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Greg's Glimpse:

The transition has begun.

March Madness doesn’t just pertain to basketball in the spring, you could
use that phrase for stocks and bonds as we have started the year.
GameStop, AMC, Tesla, interest rates creeping up, short squeezes,
inflation, all causing angst in investment houses across the globe. Not to
mention the multi-trillion dollar question, what does this recovery look like?!

There is a lot of noise right now on financial markets and within the
economy.  One sound coming out more and more is the threat of inflation.
The Federal Reserve has seemed to indicate a willingness to allow for a bit
higher inflation than it has tolerated in recent history, with roughly greater
than 2% usually setting off alarm bells. If that grows to closer to 3%, it can
have a profound impact on many investments and assets. That is the
realm the Fed seems willing to “allow”. The US has seen the Core
Consumer Price Index rise above 3% only 4 times in the past 21 years.
The Fed has also strongly indicated it will only react to inflation on hard
data, not projections. This reinforces the notion that they will tolerate more
inflation, as they will be looking back at “old” data.

What do you do in the face of renewed inflation? With regard to bond
portfolios, as many of you have noticed over the past several months, we
have begun to introduce bond funds that invest primarily in short-term,
high quality bonds. These funds have a much lower sensitivity to a rise in
interest rates. We have also continued to use bond fund strategies that
are flexible, meaning they can invest in lower quality bonds, international
bonds, and securitized loans, giving the managers the ability to adjust to a
change in interest rates.  What we do not want to do is move entirely away
from bonds and non-stock investments. We can’t forget that while some
bond funds we use may be down 3% this year, the NASDAQ was down
over 3% one day this quarter! We still need that safety. However, we can
do so with an awareness of the current interest rate environment.

Furthermore, most of our clients do have significant stock market
exposure, an asset class that has historically held its value in terms of real
returns (stock market returns less inflation). The Wall Street Journal

published a story on October 2nd, 2020, that cited research by Goldman
Sachs that showed when inflation was 2% to 2.5%, stocks (in this case,
the S&P 500) returned an average annual real return of 6.5%.  When
inflation was greater than 6%, Goldman Sachs found that real returns on
the S&P 500 averaged 1.2% annually. 1.2% annually is not a large return,
but, shows how stocks do hold their value relative to high inflation. Few
expect inflation to approach or exceed 6%.

Ok, let’s take a breath. I like to say, many a fool has tried to predict
interest rates and inflation. We may make slight changes, but over the
long-term, which is how we view investment portfolios, most trends are
transitory. The Fed and the governors who make up its boards and
decision making bodies, were in most cases educated during the inflation
of the 70’s, and are almost all deep historians of the Great Depression and
the mistakes policy makers made. It is hard to envision a scenario where
they allow inflation to run up and away, or threaten the economy in a
major way. Allowing some inflation into the economy is a far cry from
neglecting their dual mandates of full employment and price stability (low
inflation).

As we all continue to emerge from the fog of COVID, it is certainly going
to be an exciting spring. With the $1.9 trillion dollars of stimulus that
Congress approved and the President signed, the economy will continue
to recover. Talk of infrastructure spending is prevalent, potentially adding
another tailwind to growth.  2021 is going to certainly be a period of
transition and one of navigating changes in the economy and markets.
Our long-term beliefs still hold true, having diversified portfolios of both
stocks and bonds, and not reaching for returns that greatly increase risks
to portfolios. An appropriate risk for appropriate times has never rung
truer.

*****************************************************************************

Content in this material is for general information only and not intended to
provide specific advice or recommendations for any individual. All
performance referenced is historical and is no guarantee of future results.
All indices are unmanaged and may not be invested into directly.

All investing involves risk including loss of principal. No strategy assures
success or protects against loss. There is no guarantee that a diversified
portfolio will enhance overall returns or outperform a non-diversified
portfolio. Diversification does not protect against market risk. Stock
investing includes risks, including fluctuating prices and loss of principal.
Bonds are subject to market and interest rate risk if sold prior to maturity.
Bond values will decline as interest rates rise and bonds are subject to
availability and change in price.

The economic forecasts set forth in this material may not develop as
predicted and there can be no guarantee that strategies promoted will be
successful. 

Making Sense of Elevated Stock
Market Prices

The stock market is already quite expensive. That is evident when you
compare current stock valuations with those from previous eras. But it is
also true that stock prices are fairly reasonable right now as well. 

That seemingly contradictory conclusion arises when you include other
important factors: interest rates and inflation, which are both extremely
low. 

Read full article here

IRS Extends Additional Tax Deadlines
for Individuals to May 17

The IRS has announced that individuals now have until May 17th, 2021 to
meet certain deadlines that would normally fall on April 15th, such as
making IRA contributions and filing certain claims for refund. 

The extended deadline applies only to federal income returns and taxes,
meaning that taxpayers will need to check to see if due dates for state
taxes have been changed as well. For those here in Oregon state, state
taxes are extended until May 17th, 2021. 

*This information is not intended to be a substitute for specific
individualized tax advice. We suggest that you discuss your specific tax
issues with a qualified tax advisor. 

Learn more here
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