
 

 

 

 

 

 

 

 

 

1. Fed to the Rescue 

Since March 23rd, when promising to do “whatever it 

takes”, the Fed printed 30% more money in three 

months than it did in 2008 and 2009 combined.  

2. Government Spending to the Rescue 

In response to the pandemic, the Federal Reserve re-

duced short-term interest rates to zero and initiated the 

largest monetary easing program in the bank’s histo-

ry...4x that of 2008 

3. Stocks Rally 

Major US stock indices, fueled by massive monetary and 

fiscal stimulus, sharply rebounded in Q2…with the S&P 

500 erasing nearly all its losses.  

4.  Unemployment Spikes & Subsides  

US unemployment jumped to its highest rate since the 

Great Depression, rising to nearly 15% before falling 

faster than expected to 11% in June.  

 5. Gold Reaches All-Time High 

Gold set a new historic high during the quarter, crossing 

$1800 per ounce, as governments around the world 

aggressively printed money to bolster their economies . 

2020 has been a year of superlatives.  First, COVID-19 caused the 

greatest economic growth collapse in history, followed by the deepest 

intra-month stock market decline in history.  In response, the Fed and 

Government orchestrated the largest monetary (i.e. money printing) 

and fiscal (i.e. spending) bailout in history, triggering the fastest market 

recovery in history.    

The warp speed at which all of this has happened is remarkable.  From 

pandemic to decline to stimulation, policy makers have unleashed, in 

months, what previously took years in both the Financial Crisis and 

Great Depression.  Also remarkable is that, despite the size of the re-

sponse by the Fed, there is a clear willingness to do more.  It has been 

this extreme money-printing and stimulus, and not improving funda-

mentals, that has driven the stock market recovery. 

Nonetheless, the speed of the market recovery has been disorienting.  

How is it that COVID-19 has barely registered a glancing blow to year-

to-date equity returns despite massive earnings and economic dam-

age?  While there have been some economic bright spots, i.e., US un-

employment and economic growth showing signs of recovering 

quicker than initially expected or feared, the real economy is still reel-

ing and has a long and uncertain path to recovery ahead.   

What seems clear is that we have now entered a new market para-

digm…one whose primary drivers have become government policy 

versus traditional fundamentals.  The US is not alone in making this 

transition.  With interest rates at zero across most of the world, cen-

tral banks have now shifted to en masse money printing to stimulate 

growth rather than rate cuts.  This money is being used to buy bonds 

and fund the largest government deficits since World War II.  We will 

discuss some of the longer-term implications for this shift in the next 

section.  

Source:  Goldman Sachs, Bloomberg 
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 In the past month or so, the question we get most 

often is “are stock valuations crazy?”   

The obvious concern is whether the breath-taking 

bounce in stocks, which has basically wiped out the 

2020 losses, is sustainable with an economy that is still 

in the early innings of the deepest recession in a cen-

tury.   

If the Fed remains committed to printing and reflating 

markets as necessary…these valuations may hold, or 

even go higher.  Conversely, if the Fed were to mean-

ingfully step back, valuations could certainly retrace. In 

word and deed, the Fed seems entirely committed for 

now.  They have promised to do as much as necessary for a long 

as necessary…until employment normalizes.  And with unemploy-

ment at 80 year highs, that could be awhile.  To understand their 

resolve, investors must first appreciate that the market environ-

ment we are now living in is very different from any we’ve experi-

enced since the WWII era.   

So what’s different?  First, we have near-zero interest rates…and 

not just for short-term rates (i.e. cash and money markets) but 

also long-term rates (i.e. 10-year bonds).   Since these longer ma-

turity bonds function as a de facto valuation discount rate for all 

sorts of assets like equities or real estate, the collapsing of these 

yields puts upward pressure on all asset valuations (e.g. this is why 

home prices often rise when mortgage rates fall).  Stocks are 

commonly valued using price-to-earnings (PE) multiples as a quick

-and-dirty way of measuring how expensive or cheap they are.  

Today, the S&P 500 has a PE multiple of roughly 25x (i.e. the stock 

is valued at 25x their average expected earnings this year).  By his-

torical standards this is VERY HIGH vs. the 20-year average PE of 

around 16x.  But this simplistic analysis fails to account for the fact 

that 10-year Treasury yields also averaged about 3.25% over that 

time.  Today they are 0.6%. 

So what happens when we compare what stocks are YIELDING 

(i.e. earnings / price) and compare them to 10 year Treasuries?  

This valuation technique is called “equity risk premia” and it repre-

sents the additional yield equites are expected to pay over a low-

risk investment like 10-year Treasuries.  The higher this spread, 

the cheaper equites are.  The average equity risk premia for the 

S&P 500 vs 10-yr Treasuries has been about 3% for the past 20 

years.  And what about today?  Well, it is around 3.25%!  By this 

measure, stocks are basically fairly valued.   

Just as it wouldn’t be surprising for home valuations rise on a dollar

-per-square foot measure if mortgage rates fell by 4%, so 

too it shouldn’t be surprising for stock valuations (using PE) 

rise when bond yields fall.    

Second, we have historic amounts of debt. By the way, it’s 

not only a government debt problem—companies and 

households have it too.  Furthermore, fighting this pandem-

ic will likely require much more governments debt as new 

rounds of stimulus checks are contemplated.     

Remarkably, this scenario  is hardly unique, and has played 

out time and again across countries and empires through-

out the centuries.  That is, a heavily indebted economy col-
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Falling Discount Rate: 10-Yr US Treasury Yields (‘00-’20) 
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lides with a severe decline in growth.  While the cata-

lysts are different, the circumstances remain the same.  

In this scenario, governments have two options:  1) Cut 

spending, raise taxes, allow defaults and restructur-

ings…thus enduring depression-like conditions to 

slowly pay down the debt or 2) print money, spend that 

money and push inflation higher which allows inflation 

(not tax payers) to reduce the debt burden.  This sec-

ond option is what politicians and monarchs have cho-

sen 100% of the time for hundreds of years.   

So how long can the government keep this up?  Until 

inflation becomes a real problem (i.e. greater than 4-

5%...a level it hasn’t endured since the early 90’s).  For 

context, inflation today is hovering around 0.5%.  Once 

inflation is an issue, the choice to keep printing will be 

more difficult.  If growth and employment are still intol-

erably weak (i.e. stagflation), we would expect the printing and 

spending to moderate, but not stop.  That is precisely what hap-

pened in the 1970s. In the end, all governments will print their way 

out of their debt/low growth corner.  This time will be no different 

The point is, there are better options than simply selling stocks 

and holding cash to ride out the pandemic…especially if what hap-

pens next is eventually more printing and deficit spending that will 

cause cash to lose value at an increasingly faster rate. 

This type of money printing is generally positive for most (but not 

all) asset prices.  That’s because most assets function as store-

holds of wealth. In an inflationary/money printing environment the 

most dangerous assets to hold are, in normal times, the safest…

cash and bonds.  This switch will have important implications for 

how a portfolio can effectively be diversified in the coming decade 

(but more on that at another time).   

It’s likely that the biggest winners of this printing bonanza will be 

real assets.   What are real assets?  They are investments that 

actually perform BEST in an inflationary or money printing envi-

ronment (i.e. things like precious metals and inflation-linked 

bonds…and eventually commodities or their producers).  Indeed, 

gold, silver and gold miners have already begun their ascent, with 

gold recently hitting new all-time highs. Predictably, real assets 

have languished for most of the past decade as inflation steadily 

weakened.  But as usual, last decade’s investment losers are often 

the next decade’s winners.  We have already tilted our allocations 

towards real assets and away from traditional bonds.  

While we continue to believe in equities, that doesn’t mean there 

won’t be inevitable periods of loss or downside volatility.  We just 

wouldn’t expect the Fed to sit by and watch the stock market burn 

for long before once more dousing them with a 

new round of liquidity.  So, as before and always, 

our recommendations are to 1) remain effective-

ly diversified and 2) stay the course.  

Some of our seasonal adjustments include: 

1) Overweight gold and precious metals. 

2) Overweight  long-term inflation linked bonds. 

3) Overweight gold miners. 
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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.  


