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Three Fed Policy Regimes

Central bank policies determine the 
economic cycle:

• Traditional regime

• Financial crisis regime

• Crisis economy regime
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Why It’s the Fed’s End Game

• Economic activity at high levels

• Stock indexes at record highs

• Many imbalances

• Dollar is weak

• Pain is here: Inflation



800-552-1152 www.RetirementWatch.com

Where We Are In The Cycle
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Is Inflation Transitory?

• Growth now is self-sustaining

• Shortages of goods and labor

• Due primarily to demand shock

• Wages rise

• Higher wages lead to higher demand

• Higher asset prices increase demand
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What Could End The Cycle?

• Tighter monetary policy

• Tight fiscal policy  

• Change in pandemic/new pandemic

• War: hot, cold, or trade

• Stock market collapse

• Other exogenous shocks or surprises
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The Fed’s Plans

• Fed gradually reducing asset purchases

• Still not shrinking balance sheet

• Rate increases in Q1 2022 or later

• Recession worse than inflation

• Overhang from financial crisis

• Always adjust to latest data
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Major Secular Changes

• Had historic earnings, profit margins

• Anti-corporate policies, regulations

• Labor has the upper hand

• Global trade not growing

• Climate change expensive, inflationary

• Higher taxes around the globe
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Possible Effects of Changes

• Lower profit margins

• Lower stock valuations

• Higher average inflation

• Slower growth
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How Markets Respond

• Interest rates increase

• Liquidity shifts to real economy

• Less support for long-duration assets

• Net present value decreases

• Valuations change

• Growth, tech stocks falter
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How Markets Respond

• Previous winners stall

• Underperforming assets surge

• Inflation hedges, real assets rise

• Interest-sensitive assets fall
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Inflation Hedge Portfolio

• A basket of inflation hedges

• Gold

• Broad commodities

• Real estate investment trusts

• TIPS
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Guidelines for 2021-22

• Invest with reflation policies

• Maintain diversified equities

• Have global portfolios

• Avoid Asia for now

• Be flexible, prepared for change
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Guidelines for 2021-22

• Diversification, balance

• Be tactical

• Look for niches, good managers

• Be global

• Expect inflation, weak currencies

• Be prepared to change when Fed
tightens


