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Our discussion in January revolved around a softer US economy than that perceived by the more hawkish 

Federal Reserve.  The Fed has since changed its tune regarding interest rate hikes, though comments on April 

8th were that everything is fine.  If so, then the economy should be able to take another rate hike, correct?  

The Fed forecast is much higher than market expectations: the Overnight Index Swap (OIS) rate is around 

1.25% two years out, while the FOMC discussion is around 3%.  The Fed backed off after markets sold off 

so dramatically in the first 6 weeks, so don’t expect another hike until June.  I really question Janet Yellen’s 

leadership.  Does the Fed know what its mission is?  Is it inflation, global economic issues, full employment 

or trying to keep markets from going down? 

In other news oil recovered, but we wouldn’t be overly optimistic about supply being absorbed. The US has 

added over 40 million barrels of crude stock over the last 12 months.  We’ll be watching.  

The US still faces a number of headwinds – an aging population, a low savings rate, lower productivity, full 

employment (hard to grow from here) and a lack of pent-up demand.  This has been evident in the total 

business sales year-over-year change being down 1.10% and total business profits being down 15% from a 

year earlier as reported by the Commerce Department.  S&P profits are down about 14% from a year earlier 

(4th quarter profits are not completely in as of this writing).  The consumer is beginning to make some 

headway, however.  Compensation is up from 52.8% of GDP to 53.6%; plus a tight labor market gives 

employees a bit more bargaining power.  I did mention that profit contraction is a catalyst for layoffs, and 

there was very slight evidence recently with the unemployment rate ticking up to 5%. 

The European Central Bank (ECB) and the Bank of Japan (BoJ) have embarked on negative interest rate 

paths.  This is a big change in 1st quarter for ECB.  The ECB anticipates purchasing $1.0 trillion of corporate 

debt from banks in 2016.  They are fighting strong deflationary forces overseas that will keep rates here from 

rising too much.  A substantial rise in rates would bring an unwelcomed rise in the dollar.  We discussed that 

dollar strength could shave off as much as 1.5% of GDP growth.  The strong dollar is due to global 

weakness, not a robust US economy.  The dollar has weakened recently, but it will take lower rates to keep it 

from regaining any steam.  We expect the dollar will not retreat too much in 2016, but it is in its last leg of 

this multi-year bull market.  This could put the Fed in a tough spot over the next year as inflation ticks up 

here in the US. 

Core CPI was up 2.3% year-over-year for 12 months ending February 2016.  Before we ring the inflation bell, 

we will need more evidence.  Total CPI has been down for 3 straight months which includes food and 

energy. If you don’t eat or buy gas, prices have increased.  Ultimately, inflation will take a foothold.  This 

could be years away, but weak productivity growth rates over the last decade will have an impact.  

Productivity has been declining for 15 years from 3% to below 2%.  The last 7 years have been consistently 

below 2%.  What are the short- and long-run implications? Over the short run, it is deflationary as lower 

productivity reduces consumption and investment.  In the long run, underinvestment leads to lower capacity, 

which ultimately closes the output gap between actual and potential GDP.  As potential and actual GDP get 

closer, capacity is more fully utilized and price pressures evolve.  

My point is this: Just as in the 70s and early 80s when people thought interest rates would never go lower, we 

should also realize inflation or the business cycle hasn’t been repealed.  It just may be a much different 

timeframe than we had originally imagined. 
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Here is the rundown.  The S&P over the last 12 months has been the best performing with about 1.67% total 

return and over the last 9 months about 1.47% return.  Over the last 9 months, foreign stocks are down 

about 9.63% and emerging markets are off close to 13%.  Needless to say, this is one of those difficult 

periods when you prefer to just be on the sideline.  Below are charts from last quarter’s review.  Not much 

has changed as stocks have mostly gone sideways the last 3 months, though it may feel much different with 

early sell-off and strong recovery over the last 6 weeks.  Our quantitative model still forecasts lower 

compounded returns over the next 5 years of around 4% for US equities and close to 9% for foreign stocks.  

Our model is a 3-factor model using valuation and economic factors.  Expected returns have a fair amount of 

variance and are never the actual returns realized.  Within that 5-year forecast, a lot is going to happen!  

Our opinion is that stocks will remain underweight until valuations and earnings improve.  It is hard for us to 

get excited about the recent recovery in equities as profits and top-line sales continue to struggle.  The US is 

the most overvalued space in our equity basket and continues to be a focus for underweighting. 
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The fact that this has been one of the best performing asset classes over the last 9 months is probably a bit of 

a shock to most.  The Barclay’s Bond Aggregate is up about 3.8%.  The US 10-year treasury yield almost 

reached 1.5% in mid-February.  As stocks have recovered, yields pushed up close to 2%.  However, an odd 

thing took place during March.  Yields have since come down to 1.7% on the 10-year Treasury note.  Why is 

that?  We think two reasons – global economic softness and the willingness of the ECB and BoJ to embark 

on a negative interest rate strategy.  An amazing $7.0 trillion dollars of debt is now yielding less than zero!  

That means lenders are paying borrowers, a ridiculous and unsustainable arrangement!  I have said before that 

we are living an experiment in monetary policy.  There are ways out that don’t have to end badly.   

The high-yield market is down about 6.8% over the preceding 9 months.  Energy companies are not out of 

the woods by any stretch with recent oil recovery.  Investment banks are beginning to shut down new high-

yield deals.  The last year saw $1.4 trillion dollars’ worth of new high-yield debt.  The high-yield option 

adjusted spread has risen from a low of about 3.5% in 2014 to 7.11% and is now above its long-term average 

of 5.8%.  Valuations have improved. 
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There is good news and bad news on the portfolio front.  Whenever has everything been working right in any 

portfolio!  The bad news is that our relative overweight to foreign developed (FX) markets versus the US has 

not panned out well.  We hold about 10% to 20% underweight in US versus FX.  While not materially 

significant, so far not a great tactical decision.   

Now for the good news.  Our decision to be collectively underweight in stocks and overweight in fixed 

income has been particularly productive since initiating in the latter part of 2nd Q 2015.  Additionally, we have 

been underweight in commodities and high yield, which have been off approximately 30% and 7% 

respectively.  Our performance relative to our strategic allocation is positive, but still portfolio nominal 

returns are off.   

We added a gold exchange traded fund to portfolios in the 1st quarter as part of our commodities allocation.  

We are in the early stages of a deleveraging process in emerging markets along with high valuations in US 

equities and fixed income globally. This coupled with an apparent shift in momentum for precious metals 

from a 5-year contraction makes this a positive addition.  

I hear some grumbling about advisors and how happy people are (or aren’t) with the recent period.  There are 

periods of low and negative returns.  They can even last for an extended period of time.  To be a good 

investor, it takes patience and an understanding of risk-adjusted returns.   

The recent rally in stocks has not caused us to vary in our portfolio structure.  Valuations have actually 

deteriorated in that time span.  We are looking at 2016 or early 2017 as period of transition for financial 

markets but making predictions of that kind are best left to entertainment shows like CNBC.  Here is our 

current thinking on portfolios: 

 Underweight to equities with a focus on looking for an opportunity to raise our FX exposure. Our 

preferred asset class is FX developed markets. 

 Underweight high yield and corporate spread product.  Valuations are becoming more interesting.  

 Overweight fixed income, but look to reduce in 2016 should opportunities present themselves.  

 Underweight commodities, but look to go neutral here as well.  

 Neutral on real estate.  

 

We made some major shifts in 2015 and until conditions meet our parameters, we will stay with our 

conviction.  Conditions can change that cause us to change as well.  It is important to keep in mind that being 

a long-term investor is not buy and hold.  It is making a series of planned strategic short-term decisions to be 

successful.  It is not short-term trading but continuously reviewing and rebalancing your portfolio.  We are 

always concerned about our value-at-risk and become more sensitive to this issue when valuations are high. 

We would welcome any input as to what you’d like to see or if you have some particular subject you’d like us 

to explore.  Please feel free to contact me at my email below and I will get back to you. 

harold@chasefield.co April 13, 2016  
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Disclosure 

The views expressed represent the opinion of Chasefield Capital LLC. 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 LLC 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 LLC’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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