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September 10, 2021
If We Can Agree on Growth, What Then?
The media highlights the polarization of opinions in America. From an investment
standpoint, it can be instructive to consider what metrics the investment community
agrees on rather than disagrees on. Knowing what the “market” believes to be the case
allows an investor to position investments accordingly.
The technical definition of a recession is two sequential quarters of negative GDP
growth. By all objective measures, the U.S. economy is not currently in a recession. By
definition, this means that there is broad agreement that the economy is growing rather
than contracting.
The recent rise in Covid cases as a result of the Delta variant caused many service
businesses to experience slowing growth in the past month or so. For example,
American Airlines, United, JetBlue and Southwest all lowered their earnings outlooks for
the third quarter this week as a result of the Delta variant.
Yet, even with negative revisions to third quarter GDP growth and earnings estimates, it
is universally believed that there will be positive growth in the third quarter. Additionally,
many economists believe the Delta variant will simply push consumption out to the
fourth quarter and into 2022. Consensus 2022 real GDP growth expectations are in the
4-5% range.
From a Delta variant standpoint, average daily infections and hospitalizations are
beginning to decline in the U.S. It is estimated that the percent of the US population
that has either been infected with Covid and/or been vaccinated is somewhere between
70-80%. When we reach 85%, the infection rate is expected to decline materially.
Below is a chart of the three waves of Spanish Flu in 1918 and 1919. If we follow the
pattern of the Spanish Flu, it looks like we are on the backside of the third wave both in
terms of chart pattern and elapsed time.

Despite the recent economic dampening effects of the Delta variant, the investment
community broadly agrees the economy is growing. With the backdrop of positive real
GDP growth, analysts are forecasting 7-10% corporate earnings growth over the next
several years as revenues are rising faster than expenses.
If we agree on growth (real GDP expansion), the following statistics have held
historically:
• Investors have enjoyed an 87% likelihood of a positive return when the economy
is expanding,
• Major market declines that have lasted for years have only occurred during
recessions since WW2,
• Goldman Sachs Asset Management believes the odds of the S&P 500 being at
current or higher levels by year end is 90%.
Although we may all agree on growth, we may not all agree on valuation. One way to
measure valuation is with the equity risk premium. This is a calculated number that
quantifies the excess return an investor is receiving for the risk of owning stocks. The
equity risk premium today is 3.4%. Before the market declines of 2000-2002 and 20082009, the equity risk premium was negative. From this perspective, current valuation of
the S&P 500 is not excessive (bubble prices).
Investing is the art of taking “calculated” risk. Given we agree on growth, the calculation
of risk is favorable to further equity investing currently.

Let Us Help You Position Your Portfolio – Give Us a Call Today
We have unique and sophisticated investment methods that seek to capture the stock
market’s gains while minimizing drawdowns in bear markets. If you would like to learn
more about how we manage money, we invite you to give us a call at (415) 249-6337,
visit www.deltaim.com or email us at info@deltaim.com.
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