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ECONOMIC RECOVERY/EXPANSIONS NEVER 
GO AS PLANNED.

This one is no exception. The economy had robust growth in the 

first half of the year, averaging around 6.5%, well above the past 

expansion growth rate of 2.3%. It helped propel the economy 

past the previous peak in output (chart 1) and set it on a steeper 

trajectory than the last expansion. 

Although Q2 was expected to be the peak in growth for the 

expansion, largely due to the end of federal stimulus checks to 

households, the slowdown in Q3 is more severe than previously 

thought. This is being blamed solely on the rise in Delta variant 

cases in July, August, and early September (chart 2). It caused a 

significant downshift in consumer spending, with the hospitality 

sector seeing the most significant decreases. Also, the supply of 

goods has been curtailed as the manufacturing sector continues 

to be plagued by shortages. Vehicle production is especially 

challenged by limited availability of semiconductors, which has led 

to fewer sales (chart 3).

The Fed is looking past this and plans to reduce some of the 

stimulus it is providing because the economy is strong enough. In 

November, they are expected to announce the reduction in their 

bond-buying program. Since May 2020, the Fed has been buying 

$120 billion in government bonds each month to help push down 

longer-term interest rates and add liquidity to the market. This 

move will not be a tightening of monetary policy; all the Fed is 

doing is stopping the purchases of additional bonds onto their 

balance sheet. The balance sheet currently stands at $8.5 trillion, 

about twice its size two years ago (chart 4).

With the combination of the large balance sheet and the low 

level of federal funds, the Fed still provides a very high level of 

stimulus to the economy. Moreover, they have made it abundantly 

clear to the markets of their plans to stay accommodative. Before 

tightening monetary policy, they must first reach their dual goals 

of inflation above 2.0% for a sustained period (they have probably 

reached this goal) and maximum employment (they have not 

reached this goal).
Sources: Bureau of Economic Analysis, Federal Reserve, Bloomberg News,  
Johns Hopkins, Ward's Automotive Group.

CHART 1: GDP
$, billions, dollars, seasonally adjusted annual rate

CHART 2: COVID-19 U.S. — Confirmed Cases: Daily Change 
'000, weekly data, divided by 7

CHART 3: Vehicle Sales 
millions, seasonally adjusted annual rate

CHART 4: Fed Balance Sheet
$, billions, not seasonally adjusted
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After an unusually long period of complacency, volatility has returned to equity markets. Concerns over 

Fed tapering, the U.S. debt ceiling, inflation pressures, slowing economic and earnings growth projections, 

and China’s property market have provided the catalyst for the S&P 500’s first 5% pullback in nearly a 

year. We don’t think any of these issues pose a significant threat to the long-term outlook, but market 

sentiment could remain vulnerable in the near term.1

Bond yields have been increasing due to the same issues affecting the equity market, along with higher 

oil prices and the uncertainty of leadership positions at the Fed next year. A number of the issues will be 

resolved by Congress and the Fed over the next month or so.

OIL
Oil prices have topped $80 a barrel, the first time 

since 2014. A shortage of natural gas and fears of a 
cold winter are driving up demand.6

COVID-19
Concerns about the Delta variant’s impact on the 

financial markets continue to fade as U.S. daily cases 
have fallen almost 50% from the September highs.5

INFLATION
Inflationary pressures have stabilized at 5.4%. There 

has been a cooling in prices of many of the re-opening 
sectors like transportation and hotels.2

LABOR
The pace of job hiring has slowed in the past two 

months, due mainly to the lack of supply of qualified 
workers.3

THE FED
The Fed is on track to announce a cutback on its 

bond-buying program; this is just a simple reduction 
in their stimulus, not a tightening.

HOUSING
Demand for homes remains strong, but lack of 

inventory continues to hamper a faster pace of sales.4
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Sources
1Standard and Poor's

2Bureau of Labor Statistics

3Bureau of Labor Statistics

4U.S. Census Bureau, National Association of Realtors

5CDC, Johns Hopkins

6Bloomberg Energy

Index Definitions

The Standard and Poor’s 500 Index (S&P 500) is a market capitalization-weighted index of 500 common stocks chosen for market size, liquidity, and industry 
group representation to represent U.S. equity performance.

Important Disclosures

The information presented does not involve the rendering of personalized investment, financial, legal, or tax advice. This presentation is not an offer to buy or 
sell, or a solicitation of any offer to buy or sell, any of the securities mentioned herein.

Certain statements contained herein may constitute projections, forecasts, and other forward-looking statements, which do not reflect actual results and are 
based primarily upon a hypothetical set of assumptions applied to certain historical financial information. Certain information has been provided by third-party 
sources, and although believed to be reliable, it has not been independently verified, and its accuracy or completeness cannot be guaranteed.

Any opinions, projections, forecasts, and forward-looking statements presented herein are valid as of the date of this document and are subject to change.

There are inherent risks with equity investing. These include, but are not limited to, stock market, manager, or investment style risks. Stock markets tend to 
move in cycles, with periods of rising prices and periods of falling prices.

Investing in international markets carries risks such as currency fluctuation, regulatory risks, and economic and political instability.

There are inherent risks with fixed income investing. These may include, but are not limited to, interest rate, call, credit, market, inflation, government policy, 
liquidity, or junk bond risks. When interest rates rise, bond prices fall. This risk is heightened with investments in longer-duration fixed income securities and 
during periods when prevailing interest rates are low or negative. 

Investing involves risk, including the loss of principal.

As with any investment strategy, there is no guarantee that investment objectives will be met, and investors may lose money.

Past performance is no guarantee of future performance.

Non-deposit investment products are not FDIC insured, are not bank guaranteed, and may lose value.


