
“Don’t wear rollerskates to a tug-of-war”– Larry Wall

Stocks added to gains in Q2, with the S&P 500 advancing 8.55% for the quarter and now up

more than 15% for 2021. The quarter saw an ongoing tug-of-war for market leadership, with

the first two months of the quarter led by interest-rate sensitive, lower P/E cyclical stocks,

also known as the value trade, that drove gains in the first quarter. But mega cap technology

stocks and other growth-oriented names, (the growth trade), made a sharp comeback later in

the quarter especially in the last two weeks of June. Underlying these trends is an ongoing

debate over inflation and the Fed, the durability of the economic recovery, and new variants

of COVID-19.

New COVID cases have continued to decline since the spike in Dec/Jan which saw nearly 300k

new cases per day falling to around 10k cases per day in early July. The economy is nearly

fully open with restaurants, hotels, and airplanes close to capacity in many markets. There

has been some concern as of late over the Delta variant that originated in India. While it

appears this variant is more transmissible than the original strain, it has so far been far less

deadly. Although there has been no definitive data as of yet, the vaccines still appear

effective against this variant but slightly less so for the Pfizer/Moderna versions versus the

Johnson & Johnson version. There is also ongoing debate over the need for additional

boosters with Pfizer indicating it will file with the FDA for emergency use authorization for a

3rd shot in order to better protect against the Delta variant. However, this should be viewed

as somewhat self-serving as the CDC and FDA have said they are not ready to recommend an

additional booster and many experts are predicting the vaccines could last years before a

booster is needed. Johnson & Johnson also stated recently that its vaccine appears to be more

effective over time and has good efficacy at the 8-month mark. Regardless of which vaccine a

person has taken, the risk of serious illness remains extremely low.

Throughout the quarter, whether value or growth led the market was generally dictated by

the 10-year Treasury yield rising (benefiting value) or falling (benefiting growth). The 10-

year yield spiked to a high above 1.70% in early April after inflation measures came in

consistently above estimates. Most of the inflation has come from parts of the economy that

are re-opening, such as travel and lodging where demand has sharply rebounded. While the

Fed believes this spike in demand combined with temporary supply-chain disruptions will

only cause transitory hikes in prices, some argue that inflation is here to stay for a longer

period given increases in wages and rent which tend to be permanent.
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The Federal Reserve’s response to inflation concerns will be key moving forward. The Fed

had been taking a dovish stance towards inflation and stressed that the economy needs

substantial progress before it considers tapering its bond buying program or raising

interest rates. Federal Reserve Chairman Powell reiterated this position by saying that he

would like to let the economy run “hotter” for a while because for the past decade,

inflation was below the 2% target rate. However, during the June Fed meeting, there was

some indication that rates could go up by 2023. As equities continue to reach record highs

and the economy heats up, the market will be meticulously following commentary from

the Fed.

The June employment numbers seemed to provide support for both sides of the ongoing

debate over a robust economic recovery and the dialing back of Fed support. The

economy added 850K jobs, well above the 720K estimate. However, the jobs recovery

remains inconsistent across sectors and demographics with the unemployment rate

stubbornly high at 5.9%, suggesting there won’t be any large increase in pressure on the

Fed to reduce its bond buying program or raise rates in the near-term.

Optimism over a long-discussed infrastructure bill finally materialized into a bipartisan

framework at the end of June. The framework focuses on physical infrastructure, such as

bridges, roads, power grids, and water systems, and put off some aspects of the original

Biden plan, such as long-term care for seniors and childcare. However, there is still some

uncertainty as to whether the Democrats will decide to go-it alone with a much larger

spending bill. While we view some spending to upgrade the nation’s crumbling

infrastructure as necessary, a massive spending bill funded by corporate tax hikes could be

negative for the market due to pressure on earnings, substantial deficit spending, and the

potential to drive inflation.

At AMI, we continue to position the portfolio to benefit from outsized economic growth,

as businesses and consumers return to more normalized spending patterns. While the

reflation trade appeared somewhat overdone in the first quarter, we do believe interest

rates will eventually move higher driven by increased economic activity. We will continue

to focus on maintaining a balance and owning high-quality companies that are trading at

reasonable valuations.
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Disclosures
The views expressed in this Quarterly Commentary reflect the opinion of AMI Asset Management, a registered

investment adviser, and are subject to change without notice in reaction to shifting market, economic or political

conditions. The information provided here is for general informational purposes only and should not be considered

an individualized recommendation or personalized investment advice.

Certain information was obtained from third party sources, which we believe to be reliable but not guaranteed. This

content was created as of the specific date indicated and reflects AMI’s views as of that date. Supporting

documentation for any claims or statistical information is available upon request.

Past performance is no guarantee of future results. Forecasts contained herein are for illustrative purposes only,

may be based upon proprietary research and are developed through analysis of historical public data. The policy

analysis provided does not constitute and should not be interpreted as an endorsement of any political party.

All investments carry a certain degree of risk, including possible loss of principal, and there is no assurance that an

investment will provide positive performance over any period of time. It is important to review investment

objectives, risk tolerance, tax liability, and liquidity needs before choosing a suitable investment style or manager.

The S&P 500® index is widely regarded as the best single gauge of large-cap U.S. equities and serves as the

foundation for a wide range of investment products. The index includes 500 leading companies and captures

approximately 80% coverage of available market capitalization.

If at any time your current financial situation, investment needs or objectives change, please notify your portfolio

manager promptly. You may call or write us to obtain the latest copy of our ADV Part 2, Proxy Voting Policies

and Procedures and Privacy Notice.

Point of Contact: Matthew Humiston∙ 424-320-4002 ∙ matt@amiassetmanagement.com

10866 Wilshire Blvd, Ste. 770, Los Angeles, CA 90024 ∙ 424-320-4000 ∙ www.amiassetmanagement.com

http://www.amiassetmanagement.com/

