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We printed a few (trillion) Dollars

Source: FRED

5X In 2 years

Presenter Notes
Presentation Notes
5X of dollars circulation. Humans struggle to grasp exponential change, we tend to see things linearly. It’s hard to comprehend , but we have experienced decades of money growth in two years. 

The market has rapidity changed: inflation, interest rates, bonds, commodities, international markets, and housing. 



Nobody wants to work

Source: JP Morgan - Guide to the Markets 3.31.2022

Presenter Notes
Presentation Notes
The federal reserve has a dual-mandate…balancing: price stability and  full employment! According to BLS, we have some of the lowest unemployment in history. 3.6%, tying some of the lowest levels of reporting, back in the 1969. 

There is a large demand of qualified workers, and a large amount of quits, and people who many never return after COVID. 



Inflation…

Presenter Notes
Presentation Notes
Goldfish on rice for sushi will keep us keep with inflation. This second picture is batman slapping another person who believes this is transitional inflation, and not permeant. 



Inflation? Let’s Change the Calculation

Source: http://www.chapwoodindex.org/ & http://www.shadowstats.com/alternate_data/inflation-charts

Presenter Notes
Presentation Notes
Too many dollar chasing too few of goods.

While CPI inflation was just printed as 8.5% over the last 12 months. The figure is most likely greater. Shrinking products within packaging is also not reported. Using both the Chapwood index, which I’ve discussed before, and the old formula to calculate CPI methodology you can see it’s a lot higher. 

Shelter, is also very controversial in this calculation, which we will talk about later. The Fed using about 1/3 of the weighting on shelter…Somehow they came up with 5%...

http://www.chapwoodindex.org/
http://www.shadowstats.com/alternate_data/inflation-charts


Inflation…No for real this time (Food)

Source: WSJ.com

Presenter Notes
Presentation Notes
Again, a lot of this is unrepresented, with around 9% inflation, many food items are up a lot more in the last 12 months. Meats are up 14%, eggs up 11%, and Fruits up 11%. 



Inflation…No for real this time (Energy)

Source: FRED

Presenter Notes
Presentation Notes
Household spending has increased 30% March Year-of-year. 

Gasoline, natural gas, and electric are all up. A lot. 

Gas is up 2.4x from the low of April last year, but so is electricity, up 11% from March last year to this March, and natural gas is up 69%, using Fred estimates from March YoY growth. Russia is the second largest producer, and the largest exporter, and has the largest world reserve.  



Market NOT waiting on the FED

Source: JP Morgan - Guide to the 
Markets 3.31.2022

Presenter Notes
Presentation Notes
Should I consumer or the markets?

The fed stated it’s intention to increase rates 0.25% to 0.50% at the next open market committee meetings, and to reduce it’s $4.8 trillion balance sheet.

John Taylor, an economist at Stanford University who is the author of an influential policy-setting rule of thumb called the “Taylor rule,” says his formula calls for the Fed to set interest rates at 5% right now. Because the Fed is unlikely to lift rates so dramatically in one year, he said officials instead ought to raise rates to 3% by December and signal more increases after that unless inflation comes down.







Interest Rates Jump – Short Time Frame

Source: Koyfin

Presenter Notes
Presentation Notes
Fact: 10y tresury rates hit a low in 2020 around 0.50%. People were locking up money for 10 years for a 0.50% rate of return, and the new high is at 2.88% with the market flirting with a perceived psychological 3% level; as a rule of thumb, a thirty 



Interest Rates Rocket Up…But Longer-Term…

2.90% - 4.19.2022

Source: https://twitter.com/JackPScott/status/1512465730838663171/photo/1

Presenter Notes
Presentation Notes
We’ve broken the downward trend in the short-term, but will it continue?

Warren buffet quote on Interest Rates: 
 "Interest rates are to asset prices like gravity is to the apple. They power everything in the economic universe”

"If I could only pick one statistic to ask you about the future before I gave the answer, I would not ask you about GDP growth. I would not ask you about who was going to be president, or a million other things. I would ask you what the interest rate is going to be over the next 20 years on average." 

https://twitter.com/JackPScott/status/1512465730838663171/photo/1


Interest Rates Rocket Up…Invert the Curve

Source: LPL & Twitter @CharlieBilello

Presenter Notes
Presentation Notes
The last 6 recessions in the US were all preceded by an inversion with the 2-year Treasury yield moving above the 10-year Treasury yield. The spread was as negative as back in the great financial crisis. However, the market has railed a lot before the recession, on average almost 29%, with an average lead time of 19 months. 



Bonds are down…A lot

8.61% YTD – April 18th

Source:  Twitter @CharlieBilello

Presenter Notes
Presentation Notes
They are down now 8.61% YTD. The worse returns in a full calendar year since the inception of the index: 3 calendar years in which the Index had a negative total return—the worst of which was in 1994, which experienced a negative return of -2.92%.




Mortgage Rates 

Source: Koyfin

Presenter Notes
Presentation Notes
2022 – Fact - Mortgage rates have sored from 2.65% in December 2021, and straight up now hovering at 5%, and climbing, doubling, and reaching 2011 levels, and now are sitting closer to 5.6%, or 3% higher than the lows.



Home Prices 

Presenter Notes
Presentation Notes
The American dream appears to be profitable, but over the long-term home ownership is not a 10% growth per year game. 



Higher Mortgage Rates = Higher Home Values… 

Source: https://awealthofcommonsense.com/

Presenter Notes
Presentation Notes
Historically, there have been periods where even as mortgage rates have risen historical, homes values have increased along side of them; it’s also good to remember that even though mortgage rates hit 18% in 1981, that the average price of a home was $69,300

https://awealthofcommonsense.com/


Mortgage Payments 2X Rents

Source: Redfin

Presenter Notes
Presentation Notes

Higher Interest Rates = Priced Out Homebuyers (aka More Renters) More Renters = Higher Rents Higher Interest Rates = Less Multifamily Development (aka Less Supply) Less Supply + More Renters = Even Higher Rents




Affordability…Worst in 35 years

Presenter Notes
Presentation Notes
Payments have increased the fastest in Year-over-year in 35 years.



Housing…Supply and Demand

Source: 

https://twitter.com/datarade/status/1511079521059061761/photo/

Presenter Notes
Presentation Notes
Many local governments have scorned development thinking it displaces local residents, and creates wealth for the developer, but looking at this number of homes built this last decade, we are way behind after many developers and tradeworkers were burned in 2008, and have approached this boom with trepidation. 

https://twitter.com/datarade/status/1511079521059061761/photo/1


Long Cycles: Commodities Vs. Stocks 

Source: https://www.longtermtrends.net/stocks-commodities-ratio/

Presenter Notes
Presentation Notes

The last 10 years have been market by deflation, but since 2020, the market is clearly inflationary
 

Bannister and Forward (2002) found that equities and commodities alternate on leading the market on average every eighteen years (18-year cycles), which also corresponds to deflationary and inflationary cycles. Periods of deflation are characterized by a boom in stocks and sound money (i.e. gold standard of 1879, Bretton Woods after WW2). These periods are followed by inflation 

https://www.longtermtrends.net/stocks-commodities-ratio/


Commodities Versus U.S. Equites

Source: Koyfin

Presenter Notes
Presentation Notes
On the 2-year anniversary of the COVID Crash bottom, the Energy sector has seen its biggest 2-year gain (+227%) since at least WW2. 

Russia produces some of the largest amount of global commodities, and has a lot of natural gas production, however, even with this commodities boom we have not seen emerging markets rally versus the untied states.




Emerging Markets Versus U.S. Equites

Source: JP Morgan - Guide to the Markets 3.31.2022

Presenter Notes
Presentation Notes
This is one the regime changes that is not talked about more. Will international rally back higher than U.S. Markets. U.S. Markets are overpriced versus international markets, so will interest rates finally reverse this 14 year rally of international markets underperforming, so far, this has not reversed, and over the past three months international is underperforming by 4%. 



Emerging Markets Versus U.S. Equites

Source: Koyfin

Presenter Notes
Presentation Notes
This is one the regime changes that is not talked about more. Will international rally back higher than U.S. Markets. U.S. Markets are overpriced versus international markets, so will interest rates finally reverse this 14 year rally of international markets underperforming, so far, this has not reversed, and over the past three months international is underperforming by 4%, and emerging markets which are thought of mineral rich economies are down 9.85% relative to the U.S. 

It’s the dollar, as all commodities are dominated in dollars, and these have rallied versus emerging economies. 



ESG versus the Normal Stock Market

Source:  Koyfin

Presenter Notes
Presentation Notes
If you want to be charitable, use donor advised funds, do not use ESG, or SRI funds, because they have an implicit basis and tilt in their asset allocation to technology and growth, and away from Energy and value. Bottom line this space will be more sensitive to interest rates if they increase historically. 

In certain cases, ETFs can be 3X more expensive from an expense ratio standpoint.  ESG is down around 4% different  



Technology Equities Versus U.S. Equities

Source: Koyfin

Presenter Notes
Presentation Notes
Down 7.89% versus the boarder market YTD, April 15th.


There’s been a huge rally in technology versus the broader market, but now that is starting to breakdown. Technology stocks are more sensitive to interest rate changes as a larger amount of their cashflows are earned in the future, and therefor discounted back at to a greater degree in the future. 





Ark Innovation ETF…Falls

Source: Morningstar

Presenter Notes
Presentation Notes
The poster child for technology markets, is Cathiee Wood’s ARKK fund, that rocketed up 157% in 2022, and has had humbling losses as interest rates have increased. Down 23% in 2021, and this year down 39%. Close to closing all it’s gains post-covid…



Bitcoin Hedges Inflation?

Source: https://twitter.com/allstarcharts/status/1513599186817662988/photo/1

Presenter Notes
Presentation Notes
This is a chart showing the correlations of the last year with inflation, kidding theat the Nasdaq, and how close this correlates to technology stock, and 

https://twitter.com/allstarcharts/status/1513599186817662988/photo/1


Value Versus Growth

Source: JP Morgan - Guide to 
the Markets 3.31.2022

Presenter Notes
Presentation Notes
Value is coming back, but has a long way to go to overcome the prevailing trend of growth that has been driven by lower rates, as discussed either it’s strange as interest rates have rallied that banks have not participated.



Value Versus Growth

Source: Koyfin

Presenter Notes
Presentation Notes
Value is coming back, but has a long way to go to overcome the prevailing trend of growth that has been driven by lower rates. Up 5.5% over growth YTD.



Did you spend your returns already!?

Source: JP Morgan - Guide to the 
Markets 3.31.2022

Presenter Notes
Presentation Notes
Stock are overpriced using fundamental valuation figures, using P/E represents a 13.5% drop in stocks to reach the 25-year average.




Did you spend your returns already!?

Source: Blackrock

Presenter Notes
Presentation Notes
After some of the highest average rates of returns in history the last three years….Rates of return may need to be largely negative to bring average rates of returns closer to historical averages. 

Larger rates of return since 2013, held higher by a lower discount with interest rates held lower. Looking at average rates of return for stocks back to 1926 the returns are closer to 10%, and inflation is closer to 3%...



Interest Rate Increases and Asset Returns

Source: Vanguard

Presenter Notes
Presentation Notes
Will this hold up, so far growth stocks are starting their decent versus value, bonds are down. However, emerging markets, international are still not outperforming U.S Markets, and commodities, and home values have railed. 



75%ish: Negative to Positive

Source: JP Morgan - Guide to the 
Markets 3.31.2022

Presenter Notes
Presentation Notes
Fact: Out of the last 32 years, even with negative 14% rates of returns, we ended the year positive 76% of the time. 
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