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Do Investors Need to Worry about Inflation?

In short, ‘yes’but the economy has to rebound, manufacturing has to return, and more people need to be spending
money like they did pre-coronavirus. Consider inflation-sensitive assets like TIPS and commodities as hedges.

Monetary and Fiscal Stimulus is Fed Funds Rate, Upper Bounds (Last 5 Yrs)
Historically a Big Driver of Inflation 0%
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tethering short-term interest rates near zero and 0.5%
injecting unprecedented levels of liquidity into 0.25%

0.0% ———
bond IllarketS D D 1D D © © © © N~ N DN WO O M O D O O O O
o B T T B B B B e R B I T R s I B Bt Y N

_~ N = S S S SN S S SN S SN S NSNS S SS =

» For its part, the Federal Reserve has launched
an extraordinary effort to inject liquidity into
the economy by taking its balance sheet to all-
time highs. Though last reported at assets of
$6.6T, the Fed’s balance sheet has been
estimated by some to go as high as $10T.
Historically, such attempts to reflate the
economy have been expansionary to GDP and
we’d expect the same this time around with a
rebound in the back half of 2020 and on into

Federal Reserve Balance Sheet: Total Assets
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2021.
Source: Federal Reserve
e In Iate-MarCh, CongreSS passed the $2.3T Fiscal Stimulus Measures
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rebound sharply when the spread of COVID-19 | 4 4% ;
abates. E 05 i E

& &

$- 0%

2009 2020

Source: U.S. BEA

Your Independent Retirement Plan Investment Advisor



FRANCIS

Investment Counsel wc

June 2020

U.S. Consumer Price Index (CPI All Urban) But inflation levels remain low...

e Ordinarily, such enormous amounts of
monetary and fiscal stimulus would be highly

3.5%

3.0%

%25% inflationary. However, inflation levels remain
S 500 very low as measured by CPL The
B L unprecedented  global  shutdown  has
gw% corresponded to subdued inflation. In fact,
g demand is so low that the opposite of inflation
o e is more concerning to policy makers, deflation.

0.0% % Expect more stimulus measures should

inflation fail to eclipse the 2.0% level as
measured by CPI.
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Sign Posts for Investors to Watch: U.S. Unemployment Rate
Falling Unemployment Levels and a 16% 4130120,
Recovery in Manufacturing e 14.7%
12%
 In an astonishingly short period of time, 10%
unemployment has jumped to its highest 8%
level since World War 11 to 14.7% along with 6%
a surge in unemployment claims. As the 4% M
economy starts to put more people back to 2%
work, this will spur demand for everything L P s s S A S PO S P A A
from commodities to services. SSES8SS88588888888¢8:88¢8 8
Source: Bloomberg
« Second, with so much “slack” in the )
economy or the degree to which resources 5 U.S. Purchasing Managers Index (PMI)
and machines are not being utilized, this too B
is deflationary. So another metric to pay 8 60
attention to focuses in on manufacturing g
activity as measured by the ISM G 55
Manufacturing PMI Index. When the index % \ N
value notches over 50, that means ‘550 "\/ J
manufacturing activity is expected to S s 5/31/20,
expand while levels below 50 indicate 3 43.1
= 40

contraction.  As manufacturing picks-up,
that should also coincide with rising levels
of inflation as demand returns.
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