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Watching Inflation & the U.S. Dollar
At their base, equity prices should be considered a function of
earnings and interest rates. Generally held, when a lower cost of
capital, i.e. lower interest rates, improves the backdrop for longerdated earnings growth, stocks go up. To a degree, that is what
investors are seeing in the near-term. The stock market, albeit
with fits and starts over the last several weeks, has continued to
press to a series of all-time highs against a backdrop of low
interest rates – U.S. 10-year Treasury Yields stand at 1.6x% as of this
writing – and a post-pandemic surge in corporate profits – consensus
S&P 500 EPS is expected to be up +61% Y/Y in 2Q’21. Indeed, the
Atlanta Fed’s tracking estimate for 2Q’21 real GDP is currently at
+10.5% Q/Q AR.
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Real rates remain in negative territory and the money supply is
growing at more than +24% Y/Y. While history suggests the
second year of a bull market can be more difficult than the first
year off the low, we take comfort in the fact that credit spreads
are still tight as a drum. Tactically we remain bullish on equities in
the short-to-intermediate-term.
Of course, there are those who are suspicious how long this setup
can last… After an extremely strong increase in March, U.S. retail
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sales were flat M/M in April. Though the level of sales activity
remains above trend – a reflection, in our view, of the considerable
provision of fiscal stimulus over the past several months – consumer
sentiment, as measured by the University of Michigan survey,
declined -5.5 points in early-May to 82.8. Most surprising, so far,
particularly to the professional forecasters, was the weakness of
the April jobs report. The monthly release from the Bureau of
Labor Statistics showed non-farm payrolls rose just +266,000
M/M in April – far below expectations – and was accompanied
by a downward revision of -78,000 to prior months. So, while
U.S. GDP is approaching pre-pandemic levels and corporate
profits are already through them, jobs are not close. Prior to the
onset of the pandemic U.S. non-farm payrolls stood at ~152
million. Today they are ~144 million – a gap of roughly -8
million jobs.
If that wasn’t enough, the prospect of rising – and more than
transitory – inflation pressures have riled investors. The U.S. CPI
surged +0.8% M/M in April, with the core measure (excluding
Food & Energy) up +0.9%. On a Y/Y basis, the headline CPI
was up +4.2% and the core +3.0% (the highest level since 1996).
There is growing concern, as Strategas’ chief strategist Jason
Trennert wrote recently, that the Fed will find itself behind the
curve and be forced to tighten in dramatic fashion. Such a move
would run in the face of the central bank’s stated proclivity to
keep the policy rate low (and the size of quantitative asset
purchases going) for the foreseeable future and could be
interpreted as a lack of control. At the moment, investors do not
appear overly concerned about any shortcomings in the Fed’s
control over the objectives of its stated monetary policy. While
recent weakness in headline data should provide the Fed sufficient
cover to stay the course, investors’ collective muscle memory for
investing in periods of rising inflation is not strong, which has
added some pressure to markets in recent weeks – at least in
thought, if not in deed.
As Strategas’ chief economist Don Rissmiller has observed, the
market seems set to challenge the Fed over the short-term. We
would not be surprised. Investors will have an opportunity to
shift portfolio exposures during bouts of dislocation and
weakness.
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At the moment our highest conviction theme currently revolves
around the potential for increased pressure on the U.S. Dollar.
This is driven by the value of America’s twin deficits approaching
20% of GDP and the fact that the rest of the world can look
forward to what the U.S. has already achieved – massive increases
in fiscal spending and mass vaccinations. There is a chance that
the weakness in the greenback may be most acutely felt versus
hard assets rather than fiat currencies, especially given a
commitment to green energy that is highly dependent upon
extractive industrials. We feel more confident about our
overweightings to the Basic Materials and Energy sectors than we
did when we established them late in 2020.
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IMPORTANT DISCLOSURES
This communication was prepared by Strategas Asset Management, LLC ("we" or "us"). Recipients of this
communication may not distribute it to others without our express prior consent. This communication is provided
for informational purposes only and is not an offer, recommendation or solicitation to buy or sell any security. This
communication does not constitute, nor should it be regarded as, investment research or a research report or securities
recommendation and it does not provide information reasonably sufficient upon which to base an investment
decision. This is not a complete analysis of every material fact regarding any company, industry or security. Additional
analysis would be required to make an investment decision. This communication is not based on the investment
objectives, strategies, goals, financial circumstances, needs or risk tolerance of any particular client and is not presented
as suitable to any other particular client.
For investors subject to MiFID II (European Directive 2014/65/EU and related Delegated Directives): We classify
the intended recipients of this communication as "professional clients" or "eligible counterparties" with the meaning
of MiFID II and the rules of the U.K. Financial Conduct Authority. The contents of this report are not provided on
an independent basis and are not "investment advice" or "personal recommendations" within the meaning of MiFID
II and the rules of the U.K. Financial Conduct Authority.
The information in this communication has been obtained from sources we consider to be reliable, but we cannot
guarantee its accuracy. The information is current only as of the date of this communication and we do not undertake
to update or revise such information following such date. To the extent that any securities or their issuers are included
in this communication, we do not undertake to provide any information about such securities or their issuers in the
future. We do not follow, cover or provide any fundamental or technical analyses, investment ratings, price targets,
financial models or other guidance on any particular securities or companies. Further, to the extent that any securities
or their issuers are included in this communication, each person responsible for the content included in this
communication certifies that any views expressed with respect to such securities or their issuers accurately reflect his
or her personal views about the same and that no part of his or her compensation was, is, or will be directly or
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indirectly related to the specific recommendations or views contained in this communication. This communication is
provided on a "where is, as is" basis, and we expressly disclaim any liability for any losses or other consequences of
any person's use of or reliance on the information contained in this communication.
Strategas Asset Management. LLC and Strategas Securities, LLC are affiliated with Robert W. Baird & Co.
Incorporated ("Baird"), a broker-dealer and FINRA member firm, although the firms conduct separate and distinct
businesses. A complete listing of all applicable disclosures pertaining to Baird with respect to any individual
companies mentioned in this communication can be accessed at http://www.rwbaird.com/researchinsights/research/coverage/third-party-research-disclosures.aspx. You can also call 1-800-792-2473 or write: Robert
W. Baird & Co., PWM Research & Analytics, 777 E. Wisconsin Avenue, Milwaukee, WI 53202.
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