POLICY BASED INVESTING July 26, 2021
INFLATION & COMMODITIES

The Federal Reserve meets on the 27th and 28th this week, and Jerome Powell’s commentary is once again on
the margin. The major monetary policy assessment on the line is if and when Powell will signal a shift in
monetary accommodation that has helped fuel risk asset prices higher over the past year.

The last Fed dot plot revision was hawkish for monetary policy and reflected views from Dallas Fed President
Robert Kaplan that,

“The US economy will likely meet the Federal Reserve’s threshold for tapering its asset purchases
sooner than people think. As we make substantial further progress, which I think will happen sooner
than people expect -- sooner rather than later -- and we’re weathering the pandemic, I think we’d be far
better off, from a risk-management point of view, beginning to adjust these purchases of Treasuries
and mortgage-backed securities.”

The June dot plot, a graphical representation of each participant’s rate forecast, showed the median projection
being two rate increases in 2023, versus zero rate increases in the March dot plot. Kaplan is joined in publicly
declaring his 2022 “rate liftoff” projection by Atlanta Fed President Raphael Bostic and St. Louis Fed
President James Bullard.

Powell could walk back the market implied rate hike from this dot plot revision (bullish for commodities and
real estate), or he could join Kaplan/Bostic/Bullard faction of sooner than anticipated monetary
accommodation removal (bearish for commodities and real estate).

This is a critical moment for monetary policy and could be an inflection point for the one-way accommodation
trend intact since Q1 2020. In 2018, Powell created a deflationary panic in asset markets by talking tough on
the future path of higher interest rates. Since then, he has been much more careful about delivering monetary
tightening rhetoric. With several Fed officials now publicly supporting "sooner than later” rate hikes, Powell
finds himself in another situation to either cause or avoid a deflationary market “panic.”
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ALLOCATOR

Fixed Income

Bonds are an asset class that does well in a deflationary policy environment (Low Growth & Strong Currency)

We have long said the Treasury bond bubble will pop again as it did from May 2013-Jan 2014 when long term Treasury
bonds fell 18%. Treasury bond prices are at risk to fall 30-50%, and we expect any moves higher in bond prices (lower
in yields) to be short-lived. Since most other bonds price off of Treasury yields, fixed income in general is a risky asset
class. Bonds are not automatically low risk.
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ALLOCATOR

Commodities

A change in the price of gold is a change in the value of the currency. When gold rises, the currency’s value falls and
vice versa. Commodities are an asset class that does well when the currency is weak. If growth is slowing while the
currency weakens, there is stagflation - own precious metals. If growth is accelerating while the currency weakens,
there is an inflationary expansion - own agriculture, industrial and energy commodities.

Gold’s 2020 rise has been driven by a general “risk-off” stance caused in large part by fear about coronavirus’ impact
on economic shutdowns coupled with rising odds that an anti-growth policy mandate would result from Election 2020.
We expect these fears to be transitory as the economy continues to “open.” Progress on coronavirus treatments and
vaccines suggest decreased odds of further economy wide shutdowns. With the Senate runoff complete, Democrats
have a policy mandate for at least the next two years.
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ALLOCATOR

Real Estate

Real Estate is an asset class that performs well when growth is accelerating. When rising growth is coupled with a
strong currency, own real estate tied to business activity (like commercial REITS). When rising growth is coupled with
a weak currency, own real estate tied to commodities (farmland).

Commercial RE will be helped by improving real economic growth and continued movement to an “open” economy
after broad shutdowns in the first half of 2020. RE properties leveraged to businesses & economic growth are preferred

under pro-growth US policies.

Asset ETF Action Date Current % Gain/ Policy Notes
Red Sell/Green Buy Price Loss
REIT VNQ 7/19/2021 $103.39 $105.31 1.9%
Residential REZ 12/21/2016 $61.00 $88.80 45.6%

Building/Construction ITB 12/21/2016 $28.00 $66.32 136.9%
Mortgage REIT REM 4/1/2016  $35.00 $35.79 2.3%
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ALLOCATOR

US Equity

An 1980s/90s type of policy driven equity bull market is the ultimate goal. The 2014 midterm House/Senate/
gubernatorial shifts put us on that path, as pro-growth candidates propelled the GOP to majorities. It was a repudiation
of anti-growth economic policies and a big step toward a Reagan/Clinton type of equity bull market. Despite the voters’
growth signal, Obama doubled down on his tax/spend/regulatory (EPA) agendas in 2015 causing stocks to be range
bound and volatile. As 2016 began, policy uncertainty ahead of November’s elections became the biggest threat to
equities. The ebb and flow of the presidential political season moved markets in both directions as investors waited to
learn which policy theme would prevail that November — growth vs. redistribution. Voters decisively made their choice.
Growth won Election 2020, unleashing a U.S. equity bull market. Trump’s pro-growth policy agenda beat Hillary’s
anti-growth policy agenda in landslide fashion. Republicans retained control of the Senate, House and increased their
control of governorships by three. Election 2020 halted pro-growth policies. It remains to be seen how far Biden, with
Party control of the House and Senate, will push a dramatic tax and spend policy agenda.

US Equity - Cap Size

Asset ETF Action Date Current Price % Gain/Loss Policy Notes
Red Sell/Green Buy
Micro IWC  7/11/2016 $72.00 $141.75 96.9%
Total Market  IWV  5/19/2016  $117.00 $255.52 118.4%
Large IWB  5/19/2016  $111.00 $242.79 118.7%
Small Cap IJR  5/19/2016 $54.00 $106.67 97.5%

Mid Cap IWR 4/6/2016 $38.57 $77.62 101.2%
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US Equity - Style

US Equity - Sector
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Foreign Equity
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POLICY MAP

Growth DEcreased versus last week
(491 to 4.86) : Growth expectations
are at risk from the Democrat sweep
in Election 2020. With control of the
House and Senate, Democrat
policymakers are likely to attempt
and achieve higher taxes on work,
savings and investment. The Fed
continues providing unlimited
liquidity to prevent a solvency crisis
after the first intentional recession in
history.

Value of US$ DEcreased versus last
week (-0.50 to -0.46): U.S. Dollar
weakness could result from
Democrats taking control of all three
policy making levers, but for now a
flight to Dollar safety remains the
dominant capital flow.
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BOND YIELD COMPONENT ANALYSIS

Nominal Yield: 1.30% (-1%) Inflation Expectation Component: 2.35% (+1%) Real Growth Component: -1.05% (-3%)

The ideal bond component pattern is flat or falling inflation expectations coupled with rising real growth expectations. The opposite
has been happening since 2019. Inflation expectations continue to surge. Real growth expectations have also surged higher in recent
weeks, likely on improving COVID data and accelerating economic reopening plans nationwide. Bond prices are collapsing as bond
yields surge, reminding investors that bonds aren’t the risk-free asset class marketed by the industry.. There is a policy moment to
own bonds, and we are not in that moment.
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