
A 
ccording to the Urban Dictionary, 

“are we there yet?” is a phrase 

“used by passengers trapped in a ve-

hicle…originates in childhood and 

extends to road trips.”  

In early 2020, when the coronavirus 

exploded in New York and the nation 

went into shutdown mode, the most 

optimistic pundits opined that the virus 

would be brought under control quick-

ly and things would return to normal 

within weeks.  That didn’t work out.  

Less than two months ago, even as the 

rate of new COVID infections was be-

ginning to rise again, some analysts 

were suggesting that taken together 

the number of Americans already vac-

cinated and the number of Americans 

assumed to have been infected previ-

ously indicated that the U.S. was on 

the brink of “herd immunity.”  Since 

then, the rate of new infections has 

soared as the delta variant has taken 

hold.  

So we are clearly not there yet.  

Sadly, it appears we are on a longer 

journey than we had hoped, and that 

from a practical perspective there may 

be no “there” there.  Instead, it seems 

likely that this coronavirus will become 

endemic; something we need to learn 

to live with.  But the silver lining is that 

there is abundant empirical evidence 

showing that vaccine technology 

works, providing a level of protection 

sufficient to allow us to return to 

something very close to life before the 

whole episode began, uptake chal-

lenges aside.  

For the moment we are back to read-

ing stories of overwhelmed hospitals, 

strained healthcare workers and the 

use of mobile morgues, and we are 

once again averaging over 1,000 

COVID-related deaths per day nation-

wide.  

But no lockdowns. And for now at 

least, school systems are moving for-

ward with a return to classroom in-

struction. As such, it is our assumption 

that even as we collectively continue 

on this long and painful journey, the 

impact on the overall economy will be 

much less negative than it was in 

2020; and that’s a plus for investors.  

(Continued on page 3) 
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Index Returns (through 6/30/21)  Last Quarter   Year-to-Date 

Dow Jones Industrials  +5.08% +13.79%

Standard & Poors 500  +8.55% +15.25%

M.S. EAFE (Developed Markets Foreign Stocks) +5.38% +9.17%

M.S. EM Free (Emerging Markets Stocks) +5.12% +7.58%
Barclay’s Capital U.S. Aggregate Bond +1.83% -1.86%

Barclay’s Capital US Corporate High Yield Bond +2.74% +3.62%
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WHAT’S NEW? 

California Assembly Bill 150 was 

enacted into law in July.  It allows 

certain owners of passthrough enti-

ties (such as S-Corps and LLC’s) a 

way around the current $10,000 

federal cap on state and local tax 

(SALT) deductions for individuals. 

Broadly, the law allows corpora-

tions to pay an entity level tax 

based on electing individual own-

ers’ share of income, and then 

grants the owners a credit against 

California personal income tax for 

the full amount of tax paid at the 

entity level on their distributive 

share of California taxable income. 

For high-income business owners in 

California, the new law may allow 

meaningful income tax savings. 
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THE PERSPECTIVE PAGE  

STAGFLATION - TIME TO WORRY? 

The term stagflation has been circulating increasingly 

in the financial media as inflation readings have risen 

sharply in recent months. The term is often associat-

ed with the 1970s, which saw runaway inflation—

largely driven by sky-high energy prices—and lack-

luster economic growth. Stagflation and a return to 

the weak equity markets of the 1970s would be un-

derstandably scary. However, when looking at the 

data, we remain skeptical that either runaway infla-

tion or low growth are right around the corner, much 

less both at the same time. 

“We don’t believe the current environment is any-

thing like the stagflation experiences of the 1970s,” 

LPL Financial Director of Research Marc Zabicki told 

us recently. “We think much of the elevated inflation 

readings we’re seeing now are transitory and related 

to pandemic bottlenecks and material shortages. 

Meanwhile, the economic reopening and massive 

stimulus should provide a strong one-two punch to 

keep economic growth well above average through 

2022.” 

Price competition may serve as an anchor for low 

inflation rates.  The irony of inflation concerns is that 

the Federal Reserve has been trying, without success, 

for the past decade to stimulate inflation to its 2% 

long-term target. We believe there are several struc-

tural considerations at play that have and will contin-

ue to put downward pressure on prices over the me-

dium to long-term.  Demographics and global trade 

are two of those considerations. We also believe that 

more acute price competition is an important varia-

ble that can keep prices contained. In our view, the 

ubiquitous use of the internet has raised the price 

consciousness of the consumer, streamlined the price 

discovery process and served to shift the pricing bal-

ance of power from producers to consumers. 

Just a decade ago, what consumers could purchase 

on the internet may have been limited to small-ticket 

commodity items, electronics, and books. Now the 

list of goods and services for which consumers can 

comparison shop includes nearly everything from 

new vehicles to airline tickets to homes to rent or buy. 

In this context, it is little surprise to us that inflation has 

been benign for years, and we anticipate price pres-

sures could again subside once coronavirus-related 

supply/demand imbalances run their course. 

Much of the runaway inflation case had centered on 

skyrocketing commodity prices. However, since May 

nearly every commodity that was causing alarm has 

seen a significant decline. Lumber prices are down 70% 

and copper prices are down 15%. Even crop prices 

such as corn and soybeans have fallen significantly over 

the past few months. 

If one was simply looking at recent economic reports or 

reading media headlines, they might be surprised to 

realize that the market isn’t actually looking for more 

extreme inflation readings.  By looking at the difference 

between what bond traders pay for inflation-protected 

Treasuries and plain vanilla nominal Treasuries, we can 

get a good idea of the market’s expectations for infla-

tion. Market-implied inflation expectations or “break 

evens” rose rapidly from extremely low levels last year. 

But a funny thing happened after the release of the 

April Consumer Price Index (CPI) report. Inflation ex-

pectations actually fell, and they have continued to fall 

despite higher subsequent CPI readings. Currently, 

market participants are estimating inflation to be less 

than 2.5% annualized over the next five years, more 

than .3% lower than expectation in early May. 

Growth concerns center on the latest economic releas-

es indicating the economy coming off the boil and the 

latest wave of coronavirus infections. As cases subside, 

and after the boosts from the reopening and stimulus 

pass, we think the economy likely resumes its pre-

pandemic trend in the neighborhood of 2% (GDP) 

growth. Bloomberg’s survey of economists points to 

just 2.3% real GDP growth in 2023, after 4.2% next 

year. Given the massive debt load, limited population 

growth, demographic headwinds as baby boomers re-

tire, and low immigration rates, the opportunity for 

stronger economic growth may be limited, and that 

slower growth makes higher inflation all the less likely. 

Of course, forecasting is messy business, so we will 

remain on the defensive against unexpected outcomes.   
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The second quarter was another good one for investors. 

Buoyed by the strength of the economic recovery and a 

doubling down on fiscal stimulus, stock markets were 

solidly positive. After a brief respite, growth stocks led 

the way, but value stocks were positive as well and all 

the major indices were in the green.  The same was true 

of the foreign stock indices we follow.  Perhaps surpris-

ingly given the backdrop, holders of long-term bonds 

also did well.  The ten-year US Treasury bond yield fell 

from 1.74% to 1.45%, even as the economy surged 

and inflation rose at its fastest rate in years.  The initial 

estimate of second quarter GDP came in at a +6.5% 

annualized rate, stellar in normal times but a mild dis-

appointment against expectations for an even higher 

number.  

GDP has now fully recovered from its COVID-induced 

plunge in 2020.  And corporate America is feeling it. 

According to FactSet, Q2 ‘21 S&P 500 company earn-

ings are coming in over 90% higher than the Q2 ’20, 

and at $52.58 per share, are the highest ever.  88% of 

companies that have reported as of 8/20/21 have beat 

analysts’ revenue estimates, and 86% have beat earn-

ings estimates, both very high marks.  And estimates for 

one-year forward earnings have risen as the reporting 

season unfolded, now sitting at +12.7%.   

But the second quarter will almost certainly be the high-

water mark for both GDP growth and year-over-year 

earnings growth in this cycle.  We expect the rate of 

growth will moderate as fiscal stimulus declines, mone-

tary authorities inch close to moderating their easy mon-

ey policies and the coronavirus continues to disrupt 

global supply chains and inhibit travel.   

Nonetheless, the view for the rest of 2021 and into 

2022 suggests a continuation of economic growth, in-

creasing corporate profits, low interest rates, large fiscal 

deficits and supportive monetary policy, a potent cock-

tail which could serve to keep a floor under asset prices, 

despite the ever-present potential for short-term market 

volatility.  

The pandemic and the responses to it by government 

and the populace have created myriad distortions that 

make deciphering economic and market signals even 

more problematic than is the case in “normal” times.   

The jobs market is an example, and an area where the 

Federal Reserve has a dilemma on its hands. The unem-

ployment rate has fallen from a peak of almost 15% at 

Markets (Continued from page 1) the height of the crisis to 5.4% as of July. That is a 

remarkable improvement but still well above the 3.5% 

level reached in 2019. There are still six million fewer 

jobs than before the pandemic.  But there are also a 

record ten million job openings.  This statistic sug-

gests that labor conditions are tight and firms are not 

attracting applicants – at least not at the wages being 

offered.   

But there are other factors at play: a mismatch of job 

openings and applicants with the skills to fill them, a 

hesitancy among some to reenter the workforce with 

the pandemic still raging, the decision by some par-

ents to stay home with young children until schools 

reopen, and a disincentive for some who because of 

enhanced unemployment benefits have been making 

as much income not working as they would working. 

There is good potential for most these factors to re-

verse in the weeks ahead, which could serve to in-

crease the number of willing applicants for employers 

to hire.  

This is an important thing to keep an eye on because 

wage growth has risen to around 4% year over year, 

and in recent months has accelerated to a rate of 

close to 5%, causing some hand-wringing about the 

potential for wage-price inflation to become a self-

reinforcing phenomenon, especially with a backdrop 

in which the consumer price index has surged to over 

5% in recent months, a level not seen since 2007.  

Due in large part to Pandemic disruptions, the supply 

of many manufactured and primary goods has been 

curtailed, and with the revival of the economy short-

ages have appeared for everything from lumber to 

appliances to tech components.  At the same time, 

consumer behavior has changed.  People have been 

staying home more, travelling less and buying more 

goods. Increased demand coupled with crimped sup-

ply has unsurprisingly led to widespread price increas-

es.   

In recent months people have been venturing out to 

dine and travel has jumped to pre-pandemic levels. 

Consumption has swung toward services, and com-

modity prices have declined. Now, with the rise of 

Delta, there is a new concern, “stagflation” a de-

scriptor for a set of conditions where the economy 

sputters and inflation rises at the same time.  Yuck. 

We talk about why we aren’t too concerned about 

“stagflation” in Perspectives on page two.  



Summer in San Pedro 

This summer, as last, concerns around COVID 19 have kept us close to 

home. Thankfully, Laurel and I are both vaccinated and have been able to 

enjoy great times in our own backyard.  

The first major holiday our family has been able to spend 

together since the pandemic began was Father’s Day, and 

what a wonderful day it was. I even had a chance to make a 

paella over open fire on my brother’s Santa Maria-Style Bar-

becue and finally managed to get the illusive socarrat at the 

bottom of the paella pan!  

We’ve also been taking advantage of all the outdoor 

activities available in our neighborhood, from swim-

ming at our beautiful public pool, to walking along 

the cliffs on Paseo Del Mar or down to Cabrillo 

Beach, to hiking at the White Point Nature Preserve, 

to paddleboarding around Cabrillo Marina. Even our 

dog, Rosie, gets in on the action.  

Our neighborhood is also home to Shakespeare by the Sea (https://

www.shakespearebythesea.org), which (in non-COVID years) is a theatre 

troupe that travels throughout the Southbay and 

Orange County every Summer performing Shake-

speare’s plays at some of the Southland’s most 

beautiful parks. This year, with the uncertainty 

around COVID,  their performances were limited to 

Point Fermin Park here in San Pedro, which just so 

happens to be a short walk from our house. It’s a 

part of San Pedro Summertime that we have some-

times taken for granted. Well, not this year! We 

made it to three performances, packing a picnic, some wine, and of course, 

Rosie each time.  

Of course, Summer wouldn’t be complete without at least one trip to Cata-

lina Island. As many of you know, Laurel spent a great deal of her child-

hood living in Avalon on Catalina Island, so we go back as often as possi-

ble. We were able to see a few friends, enjoy a day at the beach, eat and 

drink at some of our favorite restaurants, and take in the always beautiful 

botanical gardens and Wrigley Memorial.  

People often ask us for recommendations on what to do 

while visiting Catalina, and we always recommend one of 

the tours offered by the Catalina Island Company or the 

Catalina Conservancy, but truth be told, neither of us had 

ever experienced one ourselves. Well, this trip we made time 

and took the Catalina Island Company’s Ridgeline Eco-Tour. What a great 

experience!  

I hope you and your families have had a healthy, wonderful summer, and 

are looking forward to Fall as much as we are. I look forward to connecting 

in the near future and hearing all of your stories.  
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These articles are for general information 
only and are not intended to provide specific 
advice or recommendations for any individu-
al. Consult your financial advisor, attorney, 
accountant, or tax advisor with regard to your 
individual situation. Please contact us if there 
are any changes to your financial situation or 
investment objectives.  The economic fore-
casts set forth in the presentation may not 
develop as predicted and there can be no 
guarantee that strategies promoted will be 
successful. Past performance does not guar-
antee future performance and your actual 
results will vary.  The S&P 500, Nasdaq Com-
posite and Russell 2000 indexes are unman-
aged indexes reflecting the overall returns 
attained by leading US stocks.  The MS EAFE 
and MSCI Emerging Markets Indexes are un-
managed indexes comprised of leading 
stocks in established foreign and emerging 
market countries, respectively. The Barclays 
Capital bond indexes are representative of 
total returns earned by various segments of 
the bond market.  Indexes cannot be invested 
into directly. Stock investing involves risk 
including loss of principal. International and 
Emerging Markets investing carries special 
risks such as currency fluctuation and politi-
cal instability.  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.    

THANK YOU! 

...to the following clients and col-

leagues for showing your confidence 

in us by referring your friends, family 

members, associates and clients  

during the last three months…  

Melanie Heath, Carlos Alcaino, 
Jason Rackemann, Jayne Yockey, 
Yvonne Carranza, Connie Sziebl, 
Mike Miller, and Steve Dragovich 


