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Does the Future Look Like the Past?
The last 12 years have, quite frankly, been astonishing for the US equity market. The bond market
has kept pace as well. Foreign equites have lagged dramatically since the mortgage melt down of
2008. Here we find ourselves in an expensive stock market, similar to 1999, with different
circumstances. We have talked about this for three years, so we won’t expand on that any further.
However, this time we also have an expensive bond market. The last 12 years have seen massive
amounts of money injected into the system with a simultaneous lowering of interest rates to near
zero.
Tech stocks have rallied much like
the late nineties! Enthusiasm for
stocks, as represented by the
percentage ownership of
households, is at an all-time high.
Employment is now back to prepandemic levels. It hasn’t been
this solid since February 2020.
One small distinction, however, is
that about 2% of the workforce
has left. That represents about
3.0 million people give or take.
Inflation has ticked up from the
last 22 years. Is this systemic or
transitory? We suggested a year
ago that it was not transitory. We
still feel that way. Interest rate increases are here. Probably not fast or high enough to slow secular
inflation in the near term. What’s different? Wages! Average wage increases from 2011 until 2021
were 2.76% versus just over 5.5% in the last 12 months. Wages are much more sustainable than
commodity or supply chain driven factors. We aren’t saying those things don’t matter but they are
more cyclical than secular. Another way of saying that is – wages are more “sticky.” The Fed may
get some relief from resolutions of some supply chain related reductions and some oil price relief at
the conclusions of the Ukraine - Russia conflict. However, the only way to ease wage growth is slow
labor demand or increase supply. This means higher unemployment leading to a slower economy.
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What’s different? Why now for inflation and
wage growth? Early easing was filling the banks
with reserves. It wasn’t in the hands of
consumers. It was there so banks could lend and
at reasonably low rates for investment and
growth. Growth was slow coming out the Great
Recession and didn’t really accelerate until well
after housing bottomed. This was about 2012
and caught fire by 2016. Then came COVID and a
change in policy. Checks were now going
directly into the hands of consumers.
Bottlenecks in the supply chain and oil companies were going bankrupt from low prices. Everything
has now turned 180 degrees.
What does all this mean? Stocks and bonds are still expensive! We have been saying this for a about
3 years. What’s different – inflation and capacity! The Fed has limited room to continue a decade of
easy monetary policy. Does this mean stocks and bonds are going down? Not necessarily but with a
20% drawdown in the first 5 months it certainly feels like the end of a 13-year run. Valuations are not
a great predictor of near-term stock
returns. Valuations do matter and
are highly correlated to long-term
returns (i.e., 10 years or so). What
about bonds? Rates have been
coming down from 1982 until 2021.
Approaching zero in the most
recent couple of years. A whopping
40-year bull market in bonds!
The real rate of return on bonds is
negative. If inflation is 7% and yields
are 3%, this means you are losing 4%
a year against purchasing power! Is this sustainable? Probably not, either the demand for bonds
goes down, inflation comes down, or rates rise to compensate investors. Possibly you get a little of
both moderating inflation and rising rates to get to equilibrium.

A Path Forward in Investment Management
Regardless of the near drawdown, we expect that investors will have to transfer risks. What does
that mean? The risk of buy and hold is that portfolios will suffer low returns. This means we must
think about being more tactical. More changes more often in both equity and bond portfolios. We
don’t mean day trading. We do see a need to think about moving between asset classes more
frequently. This is not a riskless endeavor and, therefore, a shift in risk from buy and hold to more
trading. More to come on this as we progress through the balance of the year. Just know we are
paying attention to the fundamentals and tracking the math.
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Disclosure
The views expressed represent the opinion of Chasefield Capital Inc. The views are subject to change and are not intended
as a forecast or guarantee of future results. This material is for informational purposes only. It does not constitute investment
advice and is not intended as an endorsement of any specific investment. Stated information is derived from proprietary and
nonproprietary sources that have not been independently verified for accuracy or completeness. While Chasefield Capital
Inc. believes the information to be accurate and reliable, we do not claim or have responsibility for its completeness, accuracy,
or reliability. Statements of future expectations, estimates, projections, and other forward-looking statements are based on
available information and the Chasefield Capital Inc.’s view as of the time of these statements. Accordingly, such statements
are inherently speculative as they are based on assumptions that may involve known and unknown risks and uncertainties.
Actual results, performance or events may differ materially from those expressed or implied in such statements. Investing in
equity securities involves risks, including the potential loss of principal. While equities may offer the potential for greater
long-term growth than most debt securities, they generally have higher volatility. International investments may involve risk
of capital loss from unfavorable fluctuation in currency values, from differences in generally accepted accounting principles,
or from economic or political instability in other nations.
The information published herein is provided for informational purposes only, and does not constitute an offer, solicitation
or recommendation to sell or an offer to buy securities, investment products or investment advisory services. All information,
views, opinions and estimates are subject to change or correction without notice. Nothing contained herein constitutes
financial, legal, tax, or other advice. The appropriateness of an investment or strategy will depend on an investor’s
circumstances and objectives. These opinions may not fit to your financial status, risk and return preferences. Investment
recommendations may change, and readers are urged to check with their investment advisors before making any investment
decisions. Information provided is based on public information, by sources believed to be reliable but we cannot attest to its
accuracy. Estimates of future performance are based on assumptions that may not be realized. Past performance is not
necessarily indicative of future returns.
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