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The Mother of All Recoveries
April 27, 2021
The economy and stock market are behaving as we expected thus far in 2021. We’ve been referring to the postpandemic economy as the “Mother of All Recoveries,” with yearly growth at a level not seen in decades. And we
expect this recovery/expansion cycle to ultimately be measured in years, not months or quarters.
Unlike the post-Global Financial Crisis recovery, this cycle will likely be driven by domestic demand, not relying on
China’s stimulus to drive the global economy.
As we pass the one-year anniversary of the first several weeks of the 2020 global lockdowns, we are seeing
evidence of strong business and consumer activity, with purchasing managers indices (PMIs) showing significant
growth acceleration in the United States and Europe, and consumer spending accelerating in kind. This continues
from the already strong sequential growth demonstrated in the latter part of last year.
This economic activity naturally leads to concerns about inflation and interest rates. We believe that while
inflation must increase from depressed levels, it will be driven by healthy growth and will likely remain in a
manageable range of +2% to +3%, without much risk of overshooting. Think of this as reflation back to normal
long-term historical levels, rather than overheating to levels of concern.
In a related manner, interest rates should continue to creep up as well, but again this is a bounce from unusually
low levels, or what can be characterized as a “reasonable” move in rates.
For corporations, the focus will be on earnings growth and leverage to the economic cycle. While consensus
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earnings estimates have been inching up, we believe analysts largely underappreciate the magnitude of profit
growth we will see this year.
We believe cyclical areas of the economy—consumer and industrial alike—will likely have the greatest upside
potential to estimates this year. Industrial sectors, like machinery and building products, and consumer services
such as travel and leisure are most interesting to us.
It’s important to put this into context of what the market expects in the form of valuations. In an economic
recovery, the market typically rewards economically sensitive stocks, with little regard to earnings quality or
longevity. These stocks are typically cheap relative to the rest of the stock market.
That is precisely what we began to see in the middle of the fourth quarter, after the announcement of vaccine
approvals and the result of the U.S. presidential election. The market was collectively relieved enough to start
pricing in strong economic growth. This has continued apace in 2021, as mentioned previously.
With higher interest rates, the value of future corporate cash flows is reduced as well, and as expected, we are
seeing the valuation multiples of long-duration earners contract. The result is a tempering of the multiple gap
between classic growth stocks and value stocks.
Broad-based, abundant growth also reduces the scarcity premium for those special companies who are in greater
control of their own destiny regardless of the economic climate. Many observers have commented about the
unsustainably wide margin between the two, and it is not surprising now to see a bit of a contraction.
This current relationship between the economy and style performance is consistent with past cycles, and thus we
believe it will be a difficult period for our investment style, which targets companies with high and sustainable
long-term growth. Most of our investment strategies underperformed their broad core benchmarks during the
quarter but fared much better compared to growth indices.
As the economy moves from recovery to expansion, these headwinds should become much more manageable. We
look forward to the Mother of All Recoveries quickly giving way to what might be the Mother of All Expansions.
Ken McAtamney, partner, is a portfolio manager on William Blair’s Global Equity team.
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Disclosure:
This content is for informational and educational purposes only and not intended as investment advice or a
recommendation to buy or sell any security. Investment advice and recommendations can be provided only after
careful consideration of an investor’s objectives, guidelines, and restrictions.
Information and opinions expressed are those of the authors and may not reflect the opinions of other investment
teams within William Blair Investment Management, LLC, or affiliates. Factual information has been taken from
sources we believe to be reliable, but its accuracy, completeness or interpretation cannot be guaranteed.
Information is current as of the date appearing in this material only and subject to change without notice.
Statements concerning financial market trends are based on current market conditions, which will fluctuate. This
material may include estimates, outlooks, projections, and other forward-looking statements. Due to a variety of
factors, actual events may differ significantly from those presented.
Investing involves risks, including the possible loss of principal. Equity securities may decline in value due to both
real and perceived general market, economic, and industry conditions. The securities of smaller companies may
be more volatile and less liquid than securities of larger companies. Investing in foreign denominated and/or
domiciled securities may involve heightened risk due to currency fluctuations, and economic and political risks.
These risks may be enhanced in emerging markets. Different investment styles may shift in and out of favor
depending on market conditions. Individual securities may not perform as expected or a strategy used by the
Adviser may fail to produce its intended result.
Investing in the bond market is subject to certain risks including market, interest rate, issuer, credit, and inflation
risk. Rising interest rates generally cause bond prices to fall. High-yield, lower-rated, securities involve greater risk
than higher-rated securities. Sovereign debt securities are subject to the risk that an entity may delay or refuse to
pay interest or principal on its sovereign debt because of cash flow problems, insufficient foreign reserves, or
political or other considerations. Derivatives may involve certain risks such as counterparty, liquidity, interest rate,
market, credit, management, and the risk that a position could not be closed when most advantageous. Currency
transactions are affected by fluctuations in exchange rates; currency exchange rates may fluctuate significantly
over short periods of time. Diversification does not ensure against loss.
There can be no assurance that investment objectives will be met. Any investment or strategy mentioned herein
may not be appropriate for every investor. References to specific companies are for illustrative purposes only and
should not be construed as investment advice or a recommendation to buy or sell any security. Past performance
is not indicative of future returns.
Copyright © 2020 William Blair & Company, L.L.C. "William Blair” is a registered trademark of William Blair &
Company, L.L.C. No part of this material may be reproduced in any form, or referred to in any other publication,
without express written consent.

