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The Vaccination Rollout is Underway!
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     The Voice for Reason 

Comments and Views for the Individual Investor 
(May 31, 2021)  The art form appearing on the cover of this month’s newsletter is 
none other statue of “David” by 14th Century Florentine artist Donatello which is 
an iconic art piece normally associated with the beginning of the Renaissance 
Period (14th to 17th Century).  The significance of this sculpture extends beyond 
Donatello’s marble slab and carving tools.  It also aligns with the rise of Italian 
banking which was started by the great Italian banking families of that age, the 
most notable being the Medici family.  It ushered in the “age of enlightenment,” 
an uplifting of the human spirit in art, culture, and science as European 
civilization was re-emerging from the Black Plague (1346-1352) and the dark 
feudalistic Medieval Period.  The economics of this period were underpinned by 
this new emerging class (the bankers) and their new monetary system using “bills 
of exchange.”  The changes introduced by the Italian bankers would lead to a 
series of overseas explorations into the New World and expansion by European 
powers into the Americas.  Hereafter the Europeans would acquire more wealth 
than at the time had ever been possessed.   Such wealth combined with the new 
financial institutions created a hybrid system of banking that would dominate the 
world for the next five centuries until the early 1920s.     
 
We are soon nearing the half year in this momentous year of change since the 
Biden Administration ascended to power enjoying their Democratic majority-
controlled houses of U.S. Senate and House of Representatives.   What stands 
out amidst this period is the single-minded focus by White House to deploy the 
vaccination rollout across the United States.  Statistics show robust numbers of 
Americans have been vaccinated and a marked drop in numbers of Covid-19 
infections.  In Asia, China is already at an advanced stage of recovery from Covid-
19 relative to Europe and the United States and has also shown an equally 
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impressive rollout of vaccinations across China.  On a single day last month 64 
million Chinese citizens received vaccination. 1 
 
The Biden agenda is also pushing for a large fiscal stimulus program (in excess of 
the USD 2 trillion passed by US Congress in 2020) intended to help put the 
country back on pre-pandemic economic footing.  The administration enjoys 
largely sympathetic central bank leadership under Fed Chairman Jerome Powell.   
The Fed has voiced awareness of the potential risks of inflation which U.S. 
Administration policies could foment as they flood the system with liquidity from 
both liberal fiscal policies and the US Fed’s accommodative monetary policy.  
However, to date the Fed has shown a preference for treating some early-stage 
inflation with benign neglect.  Job creation is a higher priority in Washington at 
this stage in recovery than addressing inflation.  However, this remains an 
evolving story and investors should watch closely signals coming from the Fed’s 
FOMC meetings in the weeks and months ahead.  The FOMC normally meets 
ten times per year.  
 
What is the Current Reflection in the Mirror? 
Looking at current key economic data, we see the likelihood that GDP growth, 
having dropped 3.5% in 2020, stands a chance of targeting growth at the 4.7% 
level in 2021 and possibly attaining 3.6% growth in 2022.  On the corporate 
earnings side, the S & P 500 dropped 11% in 2020, but in 2021 corporate 
earnings will likely approach 20% or better returns and continue into 2022 with 
strong momentum targeting 15% growth. 
 
Debate continues among financial analysts whether or not recent inflation data 
represents a “transitory” spike or a “persistent” threat as discussed recently by 
U.S. Secretary of Treasury, Janet Yellen.  The volatility seen in the US Treasury 
10 year rates in the 1st quarter clearly rattled the equity markets.  Are there 
historical precedents worth noting?  In more recent history one could examine 
the 2013 to 2017 period as a basis to find a precedent. The Fed Chairman of that 
period, Ben Bernanke, hinted in late 2013 that the Fed would consider to reduce 
bond purchases.  Commonly referred to as “tapering” in the financial lexicon, the 
macro effect of tapering is that of reducing money supply.   In the ensuing two-
year period the Fed did indeed reduce bond purchases and initially the market 

 
1 Source: LGT Bank, May 2021  
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dropped by 6.5% near the end of 2013 after Bernanke’s comments to the press.  
However, in the ensuing two years after Bernanke’s comments the impact on the 
S & P 500 was surprising and the market was 11% higher than it had been at the 
outset of 2014.  One caveat to remember is that, while the market did drop on 
four different occasions more than 5% (in fact, 11% correction at one point after 
a rate hike), the S&P 500 continued its ascent moving up another 30% during 
2016 and 2017.  During that time period the Fed raised rates on five different 
occasions as well.   
 
Finding Opportunity Amidst the Confusion 
In essence, if rate hikes are employed by the Fed to address benign inflationary 
pressures but corporate growth remains strong, then the likelihood that stock 
markets can show positive results is still possible.  Ultimately, the key metric to 
observe is that of corporate earnings.    If corporate earnings remain strong, even 
when interest rates go up, then equity values can still increase.   
 
The outlook for buoyant corporate earnings following a dismal 2020 (so ravaged 
by the impact of the Covid-19 pandemic) looks promising.  Nevertheless, it is 
important to temper such optimism with vigilance and also take stock of the 
factors that could disrupt such current positive momentum.  Such factors would 
include: 
 
- measuring the rollout of Covid-19 vaccinations not only within the developed 
world, but also (owing to the benevolence of donors) to poorer countries in 
Africa, Asia, and Latin America who lack medical infrastructures and disposable 
wealth to cope with the disease.  A world only half cured of Covid-19 is still a 
dangerous world.  
 
- take stock of Biden Administration taxation policies which will most certainly 
result in higher domestic tax rates.  The administration is also pushing Allies in 
Europe to adopt a minimum 15% international corporate tax to induce 
corporations to invest more at home.  At present, Biden seems to be following 
more of a centrist tact rather than cave into the more extreme progressive wing of 
his political party. 
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- finally, while the Biden Administration has continued a tough rhetorical stance 
toward China on US-China trade issues and geo-political posturing, look for 
occasional small wins for both countries regarding managing the two countries 
who now account for over 40% of global GDP growth.  Given the harsh and 
“zero-sum” style practiced by the Trump Administration, it has left a landscape in 
which the leadership in both China and the U.S, owing to domestic political 
pressures, cannot be seen showing weakness and giving in too readily to the other 
side too quickly.   
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