
 

 

 

 

 

 

 

 

1. Covid Delta Variant Triggers Growth Concerns  

In July, global growth concerns resurfaced as the Covid 

Delta variant spread rapidly around the world, threaten-

ing the pace of the global economic recovery, 

2.  China Growth Slows  

The Chinese economy demonstrably slowed in Q3, add-

ing to global growth fears and causing emerging stocks 

to underperform. 

3.  Fed Tightening Fears Fade  

As growth concerns related to the Delta variant and Chi-

na set in, expectations for a Fed tightening/tapering 

subsided, prompting  a surge in bond and stock prices, 

particularly tech stocks. 

 4. Inflation Continued to Climb 

Inflation in the US continued rising throughout Q3, cre-

ating doubts that “temporary” Covid induced price 

spikes might normalize any time soon. 

5.  Delta Fears Fade and Fed Tightening Fears Resume  

By September, Delta variant market fears largely subsid-

ed. This triggered renewed concerns about potential 

Fed tightening/tapering.  In response, bonds fell along 

with equities (lead by tech stocks), reversing prior gains 

to end relatively flat. 

The third quarter began with bad news, as the new Delta variant 

spread quickly around the world, threatening a new round of lock-

downs and the global growth recovery.  Soon thereafter the Chi-

nese economy, now comparable to the US in size and global im-

portance, began to slow as authorities there attempted to deflate 

ongoing debt and real estate bubbles.  Paradoxically, this bad 

news for growth was good news for markets as expectations the 

Fed would keep rates “lower-for-longer” created a surge in stock 

and bond prices through July and August, led especially by tech 

stocks.  Meanwhile, throughout Q3 inflation continued to rise at 

the fastest pace in decades, as Covid induced supply chain dis-

ruptions proved persistent--even as global economies reopened.  

By September, Delta variant concerns relaxed but market fears 

grew that inflation might compel the Fed to reconsider tightening 

policy again.  This caused bonds to fall and triggered a modest 

decline in stocks and commodities, especially in tech stocks and 

precious metals.  By quarter’s end, the net result was that most 

asset classes ended the quarter largely flat or with minor losses, 

with precious metals and Chinese/emerging markets performing 

worst.   

Looking forward, we see strong economic growth conditions 

continuing together with inflation pressures.  We expect market 

action to continue to be driven by expectations about future Fed 

policy, and whether or not inflation will compel the Fed to acceler-

ate its current policy tightening plans in order to combat it. 
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Inflation pressures today are a combination of temporary 

and structural effects—separating and quantifying both is 

challenging. What does seem clear is that transitory pres-

sures now appear sticky (perhaps into late 2022), creating an 

increasingly tricky environment for policy makers, with infla-

tion likely to be well above stated Fed targets for longer. 

The longer inflation persists, no matter the cause, the more 

inflation expectations seep into the consciousness of con-

sumers and workers.  Corporations are becoming more will-

ing to pass along price increases. While consumers may ac-

cept them they are also likely to demand higher wages to 

offset them (or not return to work until they get them).  The 

combined effect is positive for demand but keeps a lid on 

supply growth, which can add sustainable upward pressure 

to prices.  This is how inflation can spiral to become self-

reinforcing and over time a much more difficult problem to 

solve.  

While central banks have plenty of ammunition to fight infla-

tion via rate hikes, the political will in the current environ-

ment is weak.  The path of least resistance from a policy per-

spective is to slow-roll any inflation fighting moves until ab-

solutely necessary, since stomping out inflation also carries 

with it the risk of inadvertently snuffing out the economic 

recovery at a time when interest rates are already zero. 

While any comparison of today’s inflation pressures to the 

1970s may seem like hyperbole, there are plenty of similari-

ties. Then (as now) the big decision policy makers faced was 

the will to fight inflation in a period of weakening growth.  In 

that era, it was an oil shock that sent inflation skyrocketing—

while also causing the economy to slow sharply. By compari-

son, today we have the inflationary effects of Covid radiating 

from supply chain disruptions and labor shortages at a time 

when economic activity is in the process normalizing and still 

considered fragile.  We wouldn’t want to be Jay Powell.   

To the extent inflation pressures are a result of supply chain 

disruptions, tightening policy (e.g. raising rates) would have a 

marginal impact on these prices.  Meanwhile the trajectory 

of growth, which is strong right now, continues to increase 

the pressures on secular inflation.  The dilemma for the Fed 

is how to slow growth enough to tamp down secular infla-

tion, while waiting for transitory inflation pressures to burn 

themselves out.  This is why the Fed has clearly signaled its 
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intention to formally announce a tapering in its bond buying 

program (i.e. slowing the pace of money printing) at its No-

vember meeting.   

Tapering bond purchases usually means less liquidity and 

higher bond yields, since the Fed has been buying most of 

the Treasuries issued since Covid began.  US stocks have 

benefited from a host of extraordinary government 

measures, but low bond yields and massive liquidity probably 

lead the list.  Any tightening would convert these tailwinds 

into headwinds.  We continue to see a liquidity-induced 

market correction as the greatest risk confronting all asset 

classes—especially US equities (led by tech stocks). US 

stocks (and particularly tech stocks) are probably the most 

liquidity and rate sensitive asset class in the world today.  

They have benefited the most from the flood of USDs that 

have been printed, as everyone from institutions to stay-at-

home traders have piled into the US market.  As we dis-

cussed in the prior section, Q3 market action was substan-

tially driven by waning and waxing fears about the pace of 

Fed tightening.   We expect more of the same in Q4 and be-

yond. 

The liquidity situation is changing.  The flood of money being 

pumped by the US and other central banks is now subsiding.  

While there is still a large liquidity pool from this prior flood-

ing supporting markets, the effect is fading.  Putting it all to-

gether, the biggest market risk we see is that inflation pres-

sures will continue to rise, potentially forcing an even faster 

withdrawal of liquidity conditions by the Fed.  While with-

drawing liquidity would have a slow-moving impact on actual 

economic conditions, the response from markets will likely 

be fast and furious. 

We continue to believe purposeful diversification is the best 

way to deal with this collection of risks.  Specifically, this 

means maintaining a mixed balance of inflation-seeking ex-

posures (like commodities and inflation-linked bonds) to 

complement equities.  Our second risk management re-

sponse has been to modestly reduce overall portfolio risk 

during this period of uncertainty.  While a liquidity-driven sell 

off could be frightening, we expect any serious market 

event to  swiftly be met with fresh rounds of stimulus (as has 

been the Fed’s playbook since 2009) creating a new slate of 

investment opportunities. 

Source:  Goldman Sachs, Google 
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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.  


