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Two Steps Back, One Leap Forward?

• The Delta Wave Headwind
• Expect a moderation but not a halt in the recovery as the government 

and consumers adjust to the rise of the Delta variant

• Taper Talk
• The Fed appears poised to begin tapering sooner than expected, but 

the impact of this change in trajectory is likely small

• A High Productivity Growth Regime?
• The possibility of a higher productivity growth regime appears to be 

underestimated by investors
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Taper Talk

• Reading the Tea Leaves (Checking the Transcripts). Last week, the FOMC* released
their July meeting minutes. The primary development from the meeting was that the
Fed has begun preparing for tapering to begin by the end of 2021, meaning it may
begin gradually reducing the pace at which it is purchasing bonds by end of year.
Despite this growing consensus, the minutes showed ongoing debate regarding
inflation as well as concern that the Fed needed to be careful not to encourage
investors to connect a tapering decision to future potential rate hikes.

• Rate Implications. Since the 2008/2009 Financial Crisis and during the COVID-related
recession, the Federal Reserve and its asset purchases have had a significant influence
over longer-term interest rates. Long-term rates are the basis for pricing interest on
longer-term borrowing, impacting both firms’ and consumers’ economic activity.
Secondly, long-term interest rates indirectly impact the valuation of investment assets
broadly through the discount rate that is applied to future cash flows.

• A Tweak to Tapering. Some took the read-through of tapering in 2021 as big news given
the change in the calendar year and a perception that the Fed may have previously
held back from such guidance. However, the impact of a 2021 start to tapering may
not be quite as material as it appears on the surface. Tapering expectations have only
moved forward from early 2021 to late 2021, a change that amounts to a relatively
small tweak in the projected path of the Federal Reserve’s balance sheet given the
gradual path tapering is likely to follow once initiated.
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The Delta Wave Headwind

• Wrong Side of The Data. The rise of the Delta variant continues to top the headlines as
case counts and hospitalizations in the U.S. increase. Last week, the U.S. saw on
average over 140,000 new COVID-19 cases per day, a level of infection not seen since
the tail-end of the winter COVID wave in early February. Hospitalizations have also
risen, with ~10% more COVID patients finding their way to the hospital than the week
prior, but the fatality rate for those infected continues to track around 50% below that
of the prior surge.

• Reversing Consumer Spending Trends. Growing concerns regarding the Delta-variant-
induced surge appear now to be having a modest effect on the recovery of the
economy. Consumer spending, which had strengthened through most of the last year,
appears to be experiencing a near-term slowdown. This slowdown is likely a
combination of increased hesitancy by consumers to go out and spend and a modest
increase in government mandated restrictions including mask mandates and crowd
control.

• Economic Expectations Revisited. Previous consensus economic expectations had
grown optimistic so as not to account for a third major surge in COVID cases. The
recent surge in case counts and hospitalizations is resulting in some behavior changes
by local governments and consumers, but is unlikely to progress to the point of a
lockdown as experienced in March 2020. As a result, consensus GDP growth
expectations for 2021 are likely to decline from 6.0 – 6.5% to ~5.5 – 6.0%.

Expect a moderation but not a halt in the recovery as the 
government and consumers adjust to the rise of the Delta variant

The Fed’s appears poised to begin tapering sooner than 
expected, but the impact of this change is likely small

*Federal Open Market Committee
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A High Productivity Growth Regime?

• More Gas in the (Labor Market) Tank. With the U.S. unemployment rate at 5.4% and the
labor force participation rate at 61.7%, traditional job market indicators have improved
but are not quite back to pre-pandemic levels. Some of these would-be workers remain
on the sidelines as they care for family members that are ill or children that are not back
in school or other programs, some remain fearful of the risk of contracting COVID-19 and
others still may be disincentivized by generous unemployment benefits. Despite the
reason, each is transitory in nature and likely to provide fuel to the growing economy in
the coming year.

• The Pandemic Productivity Surge. Perhaps less noticed has been the uptick in
productivity experienced by businesses during the pandemic that has sustained itself in
the recovery. Businesses have innovated during the pandemic, such as the
implementation of automated/electronic ordering in restaurants. Other businesses’
innovations have accelerated such as online ordering and express delivery of consumer
goods from warehouses instead of stores. Still other businesses and their knowledge
workers have embraced remote work, enhancing quality of life and efficient time usage.

• Time for a New Productivity Regime? It is possible that many of these productivity-
enhancing shifts are more permanent than they are temporary. Having just experienced
a 15-year period of low productivity growth, the silver lining of the pandemic may be
that it has accelerated productivity enhancements and stimulated a transition to a
higher productivity growth regime like we have experienced in past cycles.

The possibility of a higher productivity growth regime appears to 
be underestimated by investors

Chart of the Week:

A Pandemic-Induced Start to a High Productivity Growth Regime?
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Source: Glenmede, FactSet, Department of Labor (DOL)
*U.S. Non-farm Labor Productivity is measured as output per hour for all U.S. persons employed by non-farm businesses, indexed to 100 in 2012 and seasonaly adjusted.
Grey shaded regions shown are periods of slower productivity growth.

U.S.Non-farm Labor Productivity*
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