
With two young children, my bandwidth for pleasure 
reading has been limited to a number approaching zero 
in recent years.  The lucky convergence of a milestone 
birthday and a friend’s recommendation, though, led me to 
pick up the Oscar winner’s recent book.  

I am glad I did.  The ramblings of a 50-something year 
old Irish-American Texan, who at times sounds more like 
Thoreau than a cattle hand, was exactly what I had been 
missing.  While the book was more a memoir than a tale 
of economic revitalization, there are more than a few 
parallels.

Inflation Green Lights
In lapping the pandemic plunge from a year ago and 

traversing the most anticipated economic recovery in 
modern history, it is imperative to focus on the realities in 
a re-opening world.  Moving into 2021, our team began 
actively positioning portfolios for the “Summer” economic 
environment. Our Summer season aims to capture both an 
acceleration in growth (GDP) and inflation (CPI) through a 
larger allocation to stocks and a paring of our allocation to 
bonds. 

Rising inflation has not been a worry in nearly two 
decades.  Today, though, it is appearing in the data. All key 
indicators point to at least a short-term period of higher 
inflation.  

What is driving the reversal in inflation expectations? 
Think about it this way. The world has been drawing down 
on its inventory for over a year while relying on limited 
capacity to produce new goods. At the same time, every 
store in every city around the world is being forced to 
rebuild their inventory over the next six months in order to 
satisfy the groundswell of expected demand. 

The result? A significant near-term strain on economic 
inputs, i.e. resources and raw materials.  At the same time, 
those who “make stuff” – miners, timber farmers, mill 
workers, etc. – have had their ability to operate at a normal 
capacity cut by social distancing, quarantine restrictions 
and pandemic related furloughs.  

What this means is that we are likely to see the first 
lesson in Economics 101 – supply ↓, demand ↑ = Price ↑ play 
out in front of our very eyes. Price ↑, of course, translates 
to inflation. Further fueling inflation expectations is the 
$1.9T relief package just now hitting America’s bank 
accounts.  As these dollars begin to chase the limited 
supply of goods and services, we may see a further ramp 
in inflation.  

DBR & CO
Market Commentary

1Q2021

Green Means Go
“We cannot fully appreciate the light without the shadows.  We have to be thrown off balance to find our footing.”

- Matthew McConaughey, Actor and Author of Greenlights
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After 2020’s very healthy year in the bond market, the 
rapid ascent in inflation expectations caused the Barclays 
Aggregate Bond Index to give back a little over -3% so 
far in 2021.  Though our inflation expectations decelerate 
in the back half of the year, the market will still have to 
grapple with a 4-5 month period of higher inflation, and 
higher interest rates. The longer-term question we are 
asking however, is whether rising inflation is transitory, i.e. 
induced by short-term imbalances in pandemic related 
supply and demand, or secular. Our (unsatisfying) answer 
at this junction, is that it is likely too soon to tell. 

Growth Green Lights

“I have a lot of proof that the world is conspiring to make 
me happy.” - McConaughey, Greenlights

The first quarter GDP report will likely reveal the fastest 
year-over-year acceleration of economic activity in the 
post-World War II era.  Though fully predictable due to 
1Q2020’s lockdown-induced base effects, it is nonetheless 
an impressive and historically rapid economic rebound. 

Even before we can officially declare “victory” over 
the virus, we have seen mobility trackers demonstrate 
dramatic re-accelerations in activity from this time last 
year.  Small businesses, such as bars and restaurants, 
are enjoying a relaxation of capacity regulations, and are 
experiencing an increase in both reservations and average 
ticket charges.  

Currently, we expect GDP growth in the US to approach 
a robust 12% in 2Q2021.  And fortunately, this is a global 
affair.  Europe, Asia, and Latin America should all see 
double digit growth rates in the months ahead.

As one would expect, positive inflections in economic 
growth tend to be kind to equity markets.  Within the 
stock markets, the companies that benefited most from 
the shut-down (specifically the technology sector) have 
been the ‘losers’ of re-opening.  2020 was marked by the 
narrowness of the market advance, while 2021 has so far 
been marked by the broad gains of the “real economy”.  
Companies in the financial, industrial, energy and 
materials sectors have all performed extremely well in the 
first quarter of the year as surging demand expectations 
ratchet ever higher.  

2019 – 2020’s extraordinary environment for both bonds 
and stocks will not last forever.  The rates of change of 
both growth and inflation will likely inflect lower at some 
point, and we stand prepared to reverse course when the 
data changes.  But for the time being, we will continue to 
enjoy this string of green lights.  Stay safe and enjoy the 
great re-opening.
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Respectfully,
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The impact of the outbreak of COVID-19 on the economy is highly uncertain. Valuations and economic data may change more rapidly and significantly than under standard market 
conditions. COVID-19 has and will continue based on economic forecasts to have a material impact on the US and global economy for an unknown period.


