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Company Announcements 
 
PIM has recently launched a new, completely redesigned website.  We wish to extend a special thanks to those clients 
who volunteered images of themselves for the banner collage on the “Our Clients” page.  Note that our monthly client 
communications are now called “Blog Posts” and may be accessed from the home page or by using the dropdown menu 
under the “Resources” tab.  Quarterly News Releases, such as this, are found using the “Publications” link in the 
“Resources” dropdown menu.  The website URL remains unchanged: www.pim4you.com.  We kindly encourage you 
to peruse the website at your convenience, and we welcome any feedback you may have.   
 
Tax Filing Deadline Extension 
 
The IRS recently announced an extension of the tax filing deadline from April 15th to May 17th.  The extension also 
applies to IRA and Health Savings Account contributions.  This does not extend any state income tax filing deadlines, 
though some states have already announced similar extensions.  The federal filing deadline extension does NOT allow 
those who pay quarterly estimated tax to pay later than April 15th without penalty.  As with all tax-related 
communications from PIM, please affirm with your tax professional.   
 
Records Retention 
 
With local recycling drives and spring cleaning upon us, many will turn their attention to the stack of financial account 
documents that reside in file cabinets, drawers and on the dining room table.  Motivated by a desire to be financially 
responsible, even those who are not otherwise pack rats may accumulate months, years, or even decades worth of paper 
records.  And eventually, we all ask the same question; how much of this do I really need to keep?  Below we provide 
general guidance that may help.  Much of what follows should be verified with your tax professional before you take 
action.  
 
Tax Documents 
 
Tax documents, such as tax returns and backup evidence for items you claim as deductions, should be kept for seven 
years.  The IRS has three years after the filing date to audit your return, so in many cases, keeping paperwork for three 
years is sufficient.  However, there are certain situations, such as underreporting income, or claims related to self-
employment or small business ownership, that require you to keep documents for up to seven years. 
 
Property and Mortgage Records 
 
You should keep any documents related to the purchase of your home and any large improvements or remodeling 
projects for seven years after you’ve sold your home.  You should also keep records of expenses incurred when buying 
and selling your home for seven years after you’ve sold your home.  These documents can all be used in the 
determination of cost basis, which is needed to estimate capital gain tax liability.  Mortgage and other loan payoff 
statements should be kept forever in the unlikely event that a lender claims you did not satisfy the loan. 
 
Insurance Policy Documents 
 
Keep the policy declarations page, containing your policy number and a summary of coverage, for as long as the policy 
is valid.  You may keep the main policy document, containing the details of your policy, until you receive a new one in 
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the mail at the time of renewal.  However, since most insurance companies have electronic versions online, you may 
choose not to keep a paper copy at all.  You can dispose of periodic billing statements once paid.  If you need to retain 
proof of payment for tax purposes, like claiming use of your car or home for business, then these should be kept with 
your tax documents for seven years. 
 

Bank and Credit Card Records 
 
If your bank or credit card records contain information that is pertinent to your personal tax situation, then you should 
file these away with the rest of your tax documents and keep them for seven years.  If not, then once your accounts are 
reconciled, shredding the statements is appropriate.  
 
Bills 
 
You can shred most bills after payment clears.  Bills and receipts that will be used as proof of tax deductions should, as 
you may expect, be kept with your tax documents for seven years.  You may also wish to keep billing statements for big 
ticket items for the length of time that you own the item, in case a warranty claim materializes or in the event of theft, 
fire, flood, etc., resulting in an insurance claim. 
 
Brokerage Account Statements, Trade Confirmations, and Shareholder Documents 
 
Retain monthly and quarterly account statements until you receive your annual statement, after which time you may 
discard.  Annual statements, 1099s, or other records of the purchase and sale of securities, as well as retirement plan 
contributions and distributions, will be used for tax purposes and should be kept with your tax documents for seven 
years.   
 
Shareholder reports, such as prospectuses, are for your information.  Companies are required to provide these to their 
investors periodically so that investors can make informed investment decisions.  You may find them of interest, or you 
may not, but you do not need to keep them.   For clients who have elected to receive shareholder reports by mail from 
Charles Schwab, you may have recently started receiving a post card in place of some shareholder reports with 
information about how to obtain a paper or electronic copy of the report. 
 
As a shareholder, you may also have the right to a proxy vote for issues that will be voted on in an upcoming shareholder 
meeting, such as election of board members or merger or acquisition approvals.  Whether or not you choose to cast a 
vote is your decision, but there is no need to file these mailings for any length of time. 
 
Trade confirmations for non-retirement accounts should be kept while you still own a security, if the cost basis is not 
being reported by the custodian.  Tax law changes that took effect between 2011 and 2014 require brokers and other 
custodians to track and report cost basis for equities, mutual funds, bonds, and other securities whenever a sale takes 
place.  Chances are, if you purchased a security after 2014, your broker is reporting cost basis.   
 
Are you looking to create some extra room in your storage container?  You may be interested in knowing that TIAA 
retains copies of your account statement, tax documents, and trade confirmations for seven years.  Schwab and Fidelity 
retain these documents for 10 years.  These historical documents are available to you online or by calling Schwab, TIAA 
or Fidelity.  If seeking documents related to an account we manage, you may contact PIM to obtain copies. 

Market Commentary 
 
Value vs. Growth 
 
The S&P 500 was up 6.15% for the first quarter of the year.  Unfortunately, the rate of return of this benchmark was not 
reflected throughout other markets, nor does it express the divergence of returns between value and growth-oriented 
firms starting in mid-February.  Many growth stocks experienced sharp downturns during the second half of the quarter.  
Amazon fell 9% from its 2021 peak; Apple fell by 9%, and Walmart by 5%.  In February and again in March, large 
value companies outperformed their growth counterparts by the largest monthly margin since March of 2001.  The 
impetus for the decline has been attributed to the rapid fall in the price of long-term Treasury bonds, which experienced 
their worst quarter since 1974. 
 
The S&P 500 is comprised of approximately ½ growth stocks and ½ value stocks.  Sometimes, but rarely, growth and 
value will advance or decline at the same time to the same magnitude.  Growth has outperformed value in seven of the 
past ten years (ending 12/31/2020).  The average annual return of domestic large cap growth stocks over this ten-year 
period was +16.41%, compared to value having returned an average of 10.8%.  While domestic small company growth 
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and value stocks are not so divergent, a similar theme holds.  Growth has outperformed value in six of the past ten years 
(ending 12/31/2020), with growth delivering an average annual return of 13.57% compared to value at 11.91%.  Of note, 
at no time over this full ten-year year period has domestic large or small cap value outperformed their growth counterpart 
for two or more consecutive years.  Year-to-date through March 31st, domestic large and small value company stocks are 
outperforming growth by a large margin.  Coming into 2021 PIM portfolios leaned growth and have been a bit battered 
about by this shift in market leadership. 
 
Value vs. Quality 
 
The bond market often dictates terms to the equity market.  The message after mid-February was that investors should 
pay more attention to the firms that the COVID-19 pandemic left behind, as they are better positioned to benefit from a 
re-opening economy, even lower-quality firms with less healthy balance sheets and that are yet to return to profitability.  
A rising tide of economic growth eventually lifts all boats, even those with holes in the hull. 
 
The best examples of such firms are found in the energy sector.  Crude oil was literally worthless on April 20th of 2020 
and now trades at roughly $60 a barrel.  That sector of the market was up 30% in the first quarter.  Energy firms in the 
US have experienced vicious cycles over the past five years, with serial bankruptcies, poor long-term returns (-25% over 
the past three years) and a questionable future given environmental and regulatory concerns.  However, they were the big 
“winners” for the first quarter of the year.  And we didn’t participate in any targeted way, based upon our preference for 
quality over momentum – and because this was not and could not have been predicted with any certainty. 
 
The Outsized Importance of the Bond Market 
 
The recent shift in the bond market needs to be fully understood to determine if the change is short or long-term in 
nature.  The Treasury market is unique because it is viewed as being risk-free: zero default risk due to the government’s 
unlimited ability to tax citizens.  This means there are only two reasons for increased yields (and falling prices) that we 
need to explore.  The first is increased supply from the Treasury; the 
second is decreased demand from investors. 
 
The U.S. Treasury significantly increased the supply of government bonds 
during the pandemic, issuing $415 billion of new debt in March alone.  The 
enormity of COVID relief stimulus and the supply of new US government 
bonds to fund these programs, is hard to comprehend.  To understand the 
magnitude of these interventions, it is helpful to think in terms of 
significant, past government initiatives. To-date, COVID relief programs, 
in aggregate, are roughly the same size as the Apollo Space Program, The 
Marshall plan, FDR’s new deal, the Vietnam War and the ongoing 
Afghanistan conflict... combined, even inflated to today’s dollars.  This 
year’s budget deficit is expected to be 16% of GDP, the highest level since 
World War II.  Strong reversals throughout capital markets are often 
caused by surprises.  But in this case, the bond market has been aware of 
the magnitude of COVID relief spending.  The Treasury updates the 
market every month.  While the numbers are huge, there have been no 
surprises.  So why did yields climb so quickly after mid-February? 
 
Demand for Treasuries generally declines as the economy moves from a recession and into a growth period, pushing 
bond yields up and prices down.  As the economy improves, investors prefer the upside potential of the equity markets to 
the safety of government bonds.  Data supports this conclusion.  Many economic indicators are moving upwards at a 
blistering pace.  The Fed estimates that the U.S. economy will grow by 6.5% this year, the highest rate since 1984.  
Accordingly, global fund flows into equity markets topped $170 billion in March, breaking a twenty-year record.  
 
There are certain investors who always want Treasuries for regulatory reasons, such as foreign and domestic banks, 
insurance companies and pension funds.  These investors were expected to buy much of the new Treasury debt to fund 
the government spending spree in 2021.  In 2020 foreign holdings of Treasuries barely increased, bucking the historical 
role foreign investors play in partially funding US deficits in times of economic stress.  This seems to be turning a 
corner; foreign investors appear to be willing to increase their U.S. Treasury holdings, based on the most current data, 
due to more attractive yields.  For reference, ten-year German Bunds yield negative 0.25%, and Japanese ten-year bonds 
yield 0.08%.  These two bonds are considered comparable to U.S. Treasuries for regulatory purposes. Ten-Year 
Treasuries, after adjusting for the cost of currency hedging, are yielding above 1.25%.  Japanese banks nearly always 
hedge currency risk when they buy US bonds, so the hedging cost is an important consideration.  Japan is the largest 
foreign holder of US debt, with China a close second. 
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This basic supply and demand summary suggests that the U.S. Treasury market should stabilize, though the market 
remains unruly.  Most analyst models suggest that Treasuries are modestly undervalued which may cause hedge funds 
and other large domestic investors to return to the market.  
 
Inflation 
 
The last issue we will discuss is inflation.  It has been one of the most common concerns from clients this year.  Inflation 
expectations influence Fed policy and the demand for bonds.  Inflation is too many dollars chasing too few goods, an 
outcome that seems likely this summer as the global economy slowly moves past COVID-19 and consumers are free to 
spend money outside of their homes.  The Fed thinks that the inflation rate will increase to around 2.6% before 
moderating back towards the long-term average of 1.9% in 2023.  2.6% might seem minor, but the yield on two-year 
Treasuries is 0.15%, which guarantees a loss in purchasing power (real return) on that investment if inflation holds true 
to expectations.  Sustained higher inflation rates will require the Fed to increase short-term interest rates to cool the 
economy and bring inflation under control.  Put simply, a period of high inflation would cause the Fed to take away the 
punchbowl of easy money faster than currently expected, which would negatively impact both the equity and bond 
markets.  
 
Jerome Powell, Chairman of the U.S. Federal Reserve, has been extremely clear that the Board of Governors expects 
above average inflation to be temporary.  Their argument assumes that pandemic-related bottlenecks will drive inflation 
in the short run but evaporate quickly.  This conclusion is based on data suggesting that as much as 50% of supply 
disruptions in the US are due to employee availability (owing to childcare and health concerns) and COVID-19 social 
distancing rules.  If this argument is true, then the wave of inflation expected after reopening will subside into the new 
year. 
 
Those expecting increased inflation also cite the massive economic stimulus delivered over the past year.  While we 
applaud the passage of American Recovery Program (ARP) and related legislation, we doubt its passage signals a 
durable change in the path of the economy recovery.  It has been estimated that the ARP will result in 6.5% GDP growth 
in 2021, compared to the Fed’s 4.2% estimates from before its passage.  The impact is expected to quickly fade, with 
only 0.2% additional GDP growth in 2022 compared to the pre-ARP estimate. 
 
The Apollo program created technical breakthroughs that fueled private industry for decades.  The New Deal built huge 
new infrastructure projects, such as the Grand Coulee Dam and the Columbia River Reclamation Project.  The Marshall 
plan rebuilt the economies of Europe, our largest trading partners at the time.  Even the politically complex wars in 
Afghanistan and Vietnam caused a surge in industrial demand.  
Most of the ARP stimulus checks will be saved or used to pay 
down debt.  There will be a surge in retail sales for two quarters, 
but its economic impact will quickly fade according to Federal 
Reserve analysis. 
 
The final argument from the Fed for why above-average inflation 
will be short-lived is the reality that labor costs (wages) drive 
inflation more than any other factor.  Historically, 75% of 
inflation can be attributed to increased wages.  With 11% of the 
workforce unemployed or under-employed (working part-time, 
but seeking full time employment), it is hard to see a labor 
shortage driving wages higher.  There has been zero wage and 
salary growth over the past year.  In fact, compensation growth 
has been declining even as the economy has been slowly re-
opening in recent months. 
 
Unfortunately for the labor market, automation was the number 
one corporate investment in the U.S. over the past year. Worker productivity has soared during the pandemic because of 
additional robot/software assistants.  For example, consumer buying of merchandise goods is 10% above where it was 
pre-pandemic, yet employment in these segments of the economy is still 2% lower thanks to increased automation in the 
supply chain.  2020 saw the highest rate of productivity growth in a decade (2.5%).  If workers can be more productive 
thanks to automation, corporate profits and wages should be higher over time.  Regrettably however, there will be fewer 
jobs to go around.   
 
Productivity gains generally offset increased wages, resulting in little change to inflation.  Higher wages and no 
productivity gains causes inflation.  In the late 1970s, the last time the US saw high inflation levels, 60% of the 
workforce had cost of living adjustments (COLA) in their employment contracts.   
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During that period wage growth was as high as 9% per year, but productivity growth averaged 1%.  The result was 
higher prices to compensate for increased labor costs, but little increase in the supply of goods and services.  With lower 
union membership nationwide, only 10% of the workforce has COLA clauses in their contracts today.   
 
Our Position  
 
Market sentiment seems entrenched in the inflation narrative.  While we do not believe that call is correct, we did adjust 
Schwab portfolios to be overweight domestic inflation-sensitive equity investments (value equities) during our February 
rebalance.  This modification has been well-rewarded thus far.  If a large infrastructure bill is passed, the rally in value 
securities may persist.  Therefore, we may extend this value orientation to other segments of our portfolios.   
 
While adjusting portfolios to reflect changes in market leadership may seem obvious, remember that value rarely out-
performs growth for any extended period.  Therefore, the temptation to go “all-in” value can be a trap that has left many 
investors exposed and regretful much sooner than anticipated. The headwind posed by higher bond yields on quality 
growth equities appears to have largely run its course.  Yields on government debt remain volatile as the market grap-
ples with the uncertainty of key variables such as inflation and interest rates.  It is important to acknowledge that the 
COVID-19 pandemic has resulted in the heavy hand of government intervention through both monetary and fiscal stim-
ulus for the first time in roughly 40 years.  Businesses have been forced to change how they produce goods and services 
in a highly ambiguous environment.  Investors are still studying the implications of these changes.  Despite the uncer-
tainty presented by this period, the fundamental economic principles outlined above, with centuries of data and analysis 
behind them, do not change.  
 
 
 
Spring is Here 
 
COVID-19 social policy and winter in the great Pacific Northwest conspired to create conditions some may have found 
pretty oppressive.  It has been a while since it was easy to feel truly optimistic.  But maybe the time is now.  Vaccina-
tions are well underway, with many PIM clients reporting having completed the inoculation process.  Soon, all age 
groups will be eligible.  Days are getting longer, warmer, and brighter.  More social and outdoor activities are right 
around the corner.  From our families to yours, sincere best wishes that the remainder of 2021 brings good health and 
happiness. 


