
 

Rate and Vaccination Volatility Brings Buying Opportunities  

• S&P 500 returned 5.94% in the 2nd quarter of 2021. From June 30, 2020 to May 31, 2021, 
Value outperformed Growth by 10% but the rally in mega cap tech names brought that 
difference to just 1% for the quarter.  

• Inflation fears and stalling unemployment led to a volatile market, presenting buying 
opportunities for quality companies. 

• Fragmented global reopenings contribute to supply chain disruptions and idiosyncratic 
inflation.  

• Facebook, Apple, Amazon, Microsoft, and Google (FAAMG) stocks rose sharply in June, 
accounting for over half of the Index’s returns since May 12th, leading the S&P 500 to all-
time highs.  

Divergent Global Vaccination Rates lead to Fragmented Global Reopenings 

Expectations for US real GDP growth increased steadily through the quarter, with the average 
forecast for Q4 2021 growth increasing 10% in June from the projection in March. Investors were 
pensive about inflation entering Q2, concerned that excess liquidity and a Biden infrastructure plan 
could overheat the economy. Inflation fears peaked on May 12, after headline April CPI came in 
significantly above estimates—growing 4.2% Y/Y. On the same day, the US 10-year yield spiked to 
1.70% and yield-sensitive sectors plunged, with Tech declining 2.86% and consumer discretionary 
declining 3.28%. Inflation fears have eased since mid-May, with most investors buying into the 
Fed’s “transitory” inflation narrative. 

Following the initial surge and peak in US daily vaccinations in April, the US vaccination effort has 
slowed. Americans that want the vaccine have now already received it. This creates a new and 
more challenging issue, as 
daily vaccinations are no 
longer limited by dose 
manufacturing or logistical 
constraints, but rather a lack 
of demand from citizens—a 
problem that does not seem to 
have any straightforward 
solution. The US has now 
plateaued at 54% and is 
expected to take another 5 
months to reach 75% of the 
population to be vaccinated 
(Dec-21). The EU is expected 
to reach the 75% threshold in 
2 months (Sep-21). This is a 
reversal of where we began the quarter, when US vaccinations were outpacing the rest of the 
world. Developing countries are still behind the developed world because of a lack of financing, 
infrastructure, and access. The developed countries are debating waiving the intellectual property  



 

rights of vaccine makers. This would provide greater access as production could be expanded; 
however, opponents say that this would lead to lower quality vaccines which could present future 
problems. Either way, the lack of demand from the US, increased EU vaccination rates, and 
vaccine access amongst the developing world has led to a fragmented global reopening which 
contributes to the supply chain disruptions and idiosyncratic inflation.  

Inflation is less that what meets the eye? 
 
The June Year over Year non-seasonally adjusted Headline CPI came in at 5.49% which was a 
4.99% increase from the previous month but this large increase in Headline CPI comes with several 
caveats. The first is that over two 
thirds of the 5.49% increase in the 
year over year comparison was in 
the Vehicle Related goods and 
Pandemic Affected Services. The 
pandemic has caused supply chain 
disruptions as orders were 
cancelled due to lack of demand in 
the height of the pandemic. The 
United States runs on a lean supply 
chain system based on just-in-
time principles. While this has 
benefits with inventory 
management, it can also cause 
problems when these efficient 
supply chains are disrupted. These 
disruptions will be resolved in due 
time as regional unfilled orders and delivery times are already starting to revert to the mean.   
 
Second, Policy makers do not rely on the Consumer Price Index to tailor their monetary policy but 
rather the Personal Consumption Expenditure Index (PCE) which on a long-term average runs 
about 30 bps below the CPI. 
For example, In May CPI 
inflation was at 4.9% year 
over year while Core PCE 
inflation, which excludes 
the volatile food and energy 
categories was at 3.4%. 
This was still the fastest 
increase in Core PCE since 
1992. The differences 
between the CPI and the 
PCE are based in the basket 
of goods that are used to 
measure price increases. 
CPI is based on what 
households are buying while  



 
the PCE is based on what businesses are selling. Another difference is that the CPI is based only on 
out-of-pocket expenses like food and gas while the PCE includes other expenditures like medical 
care paid for by employer-provide insurance. The last major difference is that the PCE considers 
the substitution effect and elasticity of a good. For example, if the price of beef increases then 
consumers might turn to chicken or turkey, The PCE would adjust the basket of goods to reflect 
that beef now makes up less of what the business is selling.  
 
 The third caveat of the 5.49% year over year Headline CPI is the fact that it is comparing this year’s 
inflationary numbers to last year’s inflationary numbers. As you can see by the graph, last June the 
US Economy was still shut down and prices dropped due to lack of demand for goods and services. 
This year over year comparison is called “The Base Effect” which result in an overstated headline 
CPI number. It can be expected that this base effect will dwindle this fall as the actual CPI comes 
back to the hypothetical CPI trend if there were no pandemic crash. These caveats represent the 

more nuanced considerations 
policy makers use when setting 
monetary policy. Over the past 
year, the United States has seen 
a 20% increase in M2 money 
supply which historically led to 
long term inflation. Inflation 
usually takes about 2 years from 
the time that the money supply 
is increased. Given the unique 
circumstances, only time will tell 
if the Federal Reserve is wrong 
about inflation being transitory.  
  
 

Quality Companies Provide Best 
Option during a Volatile Market 

The debate over whether 
inflation is transitory or long term was the big headline for the 2nd Quarter of 2021. This led 
investors to question the duration in growth stocks as they are more sensitive to rate changes. In 
June, growth stocks outperformed value stocks as investors seemed to think inflation was 
transitory as unemployment increased from the month prior which translated to the dovish Federal 
Reserve likely not raising rates until 2023. The Federal Reserve has made it clear that 
unemployment numbers are what they prioritize over inflation numbers, and therefore we saw the 
decoupling of inflation and interest rates (see Graph Next Page).  



Blue Line = CPI Index  White = 10-year US Treasury Rate  

Over the past year (6/30/2020 – 
6/30/2021) Value stocks have 
outperformed growth stocks by 1%, 
but before June 2021 that number 
was 10%. The growth names that 
drove the June performance were 
the Facebook, Apple, Amazon, 
Microsoft, and Google (FAAMG) 
stocks. These names accounted for 
over half of the 7.6% gain in the 
index and now make up 27% of the 
index. That heavy weighting has put 
index investors at as the S&P 500 P/E 
ratio is above 2 standard deviations 
from the historical averages. Also, the 
S&P 500 real earnings yield is now at -
2%. Earnings growth has driven the 
returns in the market this year. The 
headlines will still be dominated by 
discussions on rates and its impact on 
growth stock valuations, but quality 
companies should outperform during 
rate uncertainty and an evolving tax 
regulatory environment. Brookmont 
looks to bring value to investors through 
investing in companies with durable 
business models, strong pricing power 
to protect margins from inflation, and 
valuations that are less vulnerable to 
tax/regulatory changes.  



 

 

 

Disclosures 

This letter may contain "forward-looking statements" which are based on Brookmont’s beliefs, as well as on a number of assumptions concerning future events, based on information 
currently available to Brookmont. Current and prospective clients are cautioned not to put undue reliance on such forward-looking statements, which are not a guarantee of future 
performance, and are subject to a number of uncertainties and other factors, many of which are outside Brookmont’s control, and which could cause actual results to differ 
materially from such statements. All expressions of opinions are subject to change without notice. 

Brookmont Capital Management is a registered investment advisor that invests in domestic and global securities. 

Brookmont Capital is defined as an independent investment management firm that is not affiliated with any parent organizations. 

A complete description of Brookmont's performance calculation methodology, including a complete list of each security that contributed to the performance of this Brookmont 
portfolio is available upon request. 

Certain economic and market information contained herein has been obtained from published sources prepared by other parties, which in certain cases has not been updated 
through the date of the distribution of this letter. While such sources are believed to be reliable for the purposes used herein, Brookmont does not assume any responsibility for the 
accuracy or completeness of such information. 

These individual securities do not represent all of the securities purchased, sold, or recommended for this Brookmont portfolio and the reader should not assume that investments in 
the securities identified and discussed were or will be profitable. 

The Brookmont Dividend Growth Strategy returns are based on an asset-weighted composite of discretionary accounts that include 100% of the recommended holdings. Individual 
accounts will have varying returns, including those invested in the Strategy. The reasons for this include, 1) the period of time in which the accounts are active, 2) the timing of 
contributions and withdrawals, 3) the account size, and 4) holding other securities that are not included in the Strategy. Dividends and capital gains are not reinvested. The Strategy 
does not utilize leverage or derivatives. Returns are based in U.S. dollars. The inception of the Strategy is January 1, 2008. 

The Brookmont Dividend Growth Strategy Composite contains fully discretionary accounts with similar value equity investment strategies and objectives. For comparison purposes, 
the Dividend Growth Strategy Composite is measured against the Russell 1000 Value Index. The Russell 1000 Value Index measures the performance of the large-cap segment of the 
U.S. equity universe. It includes those Russell 1000 companies with lower price-to-book ratios and lower expected growth values. The Russell 1000 Value Index is constructed to 
provide a comprehensive and unbaised barometer for the large-cap value segment. There is no representation that this index is an appropriate benchmark for such comparison. You 
cannot invest directly in an index, which also does not take into account trading commissions and costs. The Volatility of this index may be materially different from the performance 
of the strategy. 

The firm maintains a complete list and description of composites, which is available upon request. Results are based on fully discretionary accounts under management, included 
those accounts no longer with the firm. Composite policy requires the temporary removal of any portfolio incurring a client initiated significant cash inflow or outflow of at least 15% 
of portfolio assets. The temporary removal of such account occurs at the beginning of the month in which the significant cash flow occurs and the account re-enters the composite 
at the beginning of the month which follows the cash flow by at least 30 days. Additional information regarding the treatment of significant cash flows is available upon request. 

Brookmont's returns do include reinvestment of dividends and are shown gross-of-fees. All transaction costs are included. The Russell 1000 Value cumulative return includes 
reinvestment of dividends and capital gains. During a rising market, not reinvesting dividend could have a negative effect on cumulative returns. There is no representation that this 
index is an appropriate benchmark for such comparison. You cannot invest directly in an index, which also does not take into account trading commissions and costs. The Volatility 
of this index may be materially different from the performance of the Strategy. 

Gross returns will be reduced by investment advisory fees and other expenses that may be incurred in the management of the account. Net-of-fees performance was calculated 
using actual management fees. Additional information regarding the policies for calculating and reporting returns is available upon request. 

Your account returns might vary from the composites returns if you own securities that are not included in the Strategy or if your portfolio dollar-cost averaged into the Strategy 
during the reporting period. 

 

 

Brookmont Capital Management claims compliance with the Global Investment Performance Standards (GIPS®). To receive a complete list and description of Brookmont's 
composites and a presentation that adheres to GIPS standards, please contact Suzie Begando at 214-953-0190 or write Brookmont Capital Management, 5950 Berkshire Lane, Suite 
1420, Dallas, TX 75225. 

The Brookmont Dividend Growth Strategy is available through several institutional platforms and registered investment advisors that are not affiliated with Brookmont Capital 
Management. Required minimum investments and advisory fees differ from one firm to another. 

Brookmont Capital does not provide comprehensive portfolio management services for investors who have not signed and Investment Management Agreement with our firm. 

Past performance is not indicative of future results 

 

 

 

 

 


