
Investment Strategy Insights
July 6th, 2021

The State of America’s State of Mind

• A Declaration of Confidence
• Confidence in the ongoing economic recovery should be supportive of 

risk assets

• Political Fireworks
• While the path forward on infrastructure remains uncertain, expect a 

softer impact from this latest round of fiscal spend

• Grilling the Value/Growth Dynamic
• Despite the recent run in growth stocks, value should return to favor as 

the economic recovery continues to unfold
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A Declaration of Confidence

• Investor Confidence. The S&P 500 ended last week by notching it’s seventh-straight day
of record highs in a row. We read this as a clear vote of confidence in the macro
environment by investors, as the economic and earnings backdrop remains on solid
footing. While uncertainties remain regarding the outlook for inflation and monetary
policy, U.S. equity markets have proved incredibly resilient, with the S&P 500 now up
15.9% year-to-date.

• Business Confidence. According to data collected by the Conference Board, chief
executives in the U.S. have turned more optimistic than ever before, with its Measure of
CEO Confidence reaching 82, the highest reading since the data’s inception in 1976.
Chief Economist for the Conference Board Dana Peterson noted that, “for CEOs, the
challenge of navigating a once-in-a-century pandemic is receding, as the focus turns to
hiring and investing to compete in an economy poised to see the fastest growth in
decades over the months ahead.”

• Labor Confidence. The perception of a healthy jobs market appears to be shared by
many. So much so, that the latest figures from the U.S. Job Openings and Labor Turnover
Survey (JOLTS) indicate that a record number of workers in the private sector are
voluntarily quitting their jobs. Some of those people may have reached their retirement
savings goals in an exuberant market environment. Others may be enticed by generous
incentives from current job postings. Either way, this is indicative of a healthy
economic/market environment.

Confidence in the ongoing economic recovery should be 
supportive of risk assets

Chart of the Week:

Workers Are Voluntarily Quitting at Record Rates



Grilling the Value/Growth Dynamic

• Growth Has its Day. Though value stocks have still outpaced their growth counterparts
so far in 2021, the latter have begun to outperform recently. Since the beginning of
June to last week’s close, the Russell 1000 Growth index has returned 7.4% vs. the Russell
1000 Value’s -1.0% on a total return basis. This change in course can be attributed to
two macro developments: the recent back-up in interest rates/inflation expectations
and concerns over the more infectious delta variant of COVID-19.

• Inflation and Rates Catalyst. Another development that began to unfold in early June
was an apparent peak in market-based inflation expectations. After rising to more than
2.5%, 10-year TIPS breakeven inflation estimates have fallen noticeably to 2.3%. It’s no
coincidence that the value/growth relationship began to turn a corner right around
then, as softening inflation expectations have translated to lower nominal interest rates,
which in turn benefits companies that derive more of their worth from future cash flows.
However, this development should prove temporary, as interest rates continue to drift
higher alongside economic normalization.

• Variant Risk. Of particular concern has been the proliferation of the delta variant of
COVID-19, which continues to spread mostly overseas, prompting new restrictions in
countries such as Australia, Israel and Portugal. Growth stocks have proven to be
relative beneficiaries of lockdown environments, which has perhaps contributed to
their outperformance lately. At this time, the delta variant does not appear to
materially threaten the U.S. economic recovery, but case counts are worth watching.
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Political Fireworks

• We Have a Deal (in Principle). President Biden recently declared his support for a
bipartisan infrastructure deal, including roughly $1.2 trillion in new spending over 8
years, with about half of that allocated to traditional infrastructure. The total bipartisan
package currently has the support, in principle, of ~25 senators. Progressives appear to
support the passage of a supplemental reconciliation bill once a bipartisan deal has
been struck, which would most likely include ~$2 trillion in new spending, offset by tax
hikes and amounting to ~$1.5 trillion.

• Political Balancing Act. While the infrastructure deal has begun to take shape, the
logistics for turning it into law remain highly uncertain. Progressive Democrats have
been hesitant to support a bipartisan package due to fears that this first bill will lessen
appetites among more moderate Democrats for a later reconciliation bill. On the other
hand, moderates (from both parties) are pushing back on a reconciliation bill because
without passing a bipartisan deal first, they fear their commitment to spending and tax
hikes will be premature.

• Packing Less Economic Punch. With the current bipartisan deal in motion, the likelihood
of material changes to the tax code is decreasing, as Republicans have shot down
efforts to raise taxes. However, as Democrats ramp up talks on a supplemental
reconciliation bill, the issue may re-enter the political narrative. The prospect of higher
taxes, along with the typical lag time for breaking ground on infrastructure projects,
makes this round of fiscal spending far less stimulative than prior COVID-related bills.

While the path forward on infrastructure remains uncertain, 
expect a softer impact from this latest round of fiscal spend

Despite the recent run in growth stocks, value should return to 
favor as the economic recovery continues to unfold
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