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In the coming weeks, much of the East Coast and Midwest will be visited by Brood X, tens of billions of cicadas that hatch 

at once every 17 years, like clockwork. For just six weeks, the swarm will emerge to engage in a mating ritual, causing no 

shortage of commotion, belting out their cry at decibels that compare to a 737 takeoff. 

 

Just as such residents will be reminded of this periodic, and easily forgotten certainty, investors have been awoken to the 

specter of inflation, and cyclicality absent from global economies for decades. The fervor for this prospect has reached in 

many ways a fever pitch over the past month. The question of whether these factors will burrow away for another 17 years 

remains to be seen. 

 

Over the past few letters, we have debated the question of inflation and bond yields, their corollaries and market effect, and 

the competing arguments around their persistence. Both Secretary Yellen and Chair Powell have assured us that inflation is 

likely to be temporary and mitigated by well-entrenched disinflationary factors such as technology, aging, and globalization. 

Although, we would be remiss not to mention a notable change in forward guidance as inflationary factors have continued 

to entrench. Supply chains, especially in the industrial complex where supply is least elastic, have become increasingly 

stressed. Ultimately, the path of such factors beyond the short term remains highly uncertain. However, we remind investors 

of the folly in the thesis that “this time is different.” 

 

In fact, it is the cyclical nature of the global economy, much suppressed by central banks’ fear of doing too little, that is by 

nature the essence of how economies function. Supply and demand imbalances clear through this mechanism, and without 

shocks and persistent intervention global economies have been able to smooth such cycles and minimize disruption. 

Unfortunately, the globe has been affected by one of the most severe demand and supply side shocks since World War II 
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as a result of the global pandemic. Bottlenecks in semiconductors and container ships are just the latest examples of what 

is likely to be a strained industrial complex as demand surges due to reopening and continued fiscal support for 

consumption. 

 

GDP Volatility 

 

 

In detail, we have laid out the case for a shift towards more cyclical, inflation-leveraged exposure in portfolios. Violent rotation 

however is likely to remain in force for markets as growth sectors and those most exposed to duration risk have corrected to 

levels where opportunity amongst the carnage has emerged. Across both value and growth, expectations for the duration 

of the cyclical recovery have begun to moderate. Perhaps a harbinger for the months ahead, despite earnings reports that 

exceeded expectations by an unprecedented degree, each of the Big 6 tech companies, now trades lower than their preprint 

levels. Fears around durability of this short-lived cycle remain omnipresent. 

 

The notion of efficient markets is one that has thrived in an environment absent of shocks and where interest rates have 

allowed valuations for both equity and fixed-income to expand to levels not seen since the dot-com era. Continued lower 

rates and absence of cyclicality is an environment we believe investors should not count on in the coming quarters. Both 

monetary and fiscal policies have the potential to be highly disruptive. A tightening even in the form of forward guidance 

perhaps combined with the possibility of meaningfully higher tax rates seem to be questions of when, not if. Valuation is a 

poor short-term indicator, but over the medium to long term is highly predictive of expected returns. Investors are likely to 

find that the passive 60/40 index allocations that trounced more tactical management over the past decade, are likely to be 

challenged. 
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Shiller CAPE 
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This report is for informational purposes only and is not intended to replace the advice of a qualified professional. Nothing contained herein should 

be considered as investment advice or a recommendation or solicitation for the purchase or sale of any security or other investment. Opinions 

contained herein should not be interpreted as a forecast of future events or a guarantee of future results. Different types of investments involve 

varying degrees of risk, and there can be no assurance that any specific investment will either be suitable or profitable for a client's portfolio. 

Economic factors, market conditions, and investment strategies will affect the performance of any portfolio and there are no assurances that it will 

match or outperform any particular benchmark. Commentary regarding the returns for investment indices and categories do not reflect the 

performance of Gideon Strategic Partners LLC or its clients. Historical performance results for investment indices and/or categories generally do 

not reflect the deduction of transaction and/or custodial charges or the deduction of an investment-management fee, the incurrence of which would 

have the effect of decreasing historical performance results. Investors cannot invest directly in an index. The indices referenced herein have been 
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based on industry practice, provide a suitable benchmark against which to evaluate the investment or broader market described herein. Although 

certain information has been obtained from sources believed to be reliable, we do not guarantee its accuracy, completeness or fairness. We have 
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performance does not guarantee future results, which may vary. The value of investments and the income derived from investments will fluctuate 

and can go down as well as up. A loss of principal may occur. Securities and Investment Advisory Services Offered Through M Holdings Securities, 

Inc. A Registered Broker/Dealer and Investment Advisor, Member FINRA/SIPC. Gideon Strategic Partners LLC is independently owned and 

operated. File# 3578716.1 


