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President Joe Biden signed the $1.9 trillion pandemic relief 
package yesterday amidst rising inflation and interest rates 
since the beginning of the year as the markets price in future 
growth. With Fed Chair Jerome Powell’s recent reaffirmation of the central 
bank’s accommodative monetary stimulus, continued vaccine rollout, a drop in 
COVID-19 cases and deaths, and Biden’s statement that the U.S. will have enough 
vaccines for every adult by the end of May, a key question on many investors’ 
minds is, “How much more inflation and rising interest rates could we expect in 
the road ahead?” This edition of Marquette Perspectives will attempt to answer 
that question by examining this relief aid in connection with vaccination progress 
and the economic recovery.
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Exhibit 1:  Connecting the Stimulus with the Vaccination Rate
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Exhibit 1 shows the percentage of the population vaccinated so far. To approximate full vaccinations, we 
divide the roughly 80 million doses administered in the U.S. so far by two since the Pfizer and Moderna 
vaccines require two doses for full efficacy. The 40 million full vaccinations out of today’s U.S. population of 
roughly 330 million then shows that about 12% of the U.S. population today has been vaccinated. The blue 
line forecasts this same growth in vaccinations going forward while the teal line accounts for the addition 
of the one-dose Johnson & Johnson vaccine to the existing two-dose Pfizer and Moderna vaccines, 
thus driving a faster vaccination growth rate estimated at 1.5x the existing. The percentage of the U.S. 
population that is fully vaccinated thus rises quickly throughout the rest of the year. Similar estimations 
were performed for the global rate, which is much lower than that in the U.S. 

With the current backdrop of a steadily climbing vaccination rate and accommodative monetary policies, 
we begin by highlighting key elements of this latest $1.9 trillion fiscal relief aid, followed by an assessment 
of its economic and financial market implications related to the current and expected vaccination rate, 
consumer activity, and broader economic trends. Lastly, we will examine how bonds are expected to 
perform with rising rates and how much risk is in the system right now, tying back to this $1.9 trillion relief 
package and its implications on the economy and markets.

PUTTING THIS LATEST STIMULUS IN CONTEXT
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 � Reimburse state & local governments
 � Accelerate vaccine research
 � Stockpile medical supplies
 � Prepare and fight virus

 � Food assistance for children and seniors
 � Funding for coronavirus testing
 � Paid sick leave for employees
 � Tax credits for emergency leave for small & medium businesses

 � Checks to households and expanded unemployment insurance
 � Federal Reserve backstop facilities
 � Support for small businesses and airlines
 � Funding for hospitals, state & local governments
 � Tax relief

 � Loans and grants to small businesses
 � Aid for health care providers
 � Ramp up of tests

 � Assistance for the jobless
 � Payroll tax deferral
 � Rental & mortgage assistance
 � Extension of student loan moratorium

 � Checks to households and expanded unemployment insurance
 � Disallows automatic renewal of Federal Reserve backstop facilities
 � Support for small businesses and airlines
 � Funding for hospitals, state & local governments
 � Tax relief

 � Checks to households
 � Extends expanded unemployment insurance
 � Extends support for small businesses
 � Extends funding for state and local governments, hospitals
 � Extends tax relief
 � Funding for home assistance, education, childcare, health insurance, 

   and vaccines

Exhibit 2:  The $1.9 Trillion Stimulus Package in Context
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Compared with previous relief packages, the current one focuses more on individuals and small businesses, 
and less on large businesses. In addition, it focuses more on the recovery and preparing for a post-COVID 
world. As shown in Exhibit 2 above, this latest fiscal stimulus representing Phase VII of Congressional relief 
is nearly as big as the Phase III CARES Act and much larger than the rest.

Key highlights of this latest package include:

 � Stimulus Money for Households: $1,400 stimulus checks to individuals with incomes under $75,000 
and married couples with joint incomes under $150,000. As incomes scale up this benefit completely 
phases out for individuals with incomes over $80,000 and married couples with joint incomes over 
$160,000. This is expected to help provide relief for an estimated 90% of American households.

 � Unemployment Insurance: A $300 weekly federal boost to unemployment insurance through 
September 6, 2021, with the first $10,200 in combined unemployment benefits free of taxation for 
households earning under $150,000.

 � No Minimum Wage Increase: The initial House version included raising the minimum wage to $15. 
However, the Senate and final version eliminated this.

 � State and Municipal Aid: $350 billion to states and municipalities.

 � Food Stamps/Nutritional Assistance: Extending the expiration date on the 15% increase in food 
stamp benefits from the end of June to the end of September.

 � Home Assistance: $20 billion to state/local governments on rental/utilities assistance for low-income 
families. $10 billion for mortgage, utilities, and property tax assistance to struggling homeowners.

 � Tax Credits: Expands child tax credit from the current $2,000 per child under 17 to $3,600 per child 
under 6 and $3,000 per child under 18. 

 � Educational Funding: $170 billion to K-12 and higher education to help schools reopen by enhancing 
ventilation equipment, implementing social distancing with smaller classroom sizes, and purchasing 
COVID protective gear. $130 billion of this will go to K-12, with $2.75 billion carved out for private 
schools, and $40 billion to colleges.

 � Childcare: Childcare providers will receive $39 billion to help pay for rent and employees, assist 
struggling families with the cost of childcare, and buy personal protective supplies and gear.

 � Health Insurance: Subsidies for premium payments on Affordable Care Act health insurance policies. 
Enrollees through September would not have to pay more than 8.5% of their income on premiums, a 
reduction from the current 10% threshold. Eliminating for two years the eligibility income cap of 400% 
of the federal poverty level.

 � Support for Small Businesses: $25 billion in grants to restaurants and bars. Eligible applicants could 
receive up to $10 million to help defray the costs of payroll, mortgage/rent, utilities, and food/beverages 
expenses. $15 billion in long-term, low-interest loans through the Small Business Administration’s 
Emergency Injury Disaster Loan program. $7 billion to the Paycheck Protection Program.

 � Healthcare and Vaccines: $50 billion for the Federal Emergency Management Agency towards 
vaccination and related efforts. $47.8 billion for COVID testing as well as contact tracing and mitigation. 
$14 billion towards the R&D, distribution, and administration of COVID vaccines. $7.7 billion towards 
hiring 100,000 public health workers focused on COVID response. 

 � Hospitals: $8.5 billion to assist struggling rural hospitals and healthcare providers.
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ASSESSMENT OF POTENTIAL MARKET IMPACT
A key issue with respect to the stimulus is the balance between providing enough assistance to the 
economy but not overstimulating and causing undue inflation. In other words, too little stimulus and we 
may see more unemployment, evictions, and financial distress leading to deflation or disinflation — at 
least in the short term until enough vaccinations have been administered. Just the right stimulus and 
there will be sufficient support for the U.S. economy until we transition into a fully-recovered post-COVID 
world where inflation is kept under control. However, too much stimulus may result in elevated inflation, 
potentially pushing the Fed to hike rates prematurely in order to slow the economy down.

Another important point to consider in all of this is that neither Congress nor the president have employment 
or inflation targets — at least written by mandate. Those are the Fed’s targets, so there is a chance that 
fiscal stimulus could cause inflation to run hot, at least for some time. Lastly, the unemployment paychecks 
from the previous December stimulus package are expected to run out between mid-March to mid-April 
for 11.4 million Americans.1 There will be a need to bridge the gap through stimulus until businesses fully 
reopen. The crux is how much stimulus is needed and for how long? This fine-tuning and calibration will 
be central to policymakers’ and investors’ thoughts for the next several quarters and is discussed below.

As shown in Exhibit 1 previously, our forecasted rate of vaccinations accounting for the addition of the J&J 
vaccine projects achieving herd immunity for 70% of the population by the June to July timeframe. The 
caveat is that vaccination projections are subject to variations stemming from vaccine supply availability, new 
vaccines to be approved, and the adoption rate differing across various demographics of the population. 
However, if we broadly assume the same growth rate in vaccinations across the country accounting for the 
addition of J&J’s one-dose vaccine, our projections provide a reasonable estimate for when herd immunity 
might be reached holding all else constant. What this tells us, regarding much of the funds provided in this 
$1.9 trillion stimulus that will expire by the end of September, is that the timing appears to be fairly accurate 
in terms of herd immunity by the June/July timeframe, with some added buffer to bring it to September.

Considering the above, it is worth examining how the U.S. consumer is faring — now versus the beginning 
of the pandemic. Exhibit 3 on the following page shows various key consumer activity indices: consumer 
spending, air travel, public transit usage, and cruise travel. There is much dispersion across these various 
metrics of consumer activity. Consumer spending, due in large part to easily-accessible e-commerce, 
quickly rebounded following last March’s panic with bouts of pullback but recently shot up to pre-COVID 
levels. Air travel has steadily returned likely due to certain businesses that require their employees to 
travel, but the index is still below pre-COVID levels. Public transportation is still in the lower half between 
pre-COVID levels and the trough last April but has also shown a steady reversion back to norms. Cruise 
travel, however, appears to have only gotten worse as the pandemic wears on.
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by U.S. Facteus Consumer Spending Year-Over Year Index. Air travel represented by U.S. Facteus Air Travel Year-Over Year Index. Public 
transit represented by NY-NJ Public Transit Demand Change % Index. Cruise Travel represented by U.S. Facteus Cruise Travel Year-Over 
Year Index.

Exhibit 3:  Consumer Activity Recovery

The key takeaway here is that this recovery has not been uniform for everybody. The stimulus package will 
support those in greatest need, especially the individuals and households dependent on the leisure, travel, 
restaurant, and energy industries. However, stimulus paychecks to households not in these industries may 
end up at worst going back into inflated financial market asset prices, which may drive rates up through 
equity purchases and Treasury sell-offs, or at best going back into the economy in the form of goods and 
services purchased, which may be reflationary.

While Exhibit 3 points to dispersion across various segments within the economy, at an aggregate level 
the broader economic trends have come a long way since last March and are generally pointing in a better 
direction, although many are encountering obstacles. Exhibit 4 shows on the left the weekly economic 
index, which represents 10 daily and weekly economic indicators on consumer behavior, the labor market 
and production, and the National Federation of Independent Business’s small business hiring plans index. 
On the right of Exhibit 4 are the bellwether unemployment and inflation rates that the Fed tracks.
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Exhibit 4:  Broader Economic Trends
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The weekly economic index shows a relatively sharp rebound since the troughs of last March/April, due 
in large part to the unprecedented fiscal and monetary stimulus programs. However, it has somewhat 
faltered the first two months of 2021, suggesting that this fresh stimulus may be necessary to provide a 
boost as the effects of previous fiscal stimulus appear to have worn off. The NFIB small business hiring 
plans index appears to reinforce this in terms of a sharp recovery since last April but recent faltering. 
Unemployment has also drastically declined from the 15% reached in April to nearly 6% today, but the rate 
of decline has slowed over the last few months, also suggesting that this fresh stimulus could provide much 
help. Inflation, despite declining to below 1% last April and rebounding, remains contained, now barely at 
1.5% and still far lower than the Fed’s 2.0% target.

CONCLUSION
Due to the recent pullback in some of the above economic indicators, especially the softening of the weekly 
economic index, small business hiring plans index, and rate of unemployment decline, this latest stimulus 
package appears necessary — again — to bridge the gap until we reach full economic recovery driven 
by vaccinations. As far as fine-tuning how much stimulus is needed, we have examined above that the 
expected rate of vaccination growth appears to forecast a June/July timeframe of attaining herd immunity 
in the U.S., which may dovetail well with this latest stimulus package’s end-of-September extensions for 
much of its funding, especially the unemployment paychecks.

With the above in mind, we estimate that inflation and interest rates are expected to rise by a muted 
amount in the short term. Between now and when herd immunity is reached, much of this stimulus will 
go towards keeping struggling households — especially those tied to the leisure, travel, restaurants, and 
energy industries — afloat and able to pay for housing and food. But there will be parts of this stimulus that 
may be funneled back into the financial markets and thereby fuel higher financial asset prices and interest 
rates, as well as back into the economy in the form of potentially inflating consumer goods’ prices. We 
expect this muted rise in inflation and interest rates to be transitory, however, as the longer-term dynamics 
of the expanding global retirement demographic, growth in the tech and services sectors that rely less on 
commodities, and ease of global oil producers to turn spigots back online are expected to keep a lid on 
both inflation and interest rates for the longer term.

The markets confirm this point of view, as the Treasury forward derivatives curves shown in Exhibit 5 are 
projecting the 10-year U.S. Treasury yield, which has risen from about 0.9% at the beginning of the year 
to 1.5% today, to continue to rise to 2.5% over the next four years. While that is a bit of a gain, it is not an 
alarming level that would suggest rampant inflation is on the horizon.

0%

1%

2%

3%

0 5 10 15 20 25 30

Y
ie

ld

Maturity (Year)
3/5/2021 (Spot) 3/5/2022 (P) 3/5/2023 (P) 3/5/2024 (P) 3/5/2025 (P)

Sources: Marquette Research, Bloomberg, U.S. Treasury.

Exhibit 5:  Interest Rate Expectations – Projected Treasury Forward Curves Next Four Years
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Nonetheless, with this projected rise of roughly 0.25% each year over the next four years, we estimate 
when the Agg index might break even given today’s duration and yield, shown in Exhibit 6. In this exhibit, 
we forecast the Agg’s annual total return, cumulative total return as well as annualized total return over 
the next eight years based on rates rising 0.25%, 0.50%, or 0.75% each year over the next four years. The 
results show that in the case of rates rising the expected 0.25% each year over the next four years, the Agg 
is expected to provide continually-positive annual, cumulative, and annualized total return over the next 
eight years. If rates were to rise 0.50% each year over the next four years, the Agg would be expected to 
break even by year five, and if rates were to rise 0.75% each year over the next four years, the Agg would 
be expected to break even by year six.

Bloomberg Barclays U.S. 
Aggregate Index

12Mo Ending

3/5/21 3/5/22 3/5/23 3/5/24 3/5/25 3/5/26 3/5/27 3/5/28 3/5/29

Duration 6.2 6.2 6.2 6.2 6.2 6.2 6.2 6.2 6.2

Rates Rise 0.25% Each Year Over Next 4 Years

Change in Rates 0.3% 0.3% 0.3% 0.3% 0.0% 0.0% 0.0% 0.0%

Avg. Ending Yield-to-Worst 1.51% 1.8% 2.0% 2.3% 2.5% 2.5% 2.5% 2.5% 2.5%

Proj. Annual Price Change -1.6% -1.6% -1.6% -1.6% 0.0% 0.0% 0.0% 0.0%

Proj. Annual Total Return 0.1% 0.3% 0.6% 0.8% 2.5% 2.5% 2.5% 2.5%

Proj. Cumulative Total Return 0.1% 0.4% 1.0% 1.8% 4.4% 7.0% 9.7% 12.5%

Proj. Annualized Total Return 0.1% 0.2% 0.3% 0.5% 0.9% 1.1% 1.3% 1.5%

Rates Rise 0.50% Each Year Over Next 4 Years

Change in Rates 0.5% 0.5% 0.5% 0.5% 0.0% 0.0% 0.0% 0.0%

Avg. Ending Yield-to-Worst 1.51% 2.0% 2.5% 3.0% 3.5% 3.5% 3.5% 3.5% 3.5%

Proj. Annual Price Change -3.1% -3.1% -3.1% -3.1% 0.0% 0.0% 0.0% 0.0%

Proj. Annual Total Return -1.4% -0.9% -0.4% 0.1% 3.5% 3.5% 3.5% 3.5%

Proj. Cumulative Total Return -1.4% -2.2% -2.6% -2.4% 1.0% 4.6% 8.2% 12.0%

Proj. Annualized Total Return -1.4% -1.1% -0.9% -0.6% 0.2% 0.7% 1.1% 1.4%

Rates Rise 0.75% Each Year Over Next 4 Years

Change in Rates 0.8% 0.8% 0.8% 0.8% 0.0% 0.0% 0.0% 0.0%

Avg. Ending Yield-to-Worst 1.51% 2.3% 3.0% 3.8% 4.5% 4.5% 4.5% 4.5% 4.5%

Proj. Annual Price Change -4.7% -4.7% -4.7% -4.7% 0.0% 0.0% 0.0% 0.0%

Proj. Annual Total Return -2.8% -2.0% -1.3% -0.5% 4.5% 4.5% 4.5% 4.5%

Proj. Cumulative Total Return -2.8% -4.8% -6.0% -6.5% -2.3% 2.1% 6.7% 11.5%

Proj. Annualized Total Return -2.8% -2.4% -2.0% -1.7% -0.5% 0.3% 0.9% 1.4%

Exhibit 6:  Breaking Even After Rates Rise

Sources: Marquette Research, Bloomberg. Duration is option-adjusted duration to Treasury.
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However, this margin debt-to-S&P 500 ratio, despite having rising sharply since last March’s panic, appears 
to have some more room to run. Irrespective of record valuations this shows that investor risk-taking is 
making a comeback and bears watching closely throughout 2021 and beyond.

In closing, we expect this latest stimulus to have a transitory upwards impact on inflation and interest rates, 
but the overall effect is expected to be muted given broader longer-term macroeconomic dynamics that 
have already been in place. We anticipate broad fixed income investments to be able to absorb these 
effects and continue to provide income, stability, and principal protection.

NOTE
1 Estimated by The Century Foundation, latest as of March 6, 2021.

Finally, while we have considered the relief aid’s impact on the markets in terms of inflation and interest 
rates, what about its impact on the peak financial asset levels we have been seeing recently in terms of 
record price/earnings ratios and credit spreads nearing all-time tights? At Marquette we also track broad 
investors’ use of margin debt, which has recently risen to a localized peak. Exhibit 7 shows that total FINRA 
member firms’ margin debt has accelerated along with the S&P 500 since the March 2020 panic, and the 
margin debt-to-S&P 500 ratio is rising to a near-term peak similar to how it rose to near-term peaks before 
the 2000 and 2008 crises as well as the 2015 shale crisis and 4Q18 credit dislocation. 
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Exhibit 7:  Growing Margin Debt
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Marquette Associates, Inc. (“Marquette”) has prepared this document for exclusive use by the client or third party for which it was 
prepared. The information herein was obtained from various sources, including but not limited to third party investment managers, the 
client’s custodian(s) accounting statements, commercially available databases, and other economic and financial market data sources.

The sources of information used in this document are believed to be reliable. Marquette has not independently verified all of the information 
in this document and its accuracy cannot be guaranteed. Marquette accepts no liability for any direct or consequential losses arising from 
its use. The information provided herein is as of the date appearing in this material only and is subject to change without prior notice. Thus, 
all such information is subject to independent verification and we urge clients to compare the information set forth in this statement with 
the statements you receive directly from the custodian in order to ensure accuracy of all account information. Past performance does not 
guarantee future results and investing involves risk of loss. No graph, chart, or formula can, in and of itself, be used to determine which 
securities or investments to buy or sell. 

Forward‐looking statements, including without limitation any statement or prediction about a future event contained in this presentation, 
are based on a variety of estimates and assumptions by Marquette, including, but not limited to, estimates of future operating results, 
the value of assets, and market conditions. These estimates and assumptions, including the risk assessments and projections referenced, 
are inherently uncertain and are subject to numerous business, industry, market, regulatory, geopolitical, competitive, and financial risks 
that are outside of Marquette’s control. There can be no assurance that the assumptions made in connection with any forward‐looking 
statement will prove accurate, and actual results may differ materially. 

The inclusion of any forward‐looking statement herein should not be regarded as an indication that Marquette considers forward‐looking 
statements to be a reliable prediction of future events. The views contained herein are those of Marquette and should not be taken as 
financial advice or a recommendation to buy or sell any security. Any forecasts, figures, opinions, or investment techniques and strategies 
described are intended for informational purposes only. They are based on certain assumptions and current market conditions, and 
although accurate at the time of writing, are subject to change without prior notice. Opinions, estimates, projections, and comments on 
financial market trends constitute our judgment and are subject to change without notice. Marquette expressly disclaims all liability in 
respect to actions taken based on any or all of the information included or referenced in this document. The information is being provided 
based on the understanding that each recipient has sufficient knowledge and experience to evaluate the merits and risks of investing.

About Marquette Associates

Marquette was founded in 1986 with the sole objective of providing investment consulting at the highest caliber 
of service. Our expertise is grounded in our commitment to client service — our team aims to be a trusted partner 
and as fiduciaries, our clients’ interests and objectives are at the center of everything we do. Our approach brings 
together the real-world experience of our people and our dedication to creativity and critical thinking in order 
to empower our clients to meet their goals. For more information, please visit www.MarquetteAssociates.com.


