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Monetary and fiscal policy will be in the spotlight this week. The FOMC meets Tuesday and Wednesday but no significant changes in monetary policy are expected. Federal Reserve Chairman Jerome Powell’s Wednesday afternoon statement will be followed by President Joe Biden’s first major address later that evening. Biden’s first appearance to a joint Congress takes place on the eve of his 100th day in office. Although newly inaugurated presidents typically address a joint Congress a month after they are inaugurated in January, this administration delayed the address to April due to “complications with the ongoing coronavirus pandemic.”

AMERICAN FAMILIES PLAN
Biden’s address will be widely covered, not only because it is his first major speech, but because it will highlight the administration’s American Families Plan, which the financial media expects will detail a $1.8 trillion spending and tax plan. President Biden may focus more on the hundreds of billions of dollars itemized for national childcare, prekindergarten, paid family leave, tuition-free community colleges, subsidies for the Affordable Care Act and other domestic programs. But Wall Street will be listening to hear how this plan will be funded. Most expect about a half-dozen tax hikes on high-income Americans and investors and many of the proposed changes are already eliciting fierce opposition in Congress and on Wall Street.

Keep in mind that this proposal represents the second part of Biden’s “Build Back Better” agenda, and it follows the $2.3 trillion jobs and manufacturing proposal the White House released a few weeks ago. If one includes Biden’s American Rescue Plan Act of 2021, a $1.9 trillion stimulus package which was passed in early March, the three plans total approximately $6 trillion in new spending and would be one of the most ambitious government overhauls of the economy since the Johnson administration.

CAPITAL GAINS TAX HIKES
Gathering the most attention and controversy about how the American Families Plan will be financed is the proposed capital gains tax. To finance the proposed spending, the administration hopes to raise the capital gains tax rate for people making more than $1 million from 20% to 39.6%. Note that the Affordable Care Act includes a 3.8% surtax on all capital gains. This would still be in force and would push the real capital gains tax rate to 43.4%. If passed, it would translate into the highest maximum capital gains tax rate in history. See page 3. Unfortunately, what some politicians fail to grasp is that raising the capital gains tax rate rarely, if ever, generates the tax revenue that is predicted. The reason is that tax laws change people’s behavior. Raising the capital gains tax rate may prove to be a boon for tax lawyers and accountants since they will find ways for clients to avoid taxes. Investors will invariably change their investment strategy, shift assets to trusts or move assets out of the US. As a reminder, when the tax laws changed and only made mortgage interest payments tax deductible, investors borrowed against their home to fund colleges, autos, home improvement and other personal loans. Government officials fail to understand this change in behavior. Projected revenue from a tax policy change will rarely be a straight line. 

Moreover, a hike in the capital gains tax rate is always bad for stockholders. The reason is that a higher capital gains tax changes the risk reward ratio for investors, in a negative way. The 39.6% would be the highest rate on capital gains in any global country and this would have a negative impact on foreign investment in the US. This means those who do not make $1 million or more will still be hurt by this potential tax hike. However, most strategists do not believe the bill will pass as proposed. We hope this proves correct. 

HOUSING IS ON A ROLL 
March housing data was strong. Although still below the peaks recorded in November 2020, the National Association of Homebuilders’ single-family housing sentiment was generally higher in March. Traffic was the most improved segment of the survey at 75 versus 72 in February. Both new residential permits and housing starts rose in March on a month-over-month and year-over-year basis. Permits hit a record high in January; housing starts reached a record high in March 2021. See page 4. Housing received a big boost in 2020 from fiscal stimulus and stay-at-home restrictions. The massive fiscal stimulus seen in early in 2020 had a direct impact on median existing home prices. See page 5. Housing inventory is currently low, and this lack of supply will continue to support prices in coming months. New home sales rose 66.8% YOY from a depressed March 2020 level and prices increased 6% YOY. Single-family existing home sales grew 12.3% YOY and prices jumped 11.8% YOY in March. See page 6. However, homeownership hit a cyclical peak of 67.9% in June 2020 and fell to 65.6% at the end of March. And despite the much-touted mass exodus from the Northeast to Florida, the South had the sharpest decline in homeownership, which fell from 71.1% in June 2020 to 67.4% in March. In the same time frame, Northeast homeownership fell merely 0.2%. See page 7. This decline in US homeownership rates is favorable since it implies there is more future demand for housing. 

EARNINGS ON A ROLL 
The best part of the last week has been first quarter earnings season. Early in the year, Refinitiv IBES consensus estimates were forecasting a 14.5% YOY growth rate for the first quarter, but as earnings season progresses, we have seen estimates rising sharply. IBES now assesses earnings will increase over 35% in the first quarter. To date, 85% of companies reporting first quarter results beat expectations. To date, all energy, healthcare, technology, and communications services companies have beaten their forecasts and have had positive surprise factors of 434%, 15%, 12%, and 8.6%, respectively. In aggregate, companies are reporting earnings that are 23% above estimates, which compares to the long-term average surprise factor of 3.7%. This display of earnings power is providing an excellent foundation to the current rally.  

TECHNICAL INDICATOR REVIEW
There are good points to the market’s technical backdrop, and this includes the new highs in the NYSE cumulative advance decline line on April 26 and the new high list which is averaging a strong 477 new highs per day. But higher prices do not impress us if volume is not supporting the advance. The 25-day up/down volume oscillator is currently 1.99 (preliminary) and neutral this week despite the new highs in the popular indices in recent sessions. This indicator was last overbought for five consecutive trading days between February 4 and February 10 which is when many momentum indicators peaked. At present, our indicator is revealing that the indices are moving to new highs on lower volume – a sign of diminishing demand. The longer this persists, the more worrisome it becomes. However, we should point out that prior to the March 2000 peak, this oscillator had not generated an overbought reading since November 1998 (17 consecutive days in overbought). This 16-month period of price advances without confirmation from advancing volume predicted a significant decline. At present, we have a 10-week non-confirmation, which is concerning, but not a sign of a bear market. Sentiment is also problematic. The AAII bullish sentiment for April 21 fell 1.1 points to 52.7% and has been above average for 21 weeks. Bearishness fell 4.1 points to 20.5% and is below average for the 11th time this year. Historically, periods of above average bullishness and below average bearishness have been followed by below average 6- and 12-month equity performances.

In sum, there is good news in the earnings backdrop, potentially negative news in the political scenario and a mixed bag in the technical condition of the stock market. In our view, equities are apt to see a 5% to 10% correction in the second quarter – and this would be the healthiest development for investors.

If the American Families Plan passes as proposed, the increase in the maximum capital gains tax rate to 39.6% would be this highest maximum effective rate since 1977-1978. If the Obamacare surcharge of 4.3% on capital gains is included, which it should be, the capital gains tax rate would actually be 43.4% and this would be the highest rate in history. 
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The National Association of Homebuilders’ single-family housing sentiment was generally higher in March although still below the peaks recorded in November 2020. Traffic was the most improved segment of the survey at 75 versus 72 in February. New residential permits and starts also rose strongly in March, on both a month-over-month and year-over-year basis. Permits hit a record high in January; housing starts reached a record high in March 2021. 


The housing market received a large boost from both fiscal stimulus and the stay-at-home restrictions of 2020. The impact of stimulus checks on personal income early in 2020 and the subsequent increase in the median price of existing homes is seen below. Housing inventory has also decreased and this lack of supply will continue to support prices. 


The strength in housing during the pandemic is visible in both the level of sales and prices of both new homes and existing homes over the last twelve months. New home sales rose 66.8% from a depressed March 2020 level and prices increased 6% YOY. March single-family existing home sales grew 12.3% YOY and prices jumped 11.8% YOY. 


However, homeownership hit a cyclical peak of 67.9% in June 2020 and was 65.6% at the end of March. Despite the much-touted mass exodus from the Northeast to Florida and other low tax states, the South had the sharpest decline; homeownership fell from the June 2020 level of 71.1% to 67.4% in March. Northeast homeownership fell only 0.2%.  


The crude oil future and the 10-year Treasury note yield index continue to trade in parallel. After breaking through key resistance at 1.45% in the 10-year Treasury note and $50 in crude oil, higher levels were indicated for both charts. Rates have been testing the first level of resistance in the 1.75% to 1.85% range. More resistance is seen at 2.1% and substantial resistance is found at 2.4%. This latter point could prove to be a psychological level for investors since it is much higher than the consensus expects in 2021. Rates and oil prices are taking a temporary and uniform breather in April.  
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[image: ] 
Source: Refinitiv 

For 2021 and 2022, the IBES consensus SPX EPS estimates rose $2.24 and $0.87, respectively, last week. The S&P Dow Jones consensus estimates rose $4.37 and $1.79, respectively, from two weeks earlier. Calendar 2021 & 2022 EPS estimates from S&P Dow Jones are $178.08 & $202.75, and from IBES are $180.01 & $204.62, respectively. 


The stock market is not cheap. The trailing PE multiple is 28.1 times earnings, and the forward PE multiple is 22.7 times. Both are well above the standard deviation range. PE multiples have been high due to confidence that interest rates and inflation will remain benign. History has shown that inflation and PE’s are inversely related. This is seen in the rule of 23 – whenever the sum of inflation and the PE exceed 23 the market is at risk. In December, this sum reached 32 and for April, we estimate it to be 31.2, well above the 23-danger mark. 


Shifting leadership is creating differences in the charts of the popular averages. The SPX and IXIC made new highs on April 26. The DJ Transportation Average on April 27 and the DJ Industrials on April 16. The RUT last made an all-time high on March 15. Note, despite the new high, the IXIC has a potential small potential double top formation.    
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Source: Refinitiv 

The strong performance of the DJ Transportation Average is an indication that an economic recovery is underway, and it translates into a positive signal from Dow theory. Note the similarities between the charts of the DJTA and the RUT … both had significant breakouts at the end of 2020. 
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The 25-day up/down volume oscillator is currently 1.99 (preliminary) and neutral this week despite the new highs in the popular indices in recent sessions. This indicator was last in overbought territory for five consecutive trading days between February 4 and February 10 which is when many momentum indicators peaked. At present, our indicator is suggesting the indices are moving to new highs on lower volume – a sign of waning demand.  

Prior to that the oscillator was also in overbought territory for a much longer duration -- 16 of 19 consecutive trading days -- between November 23 and December 18. Looking back, the overbought reading of 5.52 on December 4, 2020 was the best reading since February 2019 and this relieved our concern regarding the lack of any overbought reading in November. What has been unusual about the entire recent advance is the lack of a 90% up day in volume to indicate strong buying conviction.  

Whenever the indices make a series of record highs, this oscillator should reach and remain in overbought territory for a minimum of five to ten consecutive days to indicate that the move has been accompanied by convincing buying pressure. Thus, a minimum confirmation of the current advance was made in early February; but new highs subsequent to then have not been confirmed. 






The 10-day average of daily new highs is 477 and well above the bullish 100 and the 10-day average of daily new lows (45) is below the 100 that defines a bear market, yet well above the 10 or less that signals an extreme. The 10-day new high average hit 526 on March 18, exceeding the 489 recorded January 22, 2000. Note: the 2000 advance peaked in March. The A/D line made its last confirming record high on April 26, 2021. 


The AAII bullish sentiment for April 21 fell 1.1 points to 52.7% and remained above average for the 21st week. Bearishness fell 4.1 to 20.5%, below average for the 11th time this year. Above average bullishness and below average bearishness has been followed by below average 6- and 12-month equity performances. The 8-week Bull/Bear spread is in negative territory for the fourth consecutive week. The ISE Sentiment index shifted from favorable to neutral on June 1, 2020.  
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SP500 Sector % Change

S&P ENERGY 27.8%

S&P FINANCIAL 21.4%

S&P REITS 16.1%

S&P INDUSTRIALS 15.2%

S&P MATERIALS 14.6%

S&P COMMUNICATIONS SERVICES 12.6%

S&P 500 11.5%

S&P CONSUMER DISCRETIONARY 9.8%

S&P INFORMATION TECH 9.7%

S&P HEALTH CARE 7.9%

S&P UTILITIES 4.7%

S&P CONSUMER STAPLES 1.3%

Source: Dudack Research Group; Refinitiv; Monday closes

2021 Performance - Ranked
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Index/EFT Symbol Price 5-Day% 20-Day% QTD% YTD%

SPDR S&P Retail ETF XRT 93.80 4.7% 5.7% 5.1% 47.6%

 SPDR Homebuilders ETF XHB 76.20 4.4% 7.6% 8.3% 34.2%

Outperformed SP500

United States Oil Fund, LP USO 43.11 0.9% 3.8% 6.4% 33.1%

Underperformed SP500

Oil Future CLc1 62.94 0.8% 3.2% 6.4% 32.2%

SPDR S&P Bank ETF KBE 53.80 6.0% 2.3% 3.7% 29.9%

Energy Select Sector SPDR XLE 48.44 2.9% -3.9% -1.3% 27.6%

iShares Russell 2000 Value ETF IWN 163.94 4.5% 2.3% 2.8% 26.1%

Financial Select Sector SPDR XLF 35.80 3.3% 4.2% 5.1% 23.1%

iShares MSCI Taiwan ETF EWT 65.01 3.2% 9.6% 8.4% 20.9%

iShares US Real Estate ETF IYR 98.39 0.9% 6.1% 7.0% 18.9%

Industrial Select Sector SPDR XLI 102.10 2.5% 3.8% 3.7% 18.2%

iShares Russell 2000 ETF IWM 228.45 5.2% 3.6% 3.4% 18.1%

iShares MSCI Austria Capped ETF EWO 23.40 3.5% 6.0% 6.6% 16.7%

iShares Russell 1000 Value ETF IWD 157.19 1.6% 3.1% 3.7% 16.5%

Materials Select Sector SPDR XLB 83.18 2.1% 4.4% 5.6% 16.0%

PowerShares Water Resources Portfolio PHO 52.40 2.0% 6.3% 6.1% 14.5%

iShares MSCI Canada ETF EWC 35.43 2.8% 3.8% 4.1% 14.5%

iShares Russell 1000 ETF IWB 236.57 1.6% 5.8% 5.7% 13.3%

SP500

.SPX 4186.72 1.3% 5.3% 5.4% 13.1%

DJIA  .DJI 33984.93 0.5% 2.8% 3.0% 12.4%

Consumer Discretionary Select Sector SPDR XLY 178.39 1.6% 7.4% 6.1% 11.9%

Technology Select Sector SPDR XLK 143.08 1.6% 7.8% 7.7% 11.9%

iShares MSCI Singapore ETF EWS 24.05 2.5% 2.5% 2.7% 11.5%

SPDR S&P Semiconductor ETF XSD 189.32 6.3% 4.7% 3.6% 11.5%

SPDR DJIA ETF DIA 339.83 0.5% 2.8% 2.9% 11.1%

iShares Russell 2000 Growth ETF IWO 313.19 5.8% 5.1% 4.1% 10.9%

iShares MSCI Hong Kong ETF EWH 27.48 1.3% 2.6% 3.4% 10.4%

iShares Russell 1000 Growth ETF IWF 261.57 1.5% 8.4% 7.6% 10.0%

NASDAQ 100  NDX 13960.28 1.1% 7.6% 6.6% 10.0%

iShares MSCI United Kingdom ETF EWU 32.63 0.7% 3.4% 4.2% 9.9%

iShares DJ US Oil Eqpt & Services ETF IEZ 12.51 2.0% -9.5% -6.7% 9.9%

iShares MSCI Germany ETF EWG 35.15 1.2% 5.8% 5.1% 9.3%

Nasdaq Composite Index Tracking Stock ONEQ.O 54.81 2.1% 7.5% 6.7% 9.3%

iShares MSCI Australia ETF EWA 26.23 2.3% 4.7% 5.8% 9.2%

iShares US Telecomm ETF IYZ 32.86 0.7% 0.9% 1.6% 8.8%

Health Care Select Sect SPDR XLV 122.55 0.5% 4.7% 5.0% 8.5%

iShares MSCI EAFE ETF EFA 78.87 1.5% 3.0% 4.0% 7.5%

Utilities Select Sector SPDR XLU 65.69 -3.0% 3.5% 2.6% 7.5%

Vanguard FTSE All-World ex-US ETF VEU 62.81 1.6% 2.9% 3.5% 7.1%

iShares MSCI Mexico Capped ETF EWW 46.37 0.3% 5.3% 5.8% 7.0%

iShares MSCI South Korea Capped ETF EWY 93.13 -0.1% 4.5% 3.8% 5.4%

iShares MSCI Emerg Mkts ETF EEM 54.67 1.8% 2.6% 2.5% 5.1%

iShares Nasdaq Biotechnology ETF IBB.O 157.88 4.2% 5.9% 4.9% 4.9%

Gold Future GCc1 2040.10 0.2% 1.0% 0.9% 4.0%

Consumer Staples Select Sector SPDR XLP 68.74 -1.7% 0.2% 0.6% 3.0%



iShares MSCI BRIC ETF BKF 53.62 2.3% 2.3% 1.7% 2.3%

iShares MSCI India ETF INDA.K  41.09 3.9% -3.4% -2.6% 1.9%

iShares MSCI Japan ETF EWJ 68.00 0.3% -3.0% -0.8% 1.9%

iShares China Large Cap ETF FXI 47.06 0.6% 0.8% 0.9% 1.6%

 SPDR Communication Services ETF XLC 56.15 0.0% 0.0% 0.0% 0.0%

Silver Future SIc1 18.54 0.0% 0.0% 0.0% 0.0%

iShares MSCI Malaysia ETF EWM 27.90 1.0% 0.4% 3.0% -1.8%

Shanghai Composite  .SSEC 3442.61 -0.9% 0.7% 0.0% -2.4%

iShares MSCI Brazil Capped ETF EWZ 35.44 1.2% 9.3% 5.9% -3.1%

iShares Silver Trust SLV 25.35 1.7% 4.9% 7.4% -3.9%

iShares iBoxx $ Invest Grade Corp Bond  LQD 131.02 0.0% 1.1% 0.7% -4.7%

SPDR Gold Trust GLD 166.42 0.0% 2.6% 4.0% -8.7%

iShares 20+ Year Treas Bond ETF TLT 138.64 -0.6% 1.4% 2.4% -12.0%

Source: Dudack Research Group; Thomson Reuters

Priced as of close April 27, 2021

Blue

 shading represents non-US and yellow shading represents commodities
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Benchmark DRG % Recommendation

Equities 60% 70% Overweight

Treasury Bonds 30% 20% Underweight

Cash  10% 10% Neutral

100% 100%

Source: Dudack Research Group; raised equity and lowered cash 5% on November 9, 2016
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S&P 500 

Price

S&P 

Reported 

EPS

S&P 

Operating 

EPS

DRG 

Operating 

EPS Forecast

DRG EPS 

YOY % 

Refinitiv 

Consensus 

Bottom-Up 

$ EPS**

Refinitiv 

Consensus 

Bottom-Up 

EPS YOY%

S&P 

Op PE 

Ratio

S&P 

Divd 

Yield 

GDP 

Annual 

Rate

GDP Profits 

post-tax w/ 

IVA & CC YOY %

2004

1211.92 $58.55 $67.68 $67.68 23.8% $67.10 20.9% 17.9X 1.8% 2.9% $977.30 20.3%

2005

1248.29 $69.93 $76.45 $76.45 13.0% $76.28 13.7% 16.3X 1.8% 3.8% $1,065.30 9.0%

2006

1418.30 $81.51 $87.72 $87.72 14.7% $88.18 15.6% 16.2X 1.8% 3.5% $1,173.10 10.1%

2007

1468.36 $66.18 $82.54 $82.54 -5.9% $85.12 -3.5% 17.8X 1.8% 2.9% $1,083.50 -7.6%

2008

903.25 $14.88 $49.51 $49.51 -40.0% $65.47 -23.1% 18.2X 2.5% 1.9% $976.00 -9.9%

2009

1115.10 $50.97 $56.86 $56.86 14.8% $60.80 -7.1% 19.6X 2.6% -0.1% $1,029.70 -9.8%

2010

1257.64 $77.35 $83.77 $83.77 47.3% $85.28 40.3% 15.0X 1.9% -2.5% $1,182.60 14.8%

2011

1257.60 $86.95 $96.44 $96.44 15.1% $97.82 14.7% 13.0X 2.0% 2.6% $1,456.20 23.1%

2012

1426.19 $86.51 $96.82 $96.82 0.4% $103.80 6.1% 14.7X 2.1% 1.6% $1,528.70 5.0%

2013

1848.36 $100.20 $107.30 $107.30 10.8% $109.68 5.7% 17.2X 2.0% 2.2% $1,662.50 8.8%

2014

2127.83 $102.31 $113.01 $113.01 5.3% $118.78 8.3% 18.8X 2.2% 1.8% $1,647.90 -0.9%

2015

2043.94 $86.53 $100.45 $100.45 -11.1% $118.20 -0.5% 20.3X 2.1% 2.5% $1,712.90 3.9%

2016

2238.83 $94.55 $106.26 $96.82 -3.6% $118.10 -0.1% 21.1X 1.9% 3.1% $1,664.90 -2.8%

2017

2673.61 $109.88 $124.51 $124.51 28.6% $132.00 11.8% 21.5X 1.8% 1.7% $1,633.90 -1.9%

2018 2506.85 $132.39 $151.60 $151.60 21.8% $161.93 22.7% 16.5X 1.9% 2.3% $1,686.50 3.2%

2019 3230.78 $139.47 $157.12 $157.12 3.6% $162.93 0.6% 20.6X 2.3% 2.2% $1,960.10 16.2%

2020 ~~~~~~~ $94.14 $122.38 $122.38 -22.1% $139.72 -14.2% 30.7X 1.9% -3.5% $1,951.80 -0.4%

2021E ~~~~~~~ $166.77 $178.09 $168.60 37.8% $180.01 28.8% 23.5X NA NA NA NA

2022E $188.97 $202.75 $200.00 18.6% $204.62 13.7% 20.6X NA NA NA NA

.

2015 1Q 2108.88 $21.81 $25.81 $25.81 -5.5% $28.60 1.5% 18.9 2.0% 3.2% $1,713.10 9.5%

2015 2Q 2166.05 $22.80 $26.14 $26.14 -10.9% $30.09 0.1% 20.0 2.0% 3.0% $1,683.70 -1.7%

2015 3Q 1920.03 $23.22 $25.44 $25.44 -14.1% $29.99 -0.2% 18.4 2.2% 1.3% $1,673.20 -6.7%

2015 4Q 2043.94 $18.70 $23.06 $23.06 -13.8% $29.52 -3.3% 20.3 2.1% 0.1% $1,589.70 -10.8%

2016 1Q 2059.74 $21.72 $23.97 $23.97 -7.1% $26.96 -5.7% 20.9 2.1% 2.0% $1,649.00 -3.7%

2016 2Q 2098.86 $23.28 $25.70 $25.70 -1.7% $29.61 -1.6% 21.4 2.1% 1.9% $1,624.30 -3.5%

2016 3Q 2168.27 $25.39 $28.69 $28.69 12.8% $31.21 4.1% 21.4 2.1% 2.2% $1,621.30 -3.1%

2016 4Q 2238.83 $24.16 $27.90 $27.90 21.0% $31.30 6.0% 21.1 2.0% 2.0% $1,641.00 3.2%

2017 1Q 2362.72 $27.46 $28.82 $28.82 20.2% $30.90 14.6% 21.3 2.0% 2.3% $1,672.50 1.4%

2017 2Q 2423.41 $27.01 $30.51 $30.51 18.7% $32.58 10.0% 20.9 1.9% 2.2% $1,693.90 4.3%

2017 3Q 2519.36 $28.45 $31.33 $31.33 9.2% $33.45 7.2% 21.2 1.9% 3.2% $1,683.70 3.8%

2017 4Q 2673.61 $26.96 $33.85 $33.85 21.3% $36.02 15.1% 21.5 1.8% 3.5% $1,696.00 3.4%

2018 1Q 2640.87 $33.02 $36.54 $36.54 26.8% $38.07 23.2% 20.0 1.9% 2.5% $1,844.70 10.3%

2018 2Q 2718.37 $34.05 $38.65 $38.65 26.7% $41.00 25.8% 19.4 1.9% 3.5% $1,833.80 8.3%

2018 3Q 2913.98 $36.36 $41.38 $41.38 32.1% $42.66 27.5% 19.4 1.8% 2.9% $1,873.90 11.3%

2018 4Q 2506.85 $28.96 $35.03 $35.03 3.5% $41.18 14.3% 16.5 2.1% 1.1% $1,867.10 10.1%

2019 1Q 2834.40 $35.02 $37.99 $37.99 4.0% $39.15 2.8% 18.5 1.9% 3.1% $1,791.40 -2.9%

2019 2Q 2941.76 $34.93 $40.14 $40.14 3.9% $41.31 0.8% 19.0 1.9% 2.0% $1,857.50 1.3%

2019 3Q 2976.74 $33.99 $39.81 $39.81 -3.8% $42.14 -1.2% 19.5 1.9% 2.6% $1,963.40 4.8%

2019 4Q 3230.78 $35.53 $39.18 $39.18 11.8% $41.98 1.9% 20.6 1.8% 2.4% $1,998.90 7.1%

2020 1Q 2584.59 $11.88 $19.50 $19.50 -48.7% $33.13 -15.4% 18.6 2.3% -5.0% $1,779.50 -0.7%

2020 2Q 3100.29 $17.83 $26.79 $26.79 -33.3% $27.98 -32.3% 24.7 1.9% -31.4% $1,589.40 -14.4%

2020 3Q 3363.00 $32.98 $37.90 $37.90 -4.8% $38.69 -8.2% 27.3 1.7% 33.4% $2,018.50 2.8%

2020 4Q 3756.07 $31.45 $38.19 $38.19 -2.5% $42.58 1.4% 30.7 1.6% 4.3% $1,951.40 -2.4%

2021 1QE 3972.89 $40.39 $42.28 $38.00 94.9% $42.69 28.9% 27.4 1.6% NA NA NA

2021 2QE* 4186.72 $39.33 $42.19 $34.83 30.0% $42.78 52.9% 26.1 NA NA NA NA

2021 3QE $42.80 $45.59 $46.25 22.0% $46.29 19.6% 24.9 NA NA NA NA

2021 4QE $44.25 $48.03 $49.52 29.7% $48.76 14.5% 23.5 NA NA NA NA

2022 1QE $43.67 $46.82 $44.00 15.8% $47.18 10.5% 22.9 NA NA NA NA

2022 2QE $45.76 $48.86 $46.00 32.1% $49.41 15.5% 22.1 NA NA NA NA

2022 3QE $49.07 $52.43 $54.00 16.8% $52.91 14.3% 21.3 NA NA NA NA

2022 4QE $50.47 $54.64 $56.00 13.1% $55.12 13.0% 20.6 NA NA NA NA

Source: Dudack Research Group; S&P Dow Jones; Refinitiv Consensus estimates; **Refinitiv quarters may not sum to CY         *4/27/2021
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American Families Plan and Housing


 


 


Monetary and fiscal policy will be in the spotlight this week


. The


 


FOMC meet


s Tuesday and Wednesday 


but


 


n


o significant changes in monetary policy are 


expected.


 


Federal Reserve Chairman Jerome Powell


’s 


Wednesday afternoon 


statement


 


will be followed by President Joe Biden’s first major address later that 


evening


. Biden’s first appearance


 


to a joint Congress 


tak


e


s


 


place 


on the eve of his 100


th


 


day in office. 


Although n


ewly inaugurated presidents typically address a joint Congress a month after they are 


inaugurated


 


in January


, this administration 


delayed the address


 


to April due to “complications with the 


ongoing 


coronavirus pandemic.”


 


 


A


MERICAN 


F


AMILIES 


P


LAN


 


Biden’s address will be widely covered


, not only because it is his first major speech, but because


 


it will 


highlight the


 


administration’s


 


American Families Plan


, which the financial media 


expects will 


detail


 


a


 


$1.8 


trillion spending and tax plan. President Biden 


may


 


focus more on the hundreds of billions of dollars 


itemized 


for


 


national childcare, prekindergarten, paid family leave


,


 


tuition


-


free community college


s


, 


subsidies for the 


Affordable Care Act


 


and other domestic programs


. But Wall Street 


will be


 


listening to 


hear 


how this 


plan will 


be funded


. Most expect


 


about a half


-


dozen tax hikes on high


-


income Americans and investors


 


and m


any of 


the


 


proposed changes a


re already 


eliciting 


fierce opposition in Congress and on Wall Street.


 


 


Keep in mind that t


his proposal represent


s


 


the second part of Biden’s “


Build Back Better


” agenda, and it 


follows the $2.3 trillion 


jobs and manufacturing proposal


 


the White House released a few weeks ago


. If one 


includes


 


Biden’s


 


American Rescue Plan Act of 2021


, a $1.9 trillion 


stimulus package


 


which was passed in 


early March


, the three


 


plans 


total


 


approximately $


6


 


trillion in new spending 


and 


would 


be one of


 


the most 


ambitious government overhauls of the economy since the Johnson administration.


 


 


C


APITAL 


G


AINS 


T


AX 


H


IKES


 


Gathering the most attention 


and controversy about how the 


American Families Plan


 


will be financed is the 


proposed capital gains tax. To fina


nce the proposed spending, the administration 


hopes to raise


 


the capital 


gains tax rate for people making more than $1 million from 20%


 


to 39.6%


. Note that the Affordable Care 


Act


 


includes a


 


3.8% 


surtax on all capital gains


. This


 


would still be in force an


d would push the


 


real capital 


gains tax


 


rate to 43.4%. 


If passed, it 


would 


translate into


 


the highest maximum capital gains tax rate in 


history. See page 3. 


Unfortunately, w


hat some 


politicians


 


fail to 


grasp


 


is that raising the capital gains tax 


rate rarel


y, if ever, generates the tax revenue that is 


predicted


. The reason is that tax 


laws


 


change people’s 


behavior. Raising the capital gains tax rate 


may


 


prove to 


be a boon for tax lawyers and accountants 


since 


they 


will find ways 


for clients 


to avoid taxes


. I


nvestors 


will 


invariably 


change their investment strategy, shift 


assets to trusts


 


or move assets out of the US. As a reminder, when the tax laws changed and only 


made


 


mortgage


 


interest payment


s tax deductible, investors borrowed against their home to fund 


colleges, autos, 


home improvement and other personal loans. Government officials fail to 


understand this change in 


behavior. Projected


 


revenue from a tax policy change will 


rarely


 


be a straight line. 


 


 


Moreover, a hike in the capital gains tax rate is always bad for stockholders. The reason is that a higher 


capital gains tax changes the risk reward ratio for investors, in a negative way. 


The 39.6% would be the 


highest rate on capital gains in any global 


country and this would have a 


negative 


impact on foreign 
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  US Strategy Weekly     American Families Plan and Housing     Monetary and fiscal policy will be in the spotlight this week . The   FOMC meet s Tuesday and Wednesday  but   n o significant changes in monetary policy are  expected.   Federal Reserve Chairman Jerome Powell ’s  Wednesday afternoon  statement   will be followed by President Joe Biden’s first major address later that  evening . Biden’s first appearance   to a joint Congress  tak e s   place  on the eve of his 100 th   day in office.  Although n ewly inaugurated presidents typically address a joint Congress a month after they are  inaugurated   in January , this administration  delayed the address   to April due to “complications with the  ongoing  coronavirus pandemic.”     A MERICAN  F AMILIES  P LAN   Biden’s address will be widely covered , not only because it is his first major speech, but because   it will  highlight the   administration’s   American Families Plan , which the financial media  expects will  detail   a   $1.8  trillion spending and tax plan. President Biden  may   focus more on the hundreds of billions of dollars  itemized  for   national childcare, prekindergarten, paid family leave ,   tuition - free community college s ,  subsidies for the  Affordable Care Act   and other domestic programs . But Wall Street  will be   listening to  hear  how this  plan will  be funded . Most expect   about a half - dozen tax hikes on high - income Americans and investors   and m any of  the   proposed changes a re already  eliciting  fierce opposition in Congress and on Wall Street.     Keep in mind that t his proposal represent s   the second part of Biden’s “ Build Back Better ” agenda, and it  follows the $2.3 trillion  jobs and manufacturing proposal   the White House released a few weeks ago . If one  includes   Biden’s   American Rescue Plan Act of 2021 , a $1.9 trillion  stimulus package   which was passed in  early March , the three   plans  total   approximately $ 6   trillion in new spending  and  would  be one of   the most  ambitious government overhauls of the economy since the Johnson administration.     C APITAL  G AINS  T AX  H IKES   Gathering the most attention  and controversy about how the  American Families Plan   will be financed is the  proposed capital gains tax. To fina nce the proposed spending, the administration  hopes to raise   the capital  gains tax rate for people making more than $1 million from 20%   to 39.6% . Note that the Affordable Care  Act   includes a   3.8%  surtax on all capital gains . This   would still be in force an d would push the   real capital  gains tax   rate to 43.4%.  If passed, it  would  translate into   the highest maximum capital gains tax rate in  history. See page 3.  Unfortunately, w hat some  politicians   fail to  grasp   is that raising the capital gains tax  rate rarel y, if ever, generates the tax revenue that is  predicted . The reason is that tax  laws   change people’s  behavior. Raising the capital gains tax rate  may   prove to  be a boon for tax lawyers and accountants  since  they  will find ways  for clients  to avoid taxes . I nvestors  will  invariably  change their investment strategy, shift  assets to trusts   or move assets out of the US. As a reminder, when the tax laws changed and only  made   mortgage   interest payment s tax deductible, investors borrowed against their home to fund  colleges, autos,  home improvement and other personal loans. Government officials fail to  understand this change in  behavior. Projected   revenue from a tax policy change will  rarely   be a straight line.      Moreover, a hike in the capital gains tax rate is always bad for stockholders. The reason is that a higher  capital gains tax changes the risk reward ratio for investors, in a negative way.  The 39.6% would be the  highest rate on capital gains in any global  country and this would have a  negative  impact on foreign 

