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USA
The lifting of lockdowns moved prices from 

super discount levels to pre-pandemic levels
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Pandemic. Under control

The share of the population having received a first shot stands at 47.3% while fully

vaccinated stands at 37%. Though the daily pace of new doses administered (7DMA)

decreased to 1.9M in the US, confirmed cases lowered the 7-day moving average to

33K (45k LIC). Hospitalizations also fell across census regions.

Inflation. Drivers for prices have little staying power but transient inflation does

not mean one month.

The lifting of the lockdown is pushing prices to normalize to pre-pandemic levels, which

means a sharp rise compared to the prices with super discounts applied during the

crisis. The April CPI print came in at a much stronger-than-expected +0.8% on a

month-on-month basis (vs. +0.2% expected) and sent the YoY print to +4.2%. Core

inflation came with a +0.9% MoM increase, sending the annual figure up to +3.0%.

Close to 60% of the month-over-month increase came from five components -- used

cars, rental cars, lodging, airfares, and food away from home -- which will have little

staying power. Both goods and services prices accelerated, albeit with transport

commodities -- mainly used cars and trucks -- alone accounting for roughly a third of

the overall CPI gain, as they rose 10%. Transient does not mean one month.

Semiconductor shortages are restraining new car production, leaving both consumers

and rental fleets sweeping up used vehicles at higher prices. Airfares and car rental

prices surged, and car insurance prices also rose as driving habits returned to normal.

Prices at restaurants and lodging away from home also rose. A temporary shortage of

available workers in customer-facing industries will keep these prices elevated at least

through the summer months. We expect all of these sources of upward pressure on

inflation to materialize to some degree however we recognize the risk that price spikes

caused by temporary pandemic oddities could have a more lasting impact if they raise

inflation expectations substantially.

The Fed

The FOMC wants inflation to average 2% in the future, not the 1.7% rate that the core

PCE index has averaged over the last quarter-century. Multiple members have been

doubling down on the transitory inflation message during the last months, aimed at

helping the market in the short-term, but this message also creates more market risk if

they are forced to eventually admit that there is a permanence to some of the inflation

further down the road. The Fed is going to have a real communication and policy

problem if this inflation isnôttransitory. With regards to starting the tapering, our base

case is that the hints will begin in 2H2021 and tapering will begin in early 2022 to

phase out the current $120bn rate of monthly purchases across 2022. After that, the

FOMC will likely want to pause to take stock of the tapering impact for at least one and

ideally two quarters to come with the first rate hike in 2H2023. The fact that monetary

policy will tighten in the coming quarters is both logical and well understood. The

direction of policy is clear.

Fixed income market and the yield curve

US 10 year yields remained stable around the 1.65% zone for much of the month.

There have been some spikes in yields, driven by the rise in inflation expectations, in

addition to a smaller rise in real yields. The US 10Y breakeven rate was fixed at 8 year

highs (2.53%) and the US 5Y breakevens are at their highest since 2008 at 2.71%.

Credit and high yield bond prices experienced moderate volatility around the rise in

rates and weakness in stocks during this month, although they managed to recoup a

portion of those losses over the subsequent days. Corporate earnings are coming in

very strong, and M&A has surged too, but deal sizes are smaller than in prior periods,

contributing to the marketôscomfort with the trend. We continue to believe the bias is

for modestly tighter spreads over time, and equity market strength is supportive of this

direction. Our year-end target for the 10Y UST yield is 1.8%, and our recommendation

is to be underweight duration.

Equity market

In the course of 2021 the S&P500 has already accumulated +11.44% and the Nasdaq

+4.07%. In April, S&P500 Value grew +3.73%, and SP&500 Growth grew +6.87%, but

in May the S&P500 Value index has grown +1.68%, while the SP&500 Growth index

fell -3.12%. We are keeping our neutral position about sectors, and our Marketweight

recommendation in US equities.

Financial market assessment

EquitiesïS&P: MARKETWEIGHT (But bias to our 4 rotation strategies)

BondsïGovies: UNDERWEIGHT (10Y UST. Target 1.80%)

CDX IG: MW-UNDERWEIGHT (Target Spread 66)

CDX HY: MW-OVERWEIGHT (Target Spread 300)

ForexïDXY index: MARKETWEIGHT


