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Fed Believes Supply-Side Issues Were Behind a Hiring Slowdown and Decades-Fast Inflation, Spurring Questions about What Comes Next for Monetary Policy

While Treasury yields didn't post a large net move in May, a storyline began to develop that could become the major focus in the second half of 2021. More than 60% of
U.S. adults over the age of 18 have received at least one dose and more than half are fully vaccinated. Vaccinations have been credited for a rapid decline in U.S. cases to
the lowest levels since last June, allowing greater economic re-opening and the unleashing of cooped-up consumers flush with savings, much of which accumulated from
unprecedented fiscal support. Economic surveys show growing friction between increasing demand and a supply-side strained by historic pandemic disruptions and uneven
global recovery. The imbalances have been blamed for signs of rising price pressures, stirring some concern that stronger inflation may be more persistent than expected.

Early in the month, the ISM surveys showed activity slowed in April across both the manufacturing and services sectors amid continued disruptions throughout the
production process. The comments sections in both reports were full of anecdotes expressing consternation among business leaders struggling to keep up with increasingly
stronger demand. Congestion in supply chains has become commonplace and materials shortages widespread, evidenced by ISM indices tracking supplier delivery times
remaining elevated while those correlated with the costs of materials and inputs climbing to their highest levels in over a decade. More timely surveys from several
regional Federal Reserve Banks and preliminary Markit PMIs showed those forces continued in the first half of May. After reporting the strongest manufacturing and
services PMIs in records back to the late 2000s, Markit said, “The U.S. economy saw a spectacular acceleration of growth in May,” while also noting “further concerns in
relation to inflation…as the growth surge continued to result in ever-higher prices.”

Inflation concerns became more acute after economic data provided evidence that the anecdotes weren’t simply hyperbole. April’s CPI inflation report was much stronger
than expected, exacerbating known base effects to drive headline inflation up to 4.2%, the highest level since 2008, and core inflation to 3.0%, the fastest annual increase
since 1996. The impacts of materials shortages and the reflationary effects of economic re-opening were clear in the details. Auto prices jumped 10% amid the ongoing
chip shortage, the largest monthly gain in records since 1953. With consumers resuming some popular services activities, the costs of airfare, hotels, and rental cars all
experienced their largest monthly increases in at least a couple of decades. The dynamics underlying the CPI data were also reflected in the Fed's preferred PCE report and
drove the core measure up 3.1% from a year ago, the highest since 1992. Combined, the data ignited debate about how persistent these inflation pressures will be.

Some suspect that supply issues were also to blame, at least partially, for April's unpleasant payroll report. The BLS announced 266k jobs were recovered in April, a marked
slowdown and an enormous miss relative to economists’ expectations for 1 million jobs to be recouped. However, the collective messaging from multiple labor-related
indicators signaled that a softening in demand for workers was not to blame. Job openings rose more than expected to a record in March and the NFIB’s Small Business
Confidence survey reported the largest number of businesses struggling to fill open positions in records since 1973. Further supporting the story of continued labor market
recovery, new filings for unemployment insurance have continued their steady improvement, ending May at the lowest levels of the pandemic.

Many Fed officials said the April jobs report served as a well-timed reminder that the road to recovery will be lengthy and potentially bumpy at times. And despite April's
inflation surprises, the consensus view continued to be that stronger inflation will prove transitory as base effects fade, impediments for certain sectors are resolved, and
the supply side of the economy catches up with demand. Against that backdrop, and despite a market-moving mention in April’s meeting minutes of potentially discussing
tapering asset purchases at upcoming meetings, most Fed officials seemed comfortable and content with keeping monetary policy easy for now.
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April's payroll report was shockingly weak, with the 
266k jobs added coming in well below the 1.0mm 
median expectation (and all 77 economist submissions 
to Bloomberg); while leisure jobs rose again, most 
other sectors slowed; unemployment inched higher for 
the first time since April 2020

April's CPI report was much hotter than expected, as 
large monthly gains in some pandemic-affected 
categories exacerbated base effects on YoY 
calculations; headline inflation of 4.2% YoY was the 
strongest since 2008 while core's 3.0% gain was the 
strongest since 1996; auto prices surged +10% MoM 
(record since 1953) on effects of the chip shortage; 
economic re-opening jolted the cost of airfares, hotels, 
rental cars notably higher

ISM Manufacturing (60.7 
vs 65.0 expected) and 
Services (62.7 vs 64.1) 
PMIs cooled 
unexpectedly in April as 
supply-side issues  
impacted businesses' 
ability to keep up with 
strong demand

German economic 
expectations surged in
May to 21-year high

The Colonial 
pipeline was
shutdown by a 
ransomware 
attack

NFIB showed the 
number of small 
businesses struggling
to find workers 
(1973) and raising 
prices (early 1980s) 
were the highest in 
decades

Job openings hit 
a record in March 
in data back to
2000

Retail sales were 
unchanged at a high 
level in April after 
surging 10.7% in 
March (revised up 
from 9.8%)

Fed's April Minutes 
showed "a number of 
participants" saw a case 
for starting to discuss 
plans for tapering asset 
purchases at upcoming 
meetings "if the economy 
continued to make rapid 
progress"

Markit's U.S. PMIs were stronger 
than expected at record levels in 
preliminary May estimates

Markit's May PMIs for the U.K. 
(highest in records since 1998) and 
EU (> 3-year high) beat expectations

The White House lowered the 
proposed spending levels in the 
American Jobs Plan from $2.25t 
to $1.7t; Republicans said the 
counterproposal left the sides 
further apart

Notably weaker 
expectations were 
offset by a much 
stronger current 
assessment, netting 
to a small decline for 
consumer 
confidence in May 
(CB)

Total initial claims 
fell below 500k, a 
new pandemic low 
(state 406k, PUA 
93.5k); continuing 
claims also dropped, 
leading all-program 
claims lower to 
15.8mm, a new 
pandemic best

Personal income fell 13.1% in April after a 
20.9% March surge on ARP stimulus 
checks; wage gains, however, were strong, 
spending solid, and savings elevated

Strong monthly prints for 
pandemic-affected categories 

exacerbated base effects, pushing 
Core PCE inflation up to 3.1% YoY 

(fastest since 1992)
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Value
Dow Jones 34,529 1.93% h 4.69% h 12.82% h
S&P 500 4,204 0.55% h 5.82% h 11.93% h
Nasdaq 13,749 -1.53% i 3.79% h 6.68% h

Stoxx Europe 600 447 2.14% h 3.99% h 11.96% h
China CSI 300 5,332 4.06% h 5.61% h 2.31% h
Nikkei 225 28,860 0.16% h -1.09% i 5.16% h

Yield

U.S. 2-year 0.14% -1.8 i -2.0 i 2.0 h
U.S. 5-year 0.80% -4.7 i -14.0 i 43.9 h
U.S. 10-year 1.59% -3.2 i -14.6 i 68.1 h

German 10-year -0.19% 1.5 h 10.5 h 38.2 h
U.K. 10-year 0.80% -4.7 i -5.0 i 59.8 h
French 10-year 0.17% 1.4 h 21.6 h 50.8 h
Italian 10-year 0.91% 0.5 h 24.1 h 36.6 h
Japanese 10-year 0.09% -1.0 i -0.8 i 6.6 h

Value
WTI Crude 66.32$ 4.31% h 12.10% h 36.69% h
U.S. Dollar 89.83 -1.59% i -3.65% i -0.12% i
Gold Spot 1,907 7.79% h 11.66% h 0.45% h
Commodity Index 92.83 2.73% h 11.24% h 18.92% h

Existing Home Sales MoM New Home Sales MoM Core Retail Sales

ISM Manufacturing Manufacturing Production

INTENDED FOR INSTITUTIONAL INVESTORS ONLY. The information included herein has been obtained from sources deemed reliable, but it is not in any way guaranteed, and it, together with any
opinions expressed, is subject to change at any time. Any and all details offered in this publication are preliminary and are therefore subject to change at any time. This has been prepared for
general information purposes only and does not consider the specific investment objectives, financial situation and particular needs of any individual or institution. This information is, by its very
nature, incomplete and specifically lacks information critical to making final investment decisions. Investors should seek financial advice as to the appropriateness of investing in any securities or
investment strategies mentioned or recommended. The accuracy of the financial projections is dependent on the occurrence of future events which cannot be assured; therefore, the actual results
achieved during the projection period may vary from the projections. Interest rate swaps and derivatives are offered and sold via Vining Sparks Interest Rate Products, LLC. The firm may have
positions, long or short, in any or all securities mentioned.  Member FINRA/SIPC.
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April's payroll report was hugely disappointing, as hiring slowed 
sharply and unexpectedly (+1.0mm gain expected) and unemployment 

rose for the first time since April 2020

Weaker
expectations

Despite strong demand and low rates, tightening
supply and rising prices have become notable 

headwinds for housing activity

Both ISM reports indicate supply-side issues are limiting 
some activity; demand remains solid

Solid, but softer than 
March's stimulus-fueled

surge

Indicators of business investment in equipment 
remained brisk

Monthly deficit was 
the widest on record

Expected 2.9%


