
With the U.S. government set to pass an unprecedented 
$1.9 Trillion stimulus package, the question on the minds of 
investors is whether this will re-ignite inflationary pressures, 
offsetting the benefits of borrowing all that money. The plan 
is about 9% of pre-crisis GDP in America, and nearly twice 
as big as President Obama’s spending package back in 
2009. Whether it overheats the economy remains to be 
seen, though the sheer size of the proposal has drawn 
criticism, even from within the Democratic Party itself. 
Notably, Harvard economist Larry Summers -an advisor to 
President Obama and the world’s foremost advocate of 
deficit spending- has warned that the spending bill is 
excessive and is a catalyst to inflationary pressures.

Bolstering the case for a rapid rebound without the stimulus 
package, is the fact that economic disruption is mainly 
concentrated in certain sectors, rather than spread widely. 
Employment in the Leisure, Hospitality and Travel sectors 
remain well below pre-Covid levels, but outside of these affected sectors, employment remains virtually 
unchanged. The same can be said for consumer spending, where retail spending on goods is 16.5% higher 
than a year ago, so Americans are spending, just spending differently. Previous stimulus packages have 
already increased incomes, including those at the lowest thresholds, and on aggregate Americans’ total 
after-tax income was 4.3% higher than a year ago. When aggregate demand for goods exceeds the capacity 
of the economy to meet demands, you get inflation.

As we look ahead, we are watching for signs of such overheating, and know that the U.S. Central Bank will 
have to raise interest rates to keep the economy in check. Since January when the Democrats won the 
crucial Senate seats in Georgia, allowing them to pass a bill of this size, the ten-year Treasury rose form 
0.9% to 1.1%. The yields on inflation-linked bonds rose by roughly the same amount, suggesting that  bond 
investors are expecting higher real interest rates, rather than just higher inflation. 

Those who are zealously committed to breaking the world 
economy out of the low-rate, low-inflation traps of the 2010’s 
might welcome a larger burst of inflation. But the cautionary 
warning here is that overheating the economy will provoke the 
Federal Reserve to raise interest rates earlier, and it is cheap 
money that is under-pinning today’s sky high asset prices. It is 
our position that such a scenario remains a tail risk and that 
overheating is a lower probability outcome. But no-one really 
knows how fast the economy can grow with setting off inflation, 
so our portfolio allocations continue to include hedged positions 
against a nearer-term future where interest rates move up, and 
faster than expected.

Be safe, be well!
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