
Nearly a year has passed since Pfizer and BioNTech announced successful 
Phase 3 trial results for their groundbreaking mRNA-based Covid-19 vaccine. 
The effort to develop, produce, and distribute these vaccines has been one of 
the most impressive societal accomplishments in recent history. At the time of 
this writing, with certain exceptions, it appears the third wave of cases in the 
U.S. is beginning to wane. Covid-19 is likely on its way to becoming another 
endemic virus, where some level of immunity acquired through a mix of 
vaccination and natural exposure decreases its impact on society. It will take 
time to get there, with more disruptions along the way, but we are optimistic 
about our current trajectory. 
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Stagflation fears are 
reawakened due 
to slower growth, 

unemployment, and 
inflationary pressures…

but that would 
require a longer-term 
inflationary catalyst 

which seems unlikely.  

The labor market is 
much stronger at a 

5.2% unemployment 
rate in 2021 than it 
was at that same 

unemployment rate in 
2015. Why? 

A strong labor market 
can drive faster wage 
and economic growth, 
and inflation. While a 

positive for the average 
American, a strong 
labor market with 

increasing inflation has 
historically produced 

a bumpy ride for 
investors.
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The most recent wave of cases, driven by the more virulent Delta variant, had 
a predictably negative impact on the economy. Hiring slowed and growth 
expectations fell, while supply chain issues continued to worsen. Due to the 
global nature of supply chains, domestic issues were exacerbated by the 
spread of Covid in various international manufacturing and shipping hubs. 
This mix of slower growth, higher unemployment, and inflationary pressures 
has reawakened fears of Stagflation. While this is a possible outcome, it will 
require a catalyst to push inflation higher in the face of a slowing economy. 
Oil served as the catalyst in the 1970s, but we believe the advent of fracking 
makes a sustained energy crisis in the U.S. unlikely. Supply chain bottlenecks 
are helping drive inflation higher in the short term, but we don’t believe this 
will be a long-term source of inflation. 

As vaccination rates continue to climb here and abroad, Covid-induced 
disruptions should decrease in both frequency and severity. Profit is a 
powerful motivator and as such there’s a massive incentive to correct supply 
chain issues. In short, we believe that higher prices don’t exacerbate supply 
chain issues (an example of a feedback loop)—they eventually solve them. 
Higher prices increase investment in supply chains and decrease demand 
until an equilibrium is found. Along these lines, the big question that we’re 
asking ourselves is: what economic developments could lead to a feedback 
loop that pushes the economy away from the pre-pandemic status quo?

Source: Centers for Disease Control and Prevention. Data as of 10/7/2021.
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Source: Federal Reserve Bank of Atlanta. Data for the period December 1997 through August 2021.

We believe that the most likely source of a feedback loop leading to higher economic growth and higher inflation 
is wage growth. Faster wage growth, especially at the lower end of the pay scale, increases demand, which drives 
prices, investment, and wages (the feedback loop) higher. As such, we’ve spent time trying to understand the 
confusing labor market dynamic that we currently find ourselves in. Despite the economic recovery’s strong 
growth, unemployment has remained elevated. Like many others, we assumed that the expiration of the extended 
unemployment benefits would lead to an increase in employment, but early indications don’t offer strong support 
for that narrative. Government benefits, which recently ended nationwide, are surely still a driver of higher 
unemployment, but they don’t appear to be the only driver.

The question is, why is the labor market so much stronger at a 5.2% unemployment rate in 2021 than it was at 
the same unemployment rate in 2015? Of course, there’s not one simple answer, but a possible explanation is that 
the labor force is more constrained than it was previously. Back in 2015 and the years following, one of the larger 
topics of debate was centered around the so-called non-accelerating inflation rate of unemployment (NAIRU). 
Economists expected inflation to increase as unemployment continued to decrease, but the unemployment rate 
eventually fell to generational lows without any substantial inflationary pressures. The reason is largely because 
the labor force participation rate began to rise, indicating that there was much more slack in the labor market than 
the unemployment rate would have suggested. Additional workers were drawn back into the labor force as the 
recovery continued. 
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This same phenomenon may happen at some point in our current recovery, but for the time being it seems 
possible that the labor force is far more constrained. Interestingly, 16-19 years is the only age group with a higher 
labor force participation rate and a lower unemployment rate than prior to the pandemic. Conversely, 55 years 
and older is the only age group with a labor force participation rate that is currently lower than it was in April 
of 2020 as millions of Baby boomers retired. The pace of retirements accelerated as equity and house price 
appreciation drove the largest inflation-adjusted year-over-year increase in household net worth in at least the 
past 50 years. Lastly, the largest labor cohort, 25-54 years, is the most likely to have children and as the pandemic 
has continued, childcare has moved up the list of reasons Americans aren’t working.1

Source: U.S. Bureau of Labor Statistics. Data for the period 1/1/1948 through 8/31/2020.

Source: St. Louis Fed, the Board of Governors of the Federal Reserve System and Organization for Economic Co-operation and Development. Real Household 
Net Worth was derived from Households and Nonprofit Organizations; Net Worth, Level, Billions of Dollars, Quarterly, Inflation Adjusted with Consumer 
Price Index: Total All Items for the United States. Percentage of Over 55 Population in Retirement was derived from the United States Census Bureau’s Current 
Population Survey supplemental microdata. Data for the period 1/31/2010 through 8/31/2021.
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All in all, it seems possible that there are millions of Americans who have effectively withdrawn from the labor 
force, at least for the time being. If these conditions continue, it seems likely that the labor market will remain 
strong—driving faster wage growth, economic growth, and inflation. These are positive developments for the 
average American, but a strong labor market with increasing inflation has historically produced a bumpy ride 
for investors. Not all price increases can be passed through to consumers, which will lead to margin pressures. 
If interest rates were to rise as well, it may prove to be a difficult period for the traditional passive portfolios that 
investors have come to rely upon. We believe that these conditions will benefit active managers such as ourselves 
and we look forward to the opportunities that lie ahead.

As always, we thank you for your business and trust and we look forward to navigating these ever-shifting 
market environments.
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