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still “much ground to cover” before the economy 
reaches full employment. He also reaffirmed his 
conviction that high inflation is transitory and 
noted that the hurdle for interest rate hikes in 2022 
remains very high. A strong August jobs report on 
Friday could accelerate the current conversation 
that tapering will commence in either November 
or December of this year, but his continued 
ambiguity provides plenty of cover to hold off until 
2022.

Earnings Season, Strong Corporate Profits 
Continue: With another impressive earnings 
season in the rearview mirror, U.S. corporate profits 
surged at an annual rate of +45% in Q2, indicating 
that employment gains and business spending 
should strengthen. This healthy expansion helps 
explain the jump in corporate profits, provides 
valuation support for stock prices to march higher, 
and supports consumer spending projections at an 
annualized 5.0% increase in the current quarter, 
according to Bloomberg survey data, after a robust 
11.9% rise in the three months through June. 
Having optimism that the COVID-19 Delta variant 
may have peaked in August, reopenings could 
potentially accelerate and consumer confidence 
should further increase. It appears that the recent 
disappointment in consumer sentiment, at 70.3 in 
August according to the University of Michigan 
survey, was an outlier.

Infrastructure: More questions than answers 
remain on the U.S. federal budget. House 
Democrats passed the $3.5 trillion budget 
resolution in August, which will lead to the 
reconciliation bill. House Speaker Pelosi has 
committed to a path of approval by the end of 
September. However, the bill’s future is uncertain in 
the Senate, where moderate Democrats Senator 
Joe Manchin and Senator Krysten Sinema have 

pushed for a much smaller, narrower bill. Financial 
markets continue to assess the tax considerations 
connected to this bill, as President Joe Biden’s 
original plan outlined an increase in the corporate 
tax rate as well as higher rates on incomes and 
investments for wealthy individuals. We believe 
moderates are likely to face pressure especially on 
higher taxes, which are certain to be a particularly 
contentious issue ahead of the 2022 midterm 
elections. 

Positioning: I remain optimistic on equity markets 
for several reasons, including favorable interest 
rates, a dovish Federal Reserve and the fact that 
$4.5 trillion in cash remains on the sideline. Specific 
sector exposure and remaining tactical going into 
the fall should prove valuable.
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