing goods and delivering 

them to the market. We think of bottlenecks as things that in their nature will be resolved as workers 

and businesses adapt. And we think of them as not calling for a change in monetary policy, since 

they’re temporary and expected to resolve themselves. 
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We know that the base effects will disappear in a few months. It’s much harder to predict with 

confidence the amount of time it will take to resolve the bottlenecks, or for that matter, the temporary 

effects that they will have on prices in the meantime. So, I’ll just sum up and say, we understand our 

job. We will do our job and we are focused, as you’ve seen for many years. We’ve been focused on 

inflation deviating below 2%, and we used our tools aggressively to keep it back up at 2%. If we see 

inflation moving materially above 2% in a persistent way, that risks inflation expectations drifting up, 

then we will use our tools to guide inflation and expectations back down to 2%. No one should doubt 

that we will do that. This is not what we expect, but no one should doubt that in the event, we will be 

prepared to use our tools. 

 

Personal comment:  Powell has been very direct in insisting that inflation is a process and that the Fed is 

fully aware that inflation is heading higher over the near-term.  The Fed continues to view this near-term 

increase as ‘transitory’, a temporary phenomenon, and that current bottlenecks will ease as supply comes 

back online.  As a result, the Fed remains of the view that some of these near-term inflationary pressures will 

moderate later this year, and they prefer to take a ‘wait and see’ approach rather than attempt to tighten 

policy into an unsustainable burst in inflation that then chokes off the recovery.  The risk for investors is 

what if they are wrong and this isn’t ‘transitory’? That’s what we all need to be monitoring and thinking 

about.   

 

Right. Financial stability for us is really, we have a broad framework. So we don’t just jump from 

one thing to another. I know many people just look at asset prices and they look at some of the things 

that are going on in the equity markets, which I think do reflect froth in the equity markets. But 

really, we try to stick to a framework for financial stability so we can talk about it the same way each 

time, and so we can be held accountable for it. 

 

So one of the areas is asset prices. And I would say some of the asset prices are high. You are seeing 

things in the capital markets that are a bit frothy. That’s a fact. I won’t say it has nothing to do with 

monetary policy, but it also has a tremendous amount to do with vaccination and reopening of the 

economy. That’s really what has been moving markets a lot in the last few months, is this turn away 

from what was a pretty dark winter to now, a much faster vaccination process and a faster 

reopening. So that’s part of what’s going on. 

 

So, the overall financial stability picture is mixed, but on balance, it's, you know, it's manageable I 

would say, and it's, by the way, I think it's appropriate and important for financial conditions to 

remain accommodative, to support economic activity. Again, eight and a half million people who had 

jobs in February don't have them now, and you know, there's a long way to go until we reach our 

goal. So, that's what I would say.” 

 

Personal comment: While Powell did indicate he is not concerned about asset bubbles, he did use the term 

“froth” two times to describe several aspects of financial markets during the present time.    
 
So we’ve articulated our test for that, as you know, and that is just, we’ll continue asset purchases at 

this pace until we see substantial, further progress. And we’re going to communicate well in advance 

of any decision. We’re going to let the public know that that’s what we’re thinking. And so there’ll be 

a lot of warning and that kind of thing. But it’s about substantial, further progress toward our 

goals.” 

 

Personal Comment: Regarding future policy moves, the message remains the same in that the Fed is not even 

talking internally about tapering asset purchases.  As such, rate hikes will not commence until the recovery is 
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complete (whatever that is), and we are still a long way off from that happening.  Notice, there’s that phrase 

again: “substantial further progress” – this threshold (whatever it may be) will have to be met (or on the path 

to being met) before the Fed is going to signal any shift in its current posture.   

 

Here is a link to the full transcript via the Wall Street Journal: Fed Chief Powell’s Postmeeting Press 

Conference.   

 

The bottom line is that what the Fed fears more is tightening policy prematurely and having to attempt to 

reignite a faltering economy with limited policy tools at the Zero Lower Bound (ZLB), more so than it does 

seeing inflation surprise to the upside and the economy run a little hotter for longer than is expected.  They 

remain reticent on the policy front in letting the recovery prove itself before altering policy to reign it in, 

which is a view affirmed today by NY Fed President Williams with the following comment: 

 

“Let me emphasize that the data and conditions we are seeing now are not nearly enough for the 

FOMC to shift monetary policy.”   

 

My advice is to take the Fed at its word in that they are in no rush to get in the way of allowing this recovery 

to get broadly embedded throughout the economy.  Trust, but verify.  What I mean by verify is that at some 

point they will have to shift.  Everything I just articulated and highlighted below is becoming common 

knowledge, and as such, it is becoming the consensus view and reflected into all asset prices.  No, just 

because it’s becoming more broadly known and more widely accepted, it does not provide investors with any 

signal as to timing inflection points or identifying excessively risky areas of the capital markets.   

 

In my opinion, forward looking investors should be operating with the mentality that the majority of asset 

prices are trading in the arena of ‘excessively risky’ based upon historical valuation relationships.  Stating 

such a viewpoint does not make someone a bear, to me it’s just stating the obvious: 

 

• The S&P 500 is trading at its second highest CAPE ratio in history. 

• High yield and investment grade bond yields, as well as spreads, are at or near their lowest levels 

in history. 

• Sovereign bond yields around the world are near some of the lowest levels ever recorded in 

history. 

• Home prices indexes across the U.S. are at their all-time highs (and all-time is a long time). 

 

I could go on, but I think you get the point.  So, when someone articulates the obvious, don’t treat them as a 

miscreant or the black sheep.  Thank them for acknowledging or making you aware of just how much 

optimism, hope, and risk is embedded in asset prices today.  Furthermore, stating the obvious does not imply 

that that same person thinks a crash is imminent or that all prices have to decline.  We are all, in a way, 

operating in a “this time is different” period from an investment standpoint.  As such, it is prudent and 

incumbent upon all of us – especially those of us in charge of other people’s money – to watch our blind 

spots with a laser like focus.  The current blind spot as I see it is the consensus view that in the second half of 

the year, we will not have a fiscal cliff.  That in the second half of the year the reflation / recovery 

expectation does not experience any hiccups.  That the Fed is in complete control and can make an 

adjustment here or there to calibrate policy to fix anything and everything.  That debt doesn’t matter and we 

can print and spend our way to societal utopia for all.  That higher taxes will not have an impact on sky high 

asset prices in the equity and real estate markets – I might add, two markets that represent the largest assets 

on household balance sheets. 

 

https://www.wsj.com/articles/transcript-fed-chief-powells-postmeeting-press-conference-11619644895
https://www.wsj.com/articles/transcript-fed-chief-powells-postmeeting-press-conference-11619644895
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First quarter earnings season to me represents a subtle example of a reality check for all of us in that 87% of 

companies are beating estimates (by a large margin, I might add), but the stock’s reaction is nothing more 

than a big yawn.  Look at Microsoft, Apple, and Amazon as exhibits numbers 1, 2, and 3 with each of them 

putting up monster quarters, but all three of them ending up trading below the price they were trading at 

before their earnings release. 

 

All I’m getting at in this week’s missive is ‘Trust, but verify’.  What I mean by that is that we are moving 

past the ‘trust’ phase into the verification stage, where additional progress on the fundamentals is no longer a 

foregone conclusion.  That doesn’t mean there still aren’t opportunities out there for investors to take 

advantage of, but they’ve gone from being plentiful to being much more sparse.  Generally speaking, my 

view hasn’t changed much over the last two months in that forward returns will be much tougher to come by 

going forward.     

 

One area that I’ve been a raging bull on for several years now – and one that continues to look constructive 

with several fundamental tailwinds – is uranium.  It’s always nice to flip through the WSJ and out of the blue 

see this major global periodical highlight an investment opportunity that still remains so under the radar for 

many investors, with an article titled “Uranium Miners Seeking a Foothold Take Unorthodox Approach: 

Buying Uranium”.  Since the end of October, the major uranium ETF’s (URA & URNM) are up over 80% 

and many individual junior miners have more than doubled.  Don’t tell anyone, but this investment thesis has 

legs out into 2023 and 2024, especially with more and more countries looking to nuclear energy as a low-

carbon alternative.  Keep in mind that this space is not for the faint of heart, as it’s a very small market cap 

niche area where company share prices can get whipped around on very little volume.       
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