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Summary and Major Conclusions: 

 
▪ US GDP increased at a 6.4% annual rate in the first quarter, after adjustment for inflation. 

Inventories were a major drag, subtracting 2.6 percentage points from the headline number, 

while real final sales rose at a blistering 9.2% annual rate.  

 

▪ The US economy has performed exceedingly well, despite its poor public health record in 

dealing with the coronavirus pandemic. This strong relative performance can be attributed to 

unprecedented policy stimulus, highly targeted government income support programs, and 

unrivaled application of digital technologies. 

 

▪ I expect the US economy to post the fastest quarterly growth rates in real GDP since the early 

1980s. US real GDP could increase at an 8% annual rate during the next four quarters, rivaling 

the record 8.6% annual rate during the four quarters ending in early 1984.  

 

▪ My forecast assumes real GDP growth of 7.5% this year followed by growth of 5% in 2022 and 

3.5% in 2023. By comparison, the two fastest-growth calendar years since 1960 were 1983 

and 1984, with GDP growth rates of 7.9% and 5.6%, respectively. Corporate profitability is 

highly correlated with economic growth.  

 

▪ Corporate earnings are on a steep upward path. My forecast assumes growth in company 

earnings of 35% this year and 10% to 15% in 2022, led by economically sensitive sectors such 

as industrials, materials, financials, transportation, technology, and consumer discretionary.  

 

▪ The direction of the economy and financial markets beyond the next year will be dictated by the 

future path of inflation. The trend in inflation will determine the thrust of monetary policy, which 

in turn will determine the longevity of the current economic expansion.   

 

▪ My forecast assumes that core consumer inflation, currently at 1.8%, will end this year within a 

range of 2% to 2.5%. I expect a sharp acceleration to 3% at the end of 2022 and a further 

increase to 3.5% to 4% by the end of 2023.  

 

▪ The world economy is currently in a dual-speed recovery that could persist for another two 

quarters. However, this condition is set to change during the second half of this year and evolve 

into a synchronized economic expansion.  

 

▪ A robust recovery in the world economy is predicated upon a rapid distribution of COVID-19 

vaccines, aggressive monetary and fiscal policies in most major economies, massive pent-up 

demand, and a strong rebound in world trade. Import demand from China and the US will 

benefit export-oriented countries such as Germany and Japan.  

 

▪ The US economy is in the early years of an era of unprecedented spending by the federal 

government, which will fuel a boom in output. President Biden’s $1.9 trillion American Rescue 

Plan was signed into law in March and will provide a sizeable boost to economic growth and 

employment during the remainder of this year. 

 

 

 

How sustainable is the 

current economic boom? 

The answer to this question 

depends upon the future 

path of inflation. There is 

no shortage of government 

stimulus and other         

pro-growth forces to 

sustain the expansion 

through 2023, at a 

minimum. Therefore, an 

end to the expansion would 

not come about because of 

a lack of demand. Rather, 

the greatest risk to the 

expansion is an emergence 

of imbalances, most 

notably a rapid rise in 

inflation, which would 

compel the Federal 

Reserve to aggressively 

tighten monetary 

conditions.   

 

.  
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▪ The Biden administration has also proposed an infrastructure spending bill for passage later this 

year. Called the American Jobs Plan, this bold investment program proposes $2.25 trillion in 

spending on both traditional infrastructure and related social programs over the next eight years.  

 

▪ Unlike the American Rescue Plan, this plan would not provide stimulus for the economy in the 

short term but would focus on structural economic and social needs, with a goal of improving 

productivity and quality of life over the long term.  

 

▪ Spending on infrastructure would not begin to impact the economy early next year and would 

have a progressively larger impact on GDP growth in the years beyond 2022, with a peak 

economic impact in 2024 and 2025. 

 

▪ The Federal Reserve is the major wild card in the outlook for both the economy and financial 

markets. The Fed is faced with a daunting challenge of normalizing interest rates in a manner 

that counteracts inflation without crunching the economy. 

 

▪ My concern is that the Fed will err on the side of monetary accommodation over the next two 

years because of its greater fear of economic weakness relative to that of rising consumer prices, 

a policy that would raise the risk of inflation. 

 

▪ The investment cycle is out of sync with the economic cycle, as investors have pulled forward 

future returns. Having borrowed from the future, equity investors should expect more modest 

prospective returns from current all-time peaks. 

 

▪ Far more important than absolute equity market returns is the outlook for relative performance 

within global equities. The world equity market is on the threshold of a major rotation in 

leadership from growth stocks to value stocks and from US stocks to international equity 

markets. 

 

▪ A sustained rise in market interest rates over the next several years will trigger a steady rise in 

bond yields and decline in bond prices. Investment-grade bonds could post negative rates of 

return of 5% this year, while long-term government bonds could lose 15% or more in value. 

 

 

 

ECONOMIC OVERVIEW 

 

US GDP increased at a 6.4% annual rate in the first quarter, lifting aggregate 

output to a level only 1% below its pre-pandemic peak in late 2019. Only China, 

Taiwan, Vietnam, and New Zealand have fully recovered from the pandemic. US 

economic output should return to its previous record high by the middle of this 

year as increased vaccinations permit a further reopening of the economy. More 

than 45% of the US population have received a single dose of the vaccine, while 

nearly 35% of the population have been fully vaccinated.  

 

Real Final Sales: A steep drawdown in business inventories in the quarter 

penalized GDP by 2.6 percentage points, while real final sales increased at a 

spectacular 9.2% annual rate, the fastest pace in decades. Personal consumption 

increased at a 10% annual rate, while residential construction and business 

investment in equipment increased at annual rates of 24% and 16%, respectively. 

Second quarter real GDP could grow at a 10% annual rate.  
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US Relative Strength: The US economy has performed exceedingly well, despite its 

poor public health record in dealing with the coronavirus pandemic. The relative 

strength of the US economy can be attributed to a far greater availability of COVID-

19 vaccines; monetary and fiscal stimulus far more aggressive in comparison with 

all other major countries; more opportunistic absorption and application of state-

of-the art digital technologies; and superior resiliency emanating from a greater 

reliance on a free market system.  

 

ECONOMIC GROWTH 

 

I expect the US economy to post the fastest quarterly growth rates in real GDP 

since the early 1980s. For example, US real GDP could increase at an 8% annual 

rate during the next four quarters, rivaling the record 8.6% annual rate during the 

four quarters ending in early 1984. For historical perspective, the fastest four-

quarter period of GDP growth during the boom of the 1990s was only 5.3%.  

 

Economic Sectors: All sectors of the economy should support rapid economic 

growth over the next two years, the three most important being consumer 

spending, business investment, and housing:   

 

▪ Consumer Spending: A boom in personal consumption expenditures will be 

driven by rapid growth in employment, highly accommodative credit 

conditions, massive pent-up demand, and rising consumer confidence. 

Various income support policies by the federal government have resulted in 

excess household savings of $2.5 trillion, more than 10% of GDP. The only 

question is how rapidly this excess savings will be spent. My forecast assumes 

growth of 8% and 5% in 2021 and 2022, respectively (see chart 1). 

 

Chart 1: Consumer Confidence Surges in April 

Index of US Consumer Sentiment US  

Source: The Conference Board 
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▪ Capital Formation: All indicators point to a robust recovery in business capital 

investment: Corporate profits and cash flow are booming; the cost of capital is 

exceptionally low; and the outlook for household and business spending is 

positive, bolstering confidence in future growth in revenues. Investment in 

business equipment and software could increase at a 15% rate in both 2021 

and 2022.  

 

▪ Residential Construction: An unprecedented shortage of homes for sale 

virtually guarantees a prolonged period of above-average construction of 

single-family homes. Demographic and credit-related factors are also 

supportive of housing. My forecast assumes growth in home construction of 

25% this year and 15% in 2022 (see chart 2). 

 

GDP Forecast: My forecast assumes real GDP growth of 7.5% this year followed by 

growth of 5% in 2022 and 3.5% in 2023. By comparison, the two fastest-growth 

calendar years since 1960 were 1983 and 1984, with GDP growth rates of 7.9% 

and 5.6%, respectively. Corporate profitability is highly correlated with economic 

growth, implying a sharp increase in business profits. My forecast assumes growth 

in company earnings of 35% this year and 10% to 15% in 2022.  

 

Growth Sustainability: How sustainable is the current economic boom? The answer 

to this question depends upon the future path of inflation. There is no shortage of 

government stimulus and other pro-growth forces to sustain the expansion through 

2023, at a minimum. Therefore, an end of the expansion would not come about 

because of a lack of demand. Rather, the greatest risk to the expansion is an 

emergence of economic imbalances, most notably a rapid rise in inflation, which 

would compel the Federal Reserve to aggressively tighten monetary conditions.   

 

Chart 2: New Home Sales at a Multi-Year High 

New Home Sales, Thousands of Units 

Source: US Census Bureau
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INFLATION 

 

The direction of the economy and financial markets over the next several years will 

be dictated by the future path of inflation. The trend in inflation will determine the 

thrust of monetary policy: The pace at which the Federal Reserve tightens 

monetary conditions will determine the longevity of the current economic 

expansion, which in turn will shape future equity market returns. Simply put, a 

continued pace of price stability would be consistent with healthy and sustained 

economic growth; a rapid rise in inflation would undermine growth and result in a 

premature recession.   

 

Although inflation is likely to remain under control over the next several quarters, 

there are compelling reasons to be concerned about rising inflation in the years 

beyond 2022: 

 

▪ Monetary Policy: Relentless purchases of government securities by the 

Federal Reserve have resulted in an unprecedented expansion in the Fed’s 

balance sheet. The M2 money supply is growing at a 27% annual rate, the 

fastest pace in more than 100 years, possibly sowing the seeds of future 

inflation.  

 

▪ Fiscal Policy: Unprecedented federal government spending — accompanied 

by massive bond issuance — would add to inflationary pressures through both 

rapid money growth and a restoration of full employment (see chart 3). 

 

 

 

Chart 3: Government Spending in a Rising Trend 

Federal Government Expenditures 

Percent Change Quarterly, Annual Rate 

Source: Bureau of Economic Analysis 
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▪ Spending Surge: Unprecedented liquidity in household balance sheets — 

courtesy of massive pandemic-relief government transfers — could unleash a 

surge in spending that could overwhelm potential supply. Excess household 

savings approximates $2.5 trillion, or 10% of current GDP (see chart 4).  

 

▪ Bank Lending: The excellent health of the banking system means that banks 

will soon increase lending, directly boosting bank deposits and money growth, 

which typically result in rising inflation. 

 

▪ Industry Consolidation: A combination of widespread business failures and 

robust mergers and acquisitions has resulted in a progressive consolidation of 

many industries, whereby the dominant firms have acquired an increased 

ability to raise selling prices to maintain profit margins. 

 

My forecast assumes that core consumer inflation, currently at 1.8%, will end this 

year within a range of 2% to 2.5%. I expect a sharp acceleration to 3% at the end 

of 2022 and a further increase to 3.5% to 4% by the end of 2023.  

 

THE WORLD ECONOMY 

 

The world economy is currently in a dual-speed recovery that could persist for 

another several quarters before transitioning to a synchronized economic expansion 

later this year and during all of 2022. Aside from the economies of the US, China, 

and several small Asian countries, most economies of the world remain depressed. 

There are several forces that should support a robust global economic expansion 

over the next several years: 

 

Chart 4: Temporary Spike in Personal Savings Rate 

US Personal Savings  

Percent of Disposable Personal Income 

Source: Bureau of Economic Analysis 
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▪ Vaccination Catch-Up: Limited availability of vaccines has been a handicap 

for most foreign economies, especially those in Europe, but this will soon 

change with a ramp-up of vaccine production for world distribution.  
 

▪ Pent-Up Demand: As in the US, governments have provided income support 

to households and businesses, but a large portion of these funds has not been 

spent. Spending will recover rapidly along with a reopening of non-US 

economies. 
 

▪ Government Stimulus: Although not as aggressive as in the US, monetary and 

fiscal policies elsewhere should boost economic growth over the next two 

years. 
 

▪ World Trade: Comprising 45% of world GDP, the economies of China and the 

US will be locomotives of growth, providing enormous support for the global 

economy over the next two years. Robust domestic demand in each country 

will spark an export-led recovery in Europe, Japan, and emerging Asia  

(see chart 5).   

 

FISCAL POLICY 

 

The focal point of the Biden administration during its first 100 days was on the 

pandemic, most notably income support for families and distribution of vaccines. 

With the population moving closer to herd immunity, the administration has 

shifted its primary focus to long-term structural economic investments, most 

notably a massive infrastructure program. Called the American Jobs Plan, this bold 

initiative proposes $2.25 trillion in spending over the next ten years for both 

traditional infrastructure and related social programs. 

 

Chart 5: Strong Chinese Import Trade Will Drive Global Economy 

Chinese Imports, $ Billions 

Source: Bloomberg Economics 
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Unlike previous pandemic relief programs, this spending initiative is not designed 

to provide immediate stimulus for the economy in the short term but rather to 

improve productivity and quality of life over the long term. It is also designed to 

bolster the economy’s competitive posture in preparation for an increasingly 

combative economic, military, and technological rivalry with China in the 21st 

century. 

 

Nonetheless, the thrust of US fiscal policy would be highly pro-growth this year 

and beyond. The US and world economies will continue to be net beneficiaries of 

these massive spending and income-support programs, in the form of strength in 

consumer spending, business investment, manufacturing, and housing. It is highly 

likely that an infrastructure bill will be passed by Congress later this year and be 

implemented in the early months of next year. Spending will have a progressively 

larger impact on GDP growth and employment beyond 2022, with maximum 

economic impact in 2024 and 2025. 

 

MONETARY POLICY 

 

The Federal Reserve is the major wild card in the outlook for both the economy and 

financial markets. The Fed is faced with a daunting challenge of normalizing 

interest rates in a manner that effectively counteracts inflation without crunching 

the economy. My concern is that the Fed will err on the side of monetary 

accommodation over the next two years because of its greater fear of economic 

weakness relative to that of rising inflation. 

 

I expect the Fed to tighten monetary policy in two phases: (1) A pullback in 

quantitative easing beginning later this year; and (2) The onset of a new rate-

tightening cycle later next year. The Fed could soon announce reductions 

(tapering) in its monthly purchases of government securities during the fourth 

quarter of this year. Federal Reserve officials are on record indicating no rate 

increases until 2024, a highly unrealistic and dangerous proposition, in my 

judgment, relative to the risks of future inflation. 

 

FIXED-INCOME MARKET 

 

There is no change in my highly pessimistic assessment of the fixed-income 

market. A sustained rise in market interest rates over the next several years will 

trigger a sharp rise in bond yields and steady decline in bond prices. I expect 

market yields to trend higher because of rising inflation expectations and rising 

real yields. Investment-grade bonds could post negative rates of return of 5% this 

year, while long-term government bonds could lose 15% or more in value. 

Corporate bonds are also expensive and should register negative rates of return 

over the next year.   
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WORLD EQUITY MARKET 

 

The investment cycle is out of sync with the economic cycle, as investors have 

pulled forward future returns in the US equity market. Having borrowed from the 

future, equity investors should expect more modest prospective returns from 

current all-time peaks. As measured by the S&P 500 Index, total equity market 

returns of 8% to 10% are possible through yearend, followed by returns of only 5% 

in 2022. Equity markets will trail corporate profits by a wide margin over the next 

12 months. 

 

Far more important than absolute equity market returns is the outlook for relative 

returns within global equities. The world equity market is at the threshold of a 

major rotation in leadership from growth stocks to value stocks and from US stocks 

to international equity markets. Value stocks have already significantly 

outperformed growth stocks over the past six months, and further relative 

performance gains lie ahead. I expect returns in the S&P 500 to lag those in most 

major stock indexes worldwide. 

 

International stocks should also begin to outperform the domestic market, as 

foreign countries reopen their economies in response to much improved access to 

vaccines. Non-US stocks tend to outperform domestic equities during periods of 

rapidly growing world trade and synchronized world economic expansions. Rapid 

import growth in the US and China should bolster domestic manufacturing in 

export-oriented economies, including those of Germany, Japan, Sweden, and South 

Korea. Adding to their overall appeal are relative valuations: International stocks 

are priced at a whopping 30% valuation discount to the S&P 500 Index.  
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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. 

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. 
 
MSCI World Excluding US Equity Index: is a stock market index comprising of non-U.S. stocks from 23 developed markets and 26 emerging markets. 

The index is calculated with a methodology that focuses on liquidity, investability, and replicability.  
 
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.     
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