
 

 

 

 

 

 

 

 

1. Inflation Spikes 

Inflation growth spiked to its second highest level in 

nearly 30 years (surpassed only by the housing bubble in 

mid-2008). 

2.  Fed Surprises with First Hawkish Comments  

The Fed, in its June 16th announcement, surprised mar-

kets with its first hawkish statements in over a year, cit-

ing inflation concerns. 

3.  Treasury Yields Fall  

Treasury bonds rebounded sharply, driven by concerns 

of reduced Fed stimulus and Fed bond purchases out-

pacing new Treasury issuance. 

 4. Commodity Prices Rise, Especially Oil 

Industrial commodities continued to rise in Q2 and oil 

prices surged. The reopening is expected to cause sup-

ply to lag demand, especially in the US. 

5.  S&P 500 Makes New Highs  

The S&P 500 pushed to fresh highs in Q2, rising +8.4%, 

driven mostly by a rebound in mega-cap tech stocks. 

The rapid US economic recovery continued in  Q2 as business 

re-openings accelerated and consumer confidence rose.  Un-

employment levels continued to fall towards pre-Covid  levels. 

The combination of strong demand, supply bottlenecks. perva-

sive labor shortages and steadily rising commodity prices 

helped push inflation to near 30 year highs, reaching an annual-

ized growth rate of +5.0%  in May. 

This spike in inflation commanded the Fed’s attention.  In its 

June 16th release, the Fed surprised markets by updating its 

median interest rate forecast to two hikes—previously zero— 

in 2023.  Paradoxically, this surprise triggered a further decline in 

longer-term Treasury yields, a trend strengthening since mid-

May.  The reason Treasury yields fell despite these expected 

rate hikes appears to be two-fold.  First, the Fed simply ac-

knowledging inflation risk caused longer-term inflation expecta-

tions to fall.  Second, Fed bond purchases in Q2 exceeded new 

issuances, possibly distorting the Treasury market.  The Fed’s 

hawkish surprise, combined with falling bond yields derailed the 

so-called “reflation trade” in late June, causing assets like pre-

cious metals, commodities (ex oil), and value stocks to under-

perform. Still, the quarter finished with nearly every asset class 

solidly positive with US stocks making new all-time highs.  

To follow we will discuss the drivers that could push US growth 

to even higher levels.  Second, with inflation now firmly in the 

spotlight, we will unpack whether the current surge in inflation 

might be temporary or permanent. 
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The US is in the midst of an ongoing surge in economic 

growth unlike anything we have seen in several decades. Be-

fore now, the most obvious drivers of the growth surge have 

been the massive coordinated  fiscal and monetary stimulus 

deployed by the US government.  Businesses have steadily 

reopened, and pent-up demand is being unleashed at a time 

when the ability to meet that demand is still impaired, espe-

cially because of labor shortages and supply chain bottle-

necks.   

This combination of strong growth during a period of  con-

strained supply has pushed inflation to  levels not seen in 

decades.  Yes, there are some obvious pandemic-related 

shortages driving higher prices (e.g. semiconductor chip 

shortages, lumber, and used car prices) that will likely nor-

malize in the next few months.  Still, there is an array of 

structural factors that could cause higher levels of inflation 

to stay.   

The Case for Higher Future Inflation 

Commodities (and US oil in particular) have seen big declines 

in investment in new production over the past several years, 

only exacerbated by the pandemic lockdown.  Some of this 

decline is part of the commodity cycle (where investment 

lags demand, overinvestment follows the inevitable price 

surge, then a lagged period of oversupply  causes prices to 

collapse).  Though, this time around, there appears to be 

some more structural issues modifying the traditional com-

modity cycle.  As an example, socially responsible investing 

(SRI) has skyrocketed in popularity.  Given SRI’s pessimistic 

view of commodity producers (US oil fracking in particular), 

these  producers are no longer finding easy access to in-

vestment capital —particularly after a decade of dismal re-

turns,  The result could be structurally higher commodity 

prices going forward that reflect a more permanent increase 

in the cost of capital. 

Labor costs (i.e. household incomes) are rising, particularly 

for lower income workers.  Again, some of this is likely transi-

tory, such as the temporary unemployment benefits.   Em-

ployees are quitting their jobs at record rates, and employ-

ers are giving signing bonuses from fast food workers to ex-

ecutives like never before. Structurally speaking, politics and 

de-globalization may end up playing a bigger role in rising 
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labor prices going forward.  Government policy is currently 

targeting high wages for low-income workers. Globaliza-

tion—long a force that has capped labor’s bargaining power 

by making lower skilled workers compete on a global 

stage—is now reversing.  The pandemic, of course, only ac-

celerated this trend.  Together, the reshoring of jobs could 

end up delivering workers more bargain power than they’ve 

had for decades. 

Monetary policy - the overhaul of the Fed’s inflation policy 

relative to emerging structural inflation pressures should 

also be addressed.  As we discuss in last quarter’s commen-

tary, the Fed has introduced a completely new inflation tar-

geting policy (i.e. equally focused on deflation).  This sym-

metric inflation targeting combined with the Fed’s demon-

strated willingness to aggressively print money to stimulate 

adds additional upside pressure to inflation. 

Counterpoint:  The Case for a Return to Low Inflation 

There have been several powerful disinflationary forces that 

have kept inflation at bay for the past decade, despite ag-

gressive monetary policy around the world.  Since these dis-

inflationary forces remain largely intact, it is difficult to as-

sess who is likely to win the inflation tug of war.   

Technology and automation remain ongoing drivers of de-

flation.  A digital economy can easily expand capacity with 

minimal investment or expense.  Further, automation is a 

robotic labor force that lower skilled laborers will perma-

nently have to compete with.  When workers succeed in 

temporarily extracting higher wages from employers, it 

gives employers that much more incentive to invest in ro-

botics that could permanently displace the worker.  Precise-

ly how quickly and affordably these solutions will come 

online is difficult to estimate (for instance, how soon before 

tractor trailers drive themselves?).  What seems obvious, to 

us, is that this trend will only continue. 

Aging demographics, especially in the worlds largest econo-

mies like the US, Europe and China, imposes ongoing defla-

tionary impulse.  People in retirement simply don’t borrow 

and consume as much as they did when they were work-

ing—and since most retire just after they are at peak in-
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come, the reduction in spending is acute.  This effects ag-

gregate demand and can depress prices for years to come. 

Also, there is the enormous personal and private debt loads 

pervasive across the world’s largest economies.  While secu-

larly low interest rates make the carrying-cost of this debt 

more or less equivalent to levels in the 1980’s, the sheer 

magnitude of the current debt makes new credit consump-

tion less likely.  This removes an important lever for demand, 

and pressure on prices.  

Conclusion 

There are many things about the current inflationary envi-

ronment that are without historical precedent.  Keeping 

score in the tug-of-war between inflationary and disinflation-

ary forces is challenging.  Evaluating them in the presence of 

a host of transitory pandemic-related inflationary pressures 

further clouds the analysis.   

We think politics will eventually play the biggest determinant 

in how serious and significant inflationary risks present them-

selves in the next decade. That is, the willingness of govern-

ments and central banks to continue coordinating money 

printing and spending (our last structural inflationary force).  

What is well known is that deflation (which effectively in-

creases the real value of goods, but also outstanding debt) is 

not a tolerable option for the US or other major economies.  

With future rate cuts unlikely to inspire new credit-fueled de-

mand (the primary monetary policy tool of the past 100 

years), governments will have fewer options to stimulate a 

slowing economy.  The Fed’s willingness to continue aggres-

sively spending with printed money will likely be the tie break-

er in the inflation/disinflation tug-of-war. 

What does this mean for your portfolio?  We think it means 

investors should do everything in their power to remain bal-

anced to inflation risk.  This is how we like to approach port-

folio construction—by holding a balanced mix of inflation 

seeking assets (e.g real assets) that can effectively offset 

other traditional holdings (e.g. stocks and bonds) that gener-

ally do best in low inflation regimes.  In this way, the value of 

your portfolio can be protected from any inflation surprises, 

positive or negative. 

Fed Has Printed Money at a Record Pace 

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.  


