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FIRST QUARTER
RECAP
THE FIRST THREE MONTHS OF THE YEAR TURNED OUT TO BE VERY FAVORABLE FOR STOCKS. The S&P 500 had a Total
Return (TR) of 6.17%, while the Dow Jones Industrial Average led the way up 7.76% TR and the tech-heavy Nasdaq Composite
posted a gain of 2.95% TR.

Without a doubt, the biggest topic last quarter was the rapid increase in the 10-Year U.S. Treasury yield. This caused some
investor concern, which led to market volatility.
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The Nasdaq Composite was hit the hardest and was pushed into correction territory, which occurs when the index is down
over 10% from current highs. The 10-Year U.S. Treasury yield is the starting point when valuing stocks and is considered the
risk-free rate. When the yield moves up, the cashflow produced by stocks are discounted at a higher rate; therefore, causing
the value to decrease. The further out the expected cashflows, the more negative the impact by higher yields. This is exactly
why the Nasdaq stocks and growth stocks in general were punished the most. Most market strategist called for the end of
the technology company reign and recommended that clients shift away from tech and growth stocks. However, Robert
Luna, Surevest CEO and Chief Investment Strategist, had a different opinion and has turned out to be right. Robert’s thesis is
that we will see strong real GDP growth over the next year and a half because of the fiscal stimulus and the economy opening
back up. However, when that “sugar high” subsides, the economy will not have legs to continue to expand at such a high rate
and will eventually decrease to pre-COVID anemic growth. That will cause the markets to once again “pay up” for growth and
technology stocks. Robert suggested to buy these companies on pullbacks because it represented a good entry point. It
turned out to be the right call because the Nasdaq Composite and growth stocks in general recovered.

LOOKING AHEAD
THE MARKETS HAVE PUT COVID-19 BEHIND US AND HAVE PRICED IN AN ENVIRONMENT WHERE THE WORLD
ECONOMIES BEGIN TO GET BACK TO NORMAL IN THE THIRD OR FOURTH QUARTER OF THIS YEAR. The S&P 500 is
sitting close to record highs and well above the 21-day and 50-day exponential moving average. That is good, positive
momentum for stocks.

We continue to hold a positive outlook for stocks and a negative view for bonds. Although yields rose quickly in the first
quarter, it has stabilized and that is positive for equities. Bonds on the other hand will continue to face the same headwinds
as investors do not want to hold fixed income because cashflow is so little compared to historical standards.
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The Federal Reserve has stood firm that short-term interest rates will not rise through the end of 2023 and will continue their
expansionary stance. However, the markets are not so sure and expect short-term rates to increase much sooner than the Fed
believes. The difference in view is caused by the inflation outlook; the Fed thinks inflation will pick up, but that it will be
transitory. The markets on the other hand, do not see it that way and think unexpected inflation is a real risk to the economy
and stock market.
We have been watching a few data points closely to monitor inflation. One of the metrics we use is the 10-Year Breakeven
Inflation Rate. This metric informs us what rate of inflation is being priced, and according to the chart, it sits at the highest rate
over the last five years and the last time it was at this level was in 2013.

Although this may appear alarming, we do not believe inflation will get out of control over the long run because the economy
will begin to slow down next year, and by 2023, real GDP growth will be back to sub 2%. This is exactly why the Fed is viewing
this spike as transitory in nature. The economy cannot grow at the 6-7% rate expected this year for very long; therefore,
inflationary pressures will subside. Traditionally, inflation has been caused by increases in commodity prices, wages increasing
quickly, or too much money being pumped into the economy at a fast pace. Ben Bernanke, economist and Chair of the Federal
Reserve (2006-2014), made an excellent point that today our economy is much less reliant on commodity prices; therefore, we
are highly unlikely to see a commodity, like oil, cause inflation like it did in the 1970’s. We are also not concerned about wages
causing inflation; normally economist say that if unemployment decreases too much, that will cause employers to have to “pay
up” for workers, leading to higher wages, and in-turn inflation. However, that theory has not held very well in recent times, just
look at how low the unemployment got in 2019 and the first quarter of 2020 (3.5% unemployment rate), where we did not see
any inflation. Looking at the M2 Money Stock (money readily available to spend, like a checking/savings/money market
account), we notice that it certainly has increased to levels not seen before, but that is not enough to cause inflation. That
money needs to be circulated into the economy quickly for it to become an issue and that has not been the case as the
velocity of M2 Money Stock is at a historical low level.
As we put this all together, we believe inflation will be front and center for the rest of the year, so we are watching the data
very closely as it is released. If the markets get spooked again and the 10-Year US Treasury yield breaks the 2% level, that could
pose a real headwind to stocks.
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In addition, we continue to believe that government policy will be an influential and driving force to stock prices. President Biden
introduced a more than $2 trillion plan at the end of March to upgrade the nation’s infrastructure. However, it was not well
received by some politicians that said only a fraction of the cost would go to actual transportation infrastructure. Of course,
there is debate on how this plan is paid. President Biden has suggested increasing the corporate tax rate from 21% to 28% and
enforcing a minimum global tax for multinational corporations to ensure they pay at least 21% in taxes in any country[i]. The
markets have continued to make new highs and not priced in the corporate tax increase, mostly because it is believed that some
more conservative Democrats will not vote in favor of the current proposal; therefore, making the increase likely to be closer to
25%. Then there is the American Families Plan, which is expected to cost at least $1 trillion and include a $500 billion in tax credits[ii].
All this fiscal spending could work its way into the bond market through higher yields and as discussed earlier, that will in-turn hurt
the stock market.
We will continue to monitor these events as they develop and will make modifications to our strategy and portfolios when
needed. Overall, we continue to hold a positive outlook on the U.S. economy and the stock market. We thank you for the trust
you have placed with our advisors and the Surevest team. We will keep you updated through our weekly Market Update.
[i]

Source: CNBC “President Biden unveils his $2 trillion infrastructure plan – here are the details”
https://www.cnbc.com/2021/03/31/biden-infrastructure-plan-includes-corporate-tax-hike-transportation-spending.html

[ii]

Source: CNBC “Biden’s recovery plan for families set to cost more than $1 trillion, extend enhanced child tax credit”
https://www.cnbc.com/2021/04/20/biden-family-recovery-plan-to-cost-more-than-1-trillion-extend-child-tax-credit.html
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DISCLOSURE
This is not a recommendation to buy or sell any securities. Speak with your financial advisor before making any investments
or acting on any topics discussed. Surevest Private Wealth is a Registered Investment Adviser. Advisory services are only
offered to clients or prospective clients where Surevest Private Wealth and its representatives are properly licensed or
exempt from licensure.
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