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Third Time is a Charm
By Scott Loyek, CFA,® Managing Director, Portfolio Manager

A

s the U.S. emerges from the economic disruptions
of the pandemic, we find ourselves in an environment consisting of labor shortages, supply chain
disruptions, rising commodity prices and other concerns
that we have not experienced for many years. The reason
for these challenges is straightforward but more importantly;
how long will these circumstances persist?
The Global Unsynchronized Recovery
The globally connected economy in which we operate is
out of sync with shortages and mismatches in supply and
demand. The primary factor influencing this trend is that the
U.S. has been very fortunate to emerge from the pandemic
faster than most of the rest of the world. We have set the
global standard in both the development and distribution
of vaccines and are seeing many aspects of day-to-day life
return to normal. Unfortunately, the rest of the world has
not fared as well. Every day we learn of challenges in India,
Japan, Europe, and other areas of the world still struggling
to rebound.
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It turns out it is much easier to move an economy from full
speed to full stop than it is to restart it.
Many businesses are ready to ramp back up, however, they
are unable to find the workers needed to do so. The combination of increased unemployment benefits, lack of childcare
and health concerns has the labor force apprehensive about
returning to work, even if offered a higher wage.
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Businesses are also facing supply chain disruptions. The challenges created by the semi-conductor shortage is perhaps
the most well publicized. As technology has advanced, semiconductor chips have spread from computers and cars to
toothbrushes and tumble dryers. The shortage of microchips has led to large companies, like automobile maker
Ford, and tech giant, Samsung, to have to reduce or limit
production. There are similar shortages in many other areas
of the economy as producers struggle to catch up with rising
demand while facing capacity and labor shortages.
Anyone attempting to build or remodel a home has also
seen the prices of materials like lumber soar. This creates an
interesting dynamic as much of the world has been living with
a surplus of materials for some time. The rising costs and
current shortages have many worried about inflation.

This is very much a case of be careful what you wish for as
the Federal Reserve and other central banks have been trying
to generate inflation since the Great Recession. The word
we will all become very familiar with over the next year is
“transitory.” Transitory applies to the Fed’s belief that while
there will be inflation associated with the recovery, it will be
relatively short lived and fade as the economy ramps back up.
This outcome would be very consistent with the Fed’s revised
policy which allows for a more flexible target for inflation.
What Should Happen
Much of the strong market performance experienced last
year was a function of the bullish recovery scenario that took
hold. This was predicated on the successful development
and distribution of vaccines limiting the duration of the
economic impact of the virus. This scenario has generally
played out positively and investors have been rewarded with
very strong market returns following the initial panic. As I
am fond of saying, investment returns are generally the best
when things go from “absolutely terrible” to “not so bad”.
We certainly have seen that happen in the last year.
The next step in the recovery scenario is perhaps not as
exciting for investors in the short-term but will be very
important for the long-term. This is the point in the recovery
where we expect to see the economy catch up to the stock
market. As the chart below shows this is a common occurrence in market expansions. These are healthy adjustments
as the rise in earnings combine with modest price increases
to bring the P/E ratio of the overall market down. As we can
see, the average bull market lasts around five years so this
could be the start of a prolonged period of growth. Should
things play out in this manner, investors will find themselves
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would be a positive in my mind as we could have a sustained
period of above average growth. It is this growth that to
a certain degree would justify the large cost of the various
stimulus packages. What remains to be seen is if we will
finally have the political patience to let that happen.
Learning from past mistakes
In 2009, the Obama administration passed The American
Recovery and Reinvestment Act. This attempt to jump start
the economy is estimated to have cost approximately $830
million. This plan was launched in conjunction with very
accommodative monetary policy from the Federal Reserve.
Historically, the combination of nearly a trillion dollars of
stimulus and low interest rates would have been a powerful
economic force. Unfortunately, the much hoped for benefits
of these economic conditions never really materialized.
Faced with a still sputtering economy in 2017, the Trump
administration passed The Tax Cut and Jobs Act with an estimated price tag of $1.9 trillion. This plan was also launched
with relatively low; all be it rising interest rates. Though there
were a few “head fakes”, this stimulus also failed to live up to
expectations, at least initially.
In both these cases, I would argue that other policy actions
ultimately short circuited or at least delayed the economic
benefits of these stimulus attempts. In 2009, the combination of extremely restrictive financial regulation as well as
uncertainty and costs around The Affordable Care Act offset
much of the benefit of the stimulus plan leaving us with a
relatively stagnant economy for several years. Similarly, the
2017 tax cuts saw their impact blunted first by a tightening
from the Federal Reserve and then by the disruptive trade
policies. To add insult to injury, when we finally appeared to
work through the trade headwinds and had an accommodative
Fed, the economy was derailed by the COVID-19 pandemic.
Conclusion
For the third time in 12 years, we have a new president faced
with the challenge of rekindling our economy. In the wake of
the COVID-19 pandemic, the Biden administration has already
spent $2 trillion and is looking to double that amount.
Covid-Era Fiscal Stimulus
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in an environment not encountered in a long time. The
current environment represents the first time we have seen
the effects of coordinated fiscal and monetary stimulus
since the Great Recession. One side effect of this stimulus,
combined with pent up demand from the pandemic, is that
we may see a return to a more normal business cycle. This
Source: Strategas Research Partners, LLC
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The question to me appears to be “will the politicians again short circuit the potential benefit of these policies before they are
realized?”. The problem with the current plan is that it is accompanied by substantial tax increases. Obviously, we would expect
taxes will need to rise as we pay for the aggressive fiscal actions of the last 16 months. The problem we foresee is the timing
and magnitude of the tax increases. Because much of the infrastructure spending outline is spread over 10 or more years and
the tax hikes take effect immediately, we will experience fiscal policy having a net negative impact on the economy. The risk is
that we, once again, short circuit our attempt to restart our economy before the most recent stimulus has a chance to work.
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As advisors focused on the long-term, we obviously need to consider what could happen but also pay attention to what is
happening. The economy is recovering, and there is currently a strong tail wind in place to continue to push that recovery
higher. Interest rates are at historically low levels and are likely to move gradually higher. Taxes on capital gains and corporations are currently as low as they will be given the likelihood these rates will rise soon. With this backdrop, we are taking several
steps to position clients for the current environment while being careful to maintain perspective and objectivity.
We have adjusted the risk profile of our fixed income investments to reduce the impact of possible inflation and rising interest
rates. We continue to rebalance portfolios and, as a result, have been positioned to benefit from the strong performance of
both growth and value style investments. Similarly, we have been focused on ensuring clients keep as much of the growth as
possible. Last year we aggressively harvested tax losses and this year rebalancing is a priority while capital gains rates
remain low.
Over the next several months, we will hear a lot about inflation, taxes, and politics. Ultimately these factors do matter but are
only part of the story. It will be important to maintain perspective. For example, inflation will likely rise in the coming months,
but it will rise from historically low levels to more normal levels. Interest rates will likely follow the same path. After the Great
Recession, the concept of a “new normal” economic environment was much talked about with slow growth, low rates, and
little economic volatility as its key features. Now, perhaps, we are beginning the transition from the “new normal” back to the
“old normal.” Should this come to pass, it also may be the final signal that we have truly recovered from the Great Recession.
Hopefully, the third time will be the charm. X
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We are in business
to serve our clients.

Our core values describe who we are
and what we stand for, as well as
what our clients can expect from us.

Triangle Wealth Management is a privately owned investment advisory firm that
specializes in assisting families with developing a realistic strategic plan to provide the
best opportunity for achieving their long-term financial goals as prudently as possible.
Independence

Integrity

Care & Concern

We value the independence of seeking
the best solutions for our clients and
are not beholden to any one company
or its investment products.

We have a duty to always act in the
best interest of our clients.

We create multigenerational
relationships based on mutual trust
and respect. We are advocates for
our clients.

Please Note: When you send us a check, don’t forget to make it payable to “Charles Schwab,” not Triangle Wealth Management.
For a digital version of our “Market News” update, please visit TriangleWealth.com/news-resources/

Past performance does not indicate future results and there is no assurance that any forecast/targets will be obtained. The charts and indices
have been included to provide you with an understanding of historic long-term performance and are not presented to illustrate the performance of any
security. The S&P 500 (a registered trademark of McGraw Hill Inc.) is an unmanaged, index of common stocks. This was prepared by, or obtained from,
sources believed to be reliable and represent the views of Scott Loyek, CFA®. Any market prices are only indication of market values and are subject to
change. The material has been prepared, or is distributed, solely for informational purposes and is not a solicitation or an offer to buy any security or
instrument, or to participate in any trading strategy. Triangle Wealth Management, Inc. does not provide tax or legal advice.
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