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Catalysts for Continued Normalization

• Transitory Inflation Realization
• Still-low sticky CPI and vaccine progress among U.S. trade partners 

suggest recent inflation trends should prove transitory

• Labor Tailwinds, Round Two
• As COVID fears fade and generous unemployment benefits roll off, 

expect the labor market recovery to pick up steam

• Structuring Infrastructure
• The fiscal package should be less stimulative due to spread-out and 

down-sized spending, as well as the inclusion of tax offsets
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Transitory Inflation Realization

• Inflation Showing Signs of Leveling Off? The U.S. Consumer Price Index, or CPI for short, hit
a 5.4% year-over-year growth rate for the month of July. Domestic price trends appear to
be decelerating, as the annual inflation rate for July was unchanged from June. As the
economic recovery rolls into autumn, base effects from last year’s disinflationary troughs
should begin to wear off, though supply chain disruptions may continue to play a role in
the short- to medium-term as the global economy continues to normalize.

• No Sign of Runaway Inflation. Inflation has become problematic in the past when both
the sticky and flexible components move higher in tandem, as they did in the 1970s.
While Flexible CPI continues to hit new multi-decade highs, Sticky CPI has only managed
to recover to pre-pandemic levels, suggesting that this recent pickup in inflation should
prove transitory.* This is good news for investors, as diversified portfolios of stocks, bonds
and real estate have historically performed well in periods of 3% - 5% inflation.

• Tracking Return to “Normal” Import Flow. Supply chain disruptions appear to be playing a
role in generating higher than normal inflation. For example, a semiconductor shortage
recently hobbled auto production, leading to a sharp increase in used car prices. A
vaccinated population is perhaps the impetus to a return of higher capacity utilization
among U.S. trade partners for key raw or intermediate goods. To that end, a little under
half of all pre-pandemic imports come from countries that have administered fewer than
100 vaccines per hundred people. Meaningful progress to this end should instill
confidence in the market for the next leg of the global economic recovery.

Still-low sticky CPI and vaccine progress among U.S. trade 
partners suggest recent inflation trends should prove transitory

Chart of the Week:

Supply Chain Disruptions Continue to Play a Role

*Flexible and Sticky CPIs are tracked via the Federal Reserve Bank of Atlanta



Structuring Infrastructure

• Infrastructure Timeline. A $1.2 trillion bipartisan infrastructure package passed through
the Senate last week. Before arriving at President Biden’s desk, the bill will also need to
pass through the House of Representatives. Speaker Pelosi has indicated she will sit on
the bill until the Senate passes the larger reconciliation plan. The first steps to that end
began last week, with the Senate passing a budget measure along party lines. Once
the budget passes the House as well, this will green light the reconciliation process,
under which the Democrats’ larger $3.5 trillion package can pass with just 51 votes in
the Senate, rather than the typical 60-vote hurdle.

• Enter Manchin, Sinema. Democrats have a razor thin margin of error in the Senate,
where just one Democrat’s dissent can topple the whole effort. Senators Manchin and
Sinema have already balked at the size of the $3.5 trillion package, which may force
concessions to bring down the price tag, along with the associated tax hikes. As a
result, the most likely scenario appears to be that the bipartisan bill and a watered-
down version of the reconciliation bill will both make their way into law by year-end.

• Fiscal Stimulus Off the Boil. While the infrastructure deal(s) appear to be taking form
and working their way through Congress, there is still some uncertainty over the exact
form the new spending and taxes will take. That said, this latest round of fiscal stimulus is
almost certainly to be of lower scale than the prior COVID-19 relief packages. This
suggests that heading into 2022, fiscal stimulus will be less of a tailwind than it has been
over the past 18 months.
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Labor Tailwinds, Round Two

• Labor Market Mismatch. With the U.S. unemployment rate down to 5.4% and the labor
force participation rate up to 61.7%, traditional job market indicators continue to
improve but are not quite back to pre-pandemic levels. On the other hand, businesses
are reporting difficulties finding qualified workers to fill open positions, which has been
corroborated by record highs in job openings. This supply/demand mismatch should
work itself out as generous unemployment benefits expire and COVID concerns fade.

• Circling 9/4 on the Calendar. Some have pointed to enhanced unemployment
benefits as a disincentive for workers to rejoin the labor force. This federal program is
scheduled to end on September 4th, though some states have voluntarily stopped
participating in the program already. So far, those states that have ended the $300
unemployment benefit have seen a more rapid decline in continuing jobless claims
versus those that have not. As expiration for the entire program approaches in a little
under a month’s time, this is perhaps a catalyst that boosts the supply of labor.

• Survey Says… For some, the fear or ancillary impacts of the spreading Delta variant is a
barrier to re-entry into the labor force. The U.S. Census Bureau’s Household Pulse Survey
estimates Americans’ top reasons for not working; as of the end of July, an estimated
2M cited that they were either sick or caring for someone with coronavirus symptoms.
Another 2.5M said they were concerned about getting or spreading COVID-19 and a
whopping 7M needed to care for children not in school or daycare. Once virus fears
fade and schools reopen again, expect labor force participation to begin normalizing.

As COVID fears fade and generous unemployment benefits roll 
off, expect the labor market recovery to pick up steam

The fiscal package should be less stimulative due to spread-out 
and down-sized spending, as well as the inclusion of tax offsets
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