
 

 

 

 

 

 

 

 

1. S&P  500 Sets New All-Time High 

The US market benchmark peaked on Sept. 2nd, closing 

up +12% for the year before ending the quarter +5.5%  

YTD. 

2. Gold Sets New All-Time High 

Gold surged to over $2000 an ounce in early August be-

fore ending the quarter at $1885 as the Fed continued 

to print money at an unprecedented pace.  

3. Economy Recovering Faster Than Expected 

The unemployment rate dropped from 13% to 9% as 

the economy reopened and demand recovered thanks 

to fiscal stimulus.  

4.  New Stimulus Remains Elusive 

A planned 4th fiscal stimulus package (estimated at 

roughly another $2T) remained unsigned as Democrats 

and Republicans argued over the details of the package.  

Markets fell in response.  

 5. Election Jitters 

Option volatility spiked for November and December as 

investors moved to hedge risk in what is shaping up to 

be one of the most contentious elections in history. 

The rally in all things continued in Q3.  The unemployment rate 

fell faster than expected as the economy slowly reopened 

throughout the summer.  The first rounds of fiscal stimulus 

helped consumer spending rebound, and there continues to be 

an expectation of a fourth round of government stimulus. 

The S&P 500 pushed to new all-time highs in Q3, less than six 

months after the March 23rd lows.  Sector gains were generally 

broad based (all sectors gained this quarter, except energy).  As 

has been the case throughout the year, the recovery was largely 

driven by large-cap technology giants (AMZN, MSFT, GOOG, 

AAPL and FB) which now make up nearly 25 percent of the S&P 

500 and 40 percent of the NASDAQ. 

Late-quarter market momentum weakened as concerns began 

to mount that November 3rd results would be contested or de-

layed.  Option hedging activity for the month of November 

spiked. 

After peaking on September 2nd, the US stock market suffered 

roughly a –10% correction as fears also grew that a new round 

of stimulus would not be passed until after the election.  Mean-

while, Fed Chairman Powel underscored the importance of 

more fiscal stimulus being passed during his September 24th 

congressional testimony saying, “the power of fiscal policy is 

really unequaled by anything else.”  Precious metals, a long time 

benefactor of political uncertainty, surged in Q3 as gold hit a 

new all-time high and silver appreciated +23%. 
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 Covid-19 has transformed how society interacts, consumes, edu-

cates, works, and spends its free time.  But what about its effect 

on markets and investing? In this piece we want to review the 

three most important economic changes in the post-Covid world 

followed by the three biggest implications we se for  investors over 

the next 5-10 years. 

Long after a vaccine is found and the world has reopened for busi-

ness, one of the lasting legacies of the post-Covid world will be 

how the pandemic transformed monetary policy and the econo-

my.  To be sure, many of these trends were already in motion, but 

the massive economic shock created by the pandemic shutdown 

served as an accelerant for what we view as the three most signifi-

cant economic consequences of Covid:  1) zero-interest rates for 

long-term bonds 2) the Fed’s new role as stimulus enabler and 3) 

the new policy of reflation.   

1)  Zero-Rate Long-Term Bonds 

It is now  a reality that long-term government bond yields are the 

lowest they have been in recorded history.  Today roughly 80 per-

cent of global government bonds trade at yields below one per-

cent.  This situation is so unique that understanding markets 

through the historical lens of the past 40 years will be less useful 

for guidance today.   The significance of zero long-term bond 

yields is the fresh limits they place on future Fed stimulus, a recali-

bration of all asset valuations and the removal of an important 

portfolio protection tool (more on these topics in the “Implication 

for Investors” section). 

2)  The Fed’s New Role as Stimulus Enabler (not Stimulator) 

Historically the Fed has been the first responder to economic 

emergencies.  However, in the post-Covid world, the Fed’s two 

primary weapons for defending the economy, interest rate cuts 

and quantitative easing (QE), are now out of ammunition.  Interest 

rate cuts served to stimulate borrowing and spending in the econ-

omy, but with rates now zero (and society heavily indebted) this 

tool is no longer effective.  QE is the process of printing money 

and buying (mostly) Treasuries to drive asset prices higher (like 

stocks and credit) to stimulate pending by the wealth effect. But 

today,  with long-term bond yields near zero and stock valuations 

recovered, this too has limited utility. 

The new role for the Fed will be to enable Federal spending, or 

“fiscal stimulus”, by monetizing the Federal debt (i.e. printing the 

money the government borrows). They will also artificially hold 

down interest rates on that debt so it remains manageable.  This 

effectively transfers the role of economic first responder from the 

Federal Reserve to the Federal government and fiscal stimulus (i.e. 

emergency spending coordinated between the President and 

Congress).  No wonder markets have been obsessed with the 

probability of a new stimulus package. This coordination of mone-

tary and fiscal policy will be the greatest test of the fiat money sys-

tem since the US went off the gold standard in 1971.   

3)  The New Reflation Policy 

Since the early 1980s Fed policy has been heavily focused on con-

taining inflation.  Fed policy has shifted from concern inflation 

might be too high...to too low.  Then the pandemic hit.  This 

caused the Federal deficit to explode to levels not seen since 

WWII, creating levels of debt that taxes alone could never hope to 

pay down.   

Since the real value of debt increases with deflation (and declines 

with inflation), a policy of reflation has taken on new urgency.  This 

year the Fed has begun a shift to focus on pushing inflation higher 

(and eventually debt burdens lower).  This policy gives the Fed that 

much more flexibility to the print money Congress will need to 

spend.  This may signal an end to 40 years of steady disinflation as 

we’ve known it. 

1)  A New (Higher) Normal for Stock Valuations 

There is plenty of concern that stock market valuations have lost 

touch with reality as we all witness the remarkable market recov-

ery this year, despite severe ongoing economic weakness.  While 

valuations may not be cheap, when we net out the impact of the 
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economic changes described above, current valuations don’t look 

that crazy after all…and may be here to stay.   The already men-

tioned zero long-term bond yields are the leading cause.   

With long-term Treasury yields so low you should expect 

the prices of most every other asset class, from stocks to 

real estate, to get pushed higher.  That’s because the valuation 

of Treasuries and all other asset classes are inherently intercon-

nected (as shown in Figure 2).  As the famous Howard Marks of 

Oaktree Capital recently wrote, “Money moves from one asset 

class to the next in search of the best bargains, which get bought 

up until they’re in equilibrium with everything else”.  With 

Treasury yields collapsing the valuations of every other 

asset class (especially stocks) have been pushed higher. Since the 

Fed will need to keep Treasury yields low (to keep interest ex-

pense low) these valuation dynamics should persist for many 

years to come.  

2)  Treasuries Can Become the New Riskiest Asset 

US Treasuries have long played an important role in protecting 

investor portfolios.  Typically, when stocks fall sharply during a 

contraction in the economy, Treasury prices tend to spike, provid-

ing a critical portfolio counterbalance to stocks.  In a typical reces-

sion or crisis, Treasury yields will fall by 2-4%, causing 10yr bond 

prices to rise 20-40%. But with Treasury yields now below 1% 

across nearly every maturity, these yields have little room to fall 

until they hit zero.  Today that means Treasuries have nearly hit 

their return limit.  This removes a long-standing portfolio risk 

management tool. 

Further, with the Fed intent on reflating the economy, any spike in 

inflation would cause the real return of Treasuries to fall.  If during 

the forthcoming stimulus bonanza inflation reignites, this could be 

awful for after-inflation Treasury returns.  Limited upside with dis-

proportionate downside risk makes for a horrible investment 

combination.  Since the typical investor tends to hold anywhere 

from 30-50% of their portfolio in these sorts of “safe bonds”…we 

think it’s time for most investors to rethink their bond portfolio. 

3)  The Importance of Real Assets 

As investors realize bonds won’t provide protection or returns, 

where can they go?  Real assets are, broadly speaking, assets that 

perform best during periods of rising inflation expectations.  No-

tice the emphasis on “inflation expectations”.  It is a common mis-

conception that actual inflation must rise before real assets per-

form well.  Just as stocks perform best when growth expectations 

recover...these expectations can rebound long before actual 

earnings or economic conditions (as the quick market bounce of 

2020 has demonstrated) .  With the monetary policy shift de-

scribed above, inflation is now viewed as a necessity rather 

than a nuisance.  Because of this recent and rapid paradigm 

shift, real assets are under-owned.  We think that will soon 

change. 

There are many types of real assets including precious metals, 

TIPS, real estate, and natural resources (like commodities or their 

producers).  Each responds to a different facet of inflation.  Gold 

responds best to expected monetary inflation (the printing of 

money).  TIPS respond best to broad expected future price in-

creases (e.g. CPI).  Real estate and natural resources respond best 

to housing or raw material inflation.  However, stocks, bonds and 

cash can have performance that ranges from mediocre to terrible 

during these periods of unexpected inflation.  The worst econom-

ic environment for stocks and bonds is a something called 

“stagflation” which is when growth is weak while inflation is high.  

This was the environment that prevailed in the 1970s, and it was 

an awful period for traditional stock and bond portfolios, whose 

returns severely lagged inflation (i.e. purchasing power declined). 

Even if you think higher inflation or stagflation are low probabili-

ties…the odds clearly are not zero.  We think protecting this vul-

nerable flank of your portfolio is more important now than in many 

decades.  Our recommendation is for investors to consider shift-

ing a portion of their traditional investment grade bond portfolios 

into real assets.   

Covid may not be with us for long, but its economic and market 

effects will be with us for much of the next decade.  Understand-

ing these changes and how they differ from the world that pre-

ceded them is important for investors.  We hope you can use the 

insights laid out above to prepare, protect and profit. 

 

Source:  Bloomberg 
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This presentation has been prepared solely for informa-

tional purposes and is not an offer, or a solicitation of an 

offer, to buy or sell any securities or products or to partici-

pate in any product or trading strategy. No sale of securities 

will be made in any jurisdiction in which the offer, solicitation, 

or sale is not authorized or to any person to whom it is un-

lawful to make the offer, solicitation, or sale. If any such 

offer of securities or products is made, it will be made pur-

suant to a definitive confidential offering document or oth-

er documentation which contains material information not 

contained herein and to which prospective investors will be 

referred. Any decision to invest in such securities or prod-

ucts should be made solely in reliance upon such documen-

tation and not this presentation.  

Diversification does not eliminate the risk of experiencing 

losses. PAST PERFORMANCE IS NOT AN INDICATION OF 

FUTURE PERFORMANCE. There is no guarantee, express 

or implied, that long-term return and/or volatility targets will 

be achieved. Realized returns and/or volatility may come in 

higher or lower than expected. References to investment 

objectives, target returns or other goals Almanack seeks to 

achieve in managing an account are aspirational only and 

should not be considered a guarantee that such results will 

be achieved.  

Information contained herein is based on data obtained 

from statistical services, company reports or communica-

tions, or other sources, believed reliable. However, we have 

not verified this information, and we make no representa-

tions whatsoever as to its accuracy or completeness.  

 

 

 

 

 

 

 

 

 

 

 

The views and opinions expressed in this presentation rep-

resent those of Almanack Investment Partners, LLC and 

should not be construed otherwise.  

The chart(s)/graph(s) shown is(are) for informational pur-

poses only and should not be considered as a suggestion of 

any investment recommendation, investment strategy, or 

as an offer of advice to buy, sell, or exchange any invest-

ment product or investment vehicle. Past performance 

may not be indicative of future results. While the sources of 

information, including any forward looking statements and 

estimates, included in this(these) chart(s)/graph(s) was 

deemed reliable, Almanack Investment Partners, LLC and 

its affiliates do not guarantee its accuracy. 

Exchange Traded Funds (ETFs) are subject to market risk, 

including the possible loss of principal. The value of the 

portfolio will fluctuate with the value of the underlying secu-

rities. ETF’s are types of securities that derive their value 

from a basket of securities such as stocks, bonds, com-

modities or indices, and trade intra-day on a national secu-

rities exchange. You should not expect an ETF to track its 

underlying assets, underlying index or benchmark. ETFs 

trade like a stock and may trade for less than their net asset 

value.  

No part of this material may be duplicated in any form by 

any means or redistributed without Almanack’s prior written 

consent.   

Almanack Investment Partners, LLC is an SEC Registered 

Investment Advisor.  


