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The Biden administration continues to push forward with incremental government 

spending initiatives, each of which should support rapid economic growth throughout this 

year and much of 2022. The four quarters ending in the middle of next year should 

witness the fastest rate of economic growth in nearly four decades. The critical question 

for investors is the sustainability of the current economic expansion. 

 

▪ The US economy will benefit from two separate fiscal spending initiatives in 2021: 

The $900 billion COVID relief spending package passed late last year; and the $1.9 

trillion American Rescue Plan (ARP) passed in early March. The 2022 economy will 

benefit from some spillover from the ARP along with an additional spending plan, 

referred to as the American Jobs Act. If passed into law, this plan would provide funds 

for massive investment in infrastructure projects over the next ten years.     

 

▪ These spending programs are highly supportive of economic growth in the medium 

term. The US economy is entering an accelerating growth phase that could persist for 

most of 2022. Following a weather-induced slowdown in February, economic data for 

March have strengthened considerably.  

 

▪ Nonfarm payrolls increased by greater than 900,000 in March, the largest gain in 

eight months, while the level of auto sales in March was among the highest on record. 

Manufacturing activity spiked to the highest level since 1983, led by the automotive 

and capital goods sectors, while the monthly survey of service sector activity rose to an 

all-time high. 

 

▪ First quarter GDP should expand at a 5% annual rate, with quarterly growth 

accelerating as the year unfolds. Quarterly growth rates in GDP should fall within a 

range of 5% to 10% over the next four quarters, moderating to a range of 3% to 6% 

over the subsequent four quarters. GDP growth of this magnitude has not been seen 

since the mid-1980s. 

 

▪ In addition to unprecedented fiscal stimulus, the positive outlook for economic growth 

is predicated upon massive pent-up demand and a steady escalation in the number of 

Americans vaccinated. Through the end of last week, nearly 180 million vaccines were 

administered, while nearly 25% of the US adult population have been fully vaccinated. 

Offsetting these positive trends is the rapid spread of variants worldwide. 
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has announced another 

ambitious spending 

program, which could be 

passed into law later this 

year. Called the American 

Jobs Plan, this initiative 

is dominated by spending 

on infrastructure, with 

$2.3 trillion to be spent 

over the next ten years, 

beginning in 2022.  
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▪ While the worst of the pandemic appears to have passed in the US, challenges to 

public health remain. Although new cases and fatalities have been in a declining trend 

since their January peaks, the current level of each remains unacceptably high. As is 

the case throughout Europe, the highly contagious B.1.1.7 UK variant has become the 

dominant strain in the US and threatens to create a fourth wave in the pandemic. The 

specific rate of GDP growth will remain unclear until the population has reached herd 

immunity. 

 

▪ Herd immunity is defined as a form of protection from infectious disease that can 

occur when a sufficient percentage — estimated at 75% to 80% — of the population 

has become immune to an infection, either through vaccination or previous infection. 

The US is expected to reach herd immunity by July or August of this year, paving the 

way for a total reopening of the US economy. Until then, the strength of the economy 

will be governed by a race between variants and vaccines.  

 

▪ The economic recovery this year should also benefit from deferred demand. Pent-up 

demand can be measured by surplus savings of households, excess cash on corporate 

balance sheets, and the massive 5% gap between potential national output and 

current output. Households currently hold an unprecedented $1.8 trillion in surplus 

savings that will be spent largely on services over the next several years as the 

economy reopens.  

 

▪ A rapidly strengthening economy is bullish for corporate profits. First quarter earnings 

per share (EPS) for companies in the S&P 500 could expand at a 25% rate, with 

revenue growth of 8%. For the full year, EPS growth could approach 30%, with 

revenue growth of 10%, the fastest pace in more than a decade. Growth should slow 

somewhat next year, the result of slower GDP growth and a higher corporate tax rate.  

 

▪ The Biden administration has announced another ambitious spending program, which 

could be passed into law later this year. Called the American Jobs Plan, this initiative 

is dominated by spending on infrastructure, with $2.3 trillion to be spent over the next 

ten years beginning in 2022. The plan will allocate funds for infrastructure projects in 

the following areas: Airports, highways, bridges, ports, water and transit systems, the 

electric grid, and high-speed broadband.  

 

▪ The critical investment issue is the timing of cyclical imbalances that typically emerge 

following a burst of economic growth. A runaway economy often sows the seeds of its 

own demise through excesses, distortions, and imbalances that inevitably materialize 

in an environment of exceptionally rapid economic growth. The most dangerous of 

these imbalances would be a sustained rise in inflationary pressures. 

 

▪ Inflation is the crucial wild card in the outlook. Following an expected period of price 

stability over the next 12 months, consumer inflation is likely to drift higher next year, 

with more rapid acceleration in 2023 and 2024. My forecast assumes inflation of 

2.2% this year and 2.8% in 2022, accelerating to a range of 3.5% to 4% in 2023 

and 2024, the fastest pace since 1990. 
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▪ Accelerating inflation will force the Federal Reserve to tighten monetary conditions 

more aggressively than is currently expected, with negative implications for both 

economic growth and the equity market. The key point is that both sustained economic 

growth and equity market returns are dependent upon the future trend in inflation. 

 

▪ Sustained economic growth over the next several years is also dependent upon the 

trend in long-term interest rates. A steep rise in bond yields seems inevitable, but 

timing is uncertain. My assumption is that market interest rates will rise in waves over 

the next several years, interrupted by periods of stabilization. Alternatively, a persistent 

spike in borrowing costs would be more disruptive and would undermine growth in the 

consumer, housing, and capital goods sectors, thereby shortening the duration of the 

expansion.  

 

▪ With the exception of China and emerging Asia, economic growth outside the US 

remains sluggish. The world economy could strengthen markedly later this year, once 

vaccine availability improves and as the US reaches peak economic growth rates. 

Europe, Japan, and emerging market economies will benefit enormously from rapid 

growth in US and Chinese imports expected during the second half of this year. The 

IMF predicts that the world economy will grow by 6% this year, the fastest growth rate 

in decades.  

 

▪ The US equity market is overvalued: Exuberant equity investors have pulled forward 

future returns, which means that stock returns in recent months have borrowed from 

the future. The implication is that stock prices should continue to move higher along 

with company earnings, but at a much slower pace than has occurred historically. 

Stated differently, stock price appreciation over the next year could fall far short of 

growth in company earnings. 
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This material is intended to provide information only. This material is not intended as advice or recommendation about investing or managing your retirement 
savings. By sharing this information, Prudential Retirement® is not acting as your fiduciary as defined by the Department of Labor or otherwise. If you need 
investment advice, please consult with a qualified professional. 
 
The opinions and recommendations herein do not take into account individual client circumstances, objectives, or needs and are not intended as 
recommendations of particular securities, financial instruments or strategies to particular clients or prospects. No determination has been made regarding 
the suitability of any securities, financial instruments or strategies for particular clients or prospects. For any securities or financial instruments mentioned 
herein, the recipient(s) of this report must make its own independent decisions. 
 
Certain information contained herein may constitute “forward-looking statements,” (including observations about markets and industry and regulatory 
trends as of the original date of this document). Due to various risks and uncertainties, actual events or results may differ materially from those reflected or 
contemplated in such forward-looking statements. As a result, you should not rely on such forward-looking statements in making any decisions. No 
representation or warranty is made as to future performance or such forward-looking statements. 
 
The financial indices referenced herein are provided for informational purposes only. You cannot invest directly in an index. The statistical data regarding 
such indices has been obtained from sources believed to be reliable but has not been independently verified. 

Bloomberg Barclays US Aggregate Bond Index: is a broad base, market capitalization-weighted bond market index representing intermediate term 
investment grade bonds traded in the United States. Investors frequently use the index as a stand-in for measuring the performance of the US bond market. 

Bloomberg Barclays High-Yield Corporate Bond Index: measures the USD-denominated, high yield, fixed-rate corporate bond market. Securities are 
classified as high yield if the middle rating of Moody's, Fitch and S&P is Ba1/BB+/BB+ or below. 
 
Dow Jones Industrial Average: is a stock market index that measures the stock performance of 30 large companies listed on stock exchanges in the 

United States. 
 
NASDAQ: is an American stock exchange at One Liberty Plaza in New York City. It is ranked second on the list of stock exchanges by market capitalization 
of shares traded, behind the New York Stock. 
 
Russell 2000 Index: is a small-cap stock market index of the smallest 2,000 stocks in the Russell 3000 Index. It was started by the Frank Russell 
Company in 1984. The index is maintained by FTSE Russell, a subsidiary of the London Stock Exchange Group. 
 
Russell 3000 Growth Index: is a market capitalization-weighted index based on the Russell 3000 index. The Russell 3000 Growth Index includes 
companies that display signs of above-average growth. The index is used to provide a gauge of the performance of growth stocks in the United States. 
 
Russell 3000 Value Index: : is a market-capitalization weighted equity index maintained by the Russell Investment Group and based on the Russell 3000 
Index, which measures how U.S. stocks in the equity value segment perform by including only value stocks. 
 
S&P 500® Index: Measures the performance of 500 widely held stocks in US equity market. Standard and Poor's chooses member companies for the index 
based on market size, liquidity and industry group representation. Included are the stocks of industrial, financial, utility, and transportation companies. Since 
mid-1989, this composition has been more flexible and the number of issues in each sector has varied. It is market capitalization-weighted. 
 
These materials are not intended as an offer or solicitation with respect to the purchase or sale of any security or other financial 
instrument or any investment management services and should not be used as the basis for any investment decision. Past performance is 
not a guarantee or reliable indicator of future results. 

The information provided is not intended to provide investment advice and should not be construed as an investment recommendation by Prudential 
Financial or any of its subsidiaries.     

 
©2021 Prudential Financial, Inc. and its related entities. Prudential, the Prudential logo, and the Rock symbol are service marks of Prudential Financial, Inc., 
and its related entities, registered in many jurisdictions worldwide. 
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