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Despite the resurgence of COVID-19 in the form of 
the delta variant, equity markets reached record highs 
in July.1 Of the S&P 500 companies that reported 
earnings in the month, 88% beat expectations and 
84% had positive topline results. 

The economic expansion also continued: U.S. gross 
domestic product (GDP), a measure of economic out-
put, rose 6.5% in the second quarter on an annual-
ized basis, lower than the anticipated 8.4% gain. First 
quarter growth was revised down to 6.3%.2 These 
growth levels brought U.S. economic activity back to 
pre-pandemic levels (adjusted for inflation).  By con-
trast, it took two years for GDP to recover after the 
financial crisis.3

So, what comes next? 

QUICK TAKE

With growth likely to moderate over the 
coming months, we could see the initial 
excitement of the rebound (and the equity 
markets) start to moderate as well. While 
globally investors continue to expect strong 
returns, we believe it makes sense to look 
beyond the short term and consider the 
likelihood that the pace of economic growth 
and equity markets could cool—or even 

deliver some volatility. 
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Economic Growth 

While the growth rate was strong by any normal stan-
dard, it was lower than the anticipated 8.4% gain. Go-
ing forward, the potentially waning impact of pent-up 
consumer demand and fiscal stimulus could continue 
to slow the momentum of the recovery.5 

Consumer spending accounted for 69% of econom-
ic activity, so if consumers start to scale back their 
spending, we could feel the impact relatively quickly. 
After all, enhanced unemployment benefits are set 
to expire in September and there is still a fairly large 
disconnect between jobs and workers—namely, there 
are more open jobs than there are unemployed peo-
ple, and yet jobs are going unfilled and unemployment 
benefit applications remain elevated.6,7
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We’ve touched on this particular puzzle previ-
ously, and as we’ve said there are likely sev-
eral drivers for the phenomenon which could 
take some time to work out.  

This presents a bit of a challenge for the eco-
nomic recovery, and it also ties into the ques-
tion of inflation. Wages have started to rise 
for lower-income workers as companies at-
tempt to lure employees back, and overall in-
flation has also risen. While the state of wage 
inflation remains to be seen, the Federal Re-
serve has described the broader inflationary 
trends as “transitory,”8 meaning that they’re 
primarily being driven by temporary factors 
and are likely to loosen over the course of the 
recovery. 

Corporate Profits 

In line with the rebound, estimates indicate that corporate 
profits are poised to hit their highest level in over two decades 
in the U.S. and will reach pre-financial crisis levels in Europe 
and Asia.9 The next couple of quarters are expected to also be 
very good for corporate earnings.

That said, there are potential headwinds—namely rising labor 
costs, inflation, short-term supply shortages, and the potential for rising corporate tax rates in the U.S. and glob-
ally coordinated corporate taxes.

While certain sectors, such as technology and pharmaceuticals, could be shielded from margin erosion, others 
may experience increasing pressures as a result of rising wages. As usual, much depends on what happens next—
both in terms of the economic reopening in general and the policy response to particular concerns. 

Policy Impact 

What does all this mean for policy? 

Fed chair Jerome Powell noted that the job market still has “some ground to cover” before the Fed will start to 
reduce support for the economy.10 To that end, the Fed recently reaffirmed its intention to let inflation rise “mod-
erately above 2% for some time” so that long-term expected inflation remains anchored at 2% per year.11

In the meantime, the Senate has passed a landmark infrastructure spending plan with a bipartisan 69-30 vote. The 
$1 trillion package adds $550 billion in infrastructure spending—one of the largest such investments in decades.12  

The actual impact of this legislation on economic growth remains to be seen, as it now goes to the House of Rep-
resentatives. House Democrats have tied the infrastructure plan to a larger $3.5 trillion antipoverty and climate 
proposal that is likely to face substantial opposition. 

Consumer spending accounted for 69% of 
economic activity, so if consumers start to 
scale back their spending, we could feel the 

impact relatively quickly.
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Expectations for the Future

A fascinating global survey by Natixis, a French finan-
cial institution, found that individual investors in the 
U.S. expected annual long-term investment returns to 
average 17.5% before inflation.13 This is a pretty enor-
mous number by any measure—by way of comparison, 
the long-term return of the S&P 500 is under 10%.14  

Natixis suggests that this may be driven in part by recency bias, which is the tendency to extrapolate long-term 
trends from short-term data. This is a human response, but it can get investors into trouble. 

As we’ve said again and again, it’s important to look 
at the big picture and develop a strategy that serves 
your long-term interests. It might not be as exciting as 
going all-in on the latest meme stock or by betting big 
on the persistence of the rebound, but it’s also (in our 
experience) less likely to get you in trouble. 

There is potential volatility ahead and it does seem that the magnitude of the rebound is likely to moderate over 
the coming quarters. We still face potential economic uncertainty in light of the delta variant, and there could be 
costs resulting from the pandemic that we haven’t yet accrued. 

In our view, the long view is the one that will help investors best navigate these short-term pressures. While we 
very much share in the enthusiasm that a return to family gatherings has given us, we’re focusing our attention on 
the longer-term when it comes to our clients.

As always, please don’t hesitate to reach out with your questions and concerns—we’re here to answer and navi-
gate this challenging summer alongside you. Please contact us to schedule mid-year reviews if needed. In the 
meantime, stay tuned for information about our exciting fall webinar lineup!

A fascinating global survey by Natixis, a French 
financial institution, found that individual investors 
in the U.S. expected annual long-term investment 

returns to average 17.5% before inflation.

As we’ve said again and again, it’s important to look 
at the big picture and develop a strategy that serves 

your long-term interests.

With the situation in Los Angeles evolving quickly, we’ve been regularly checking the LA County 
public health guidance on COVID-19. Whether you’re a business owner, leader of a congregation, 

or concerned about symptoms, we suggest visiting this page for useful information.
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