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SPECULATING ABOUT SPECULATION
CRAIG GIVENTER, CFA, Partner & Portfolio Manager
cgiventer@fpcm.net
While I happen to be married to an art consultant, I have neither the “eye” nor the capacity to fully understand
or appreciate the beauty and value of art, and I decided long ago, to leave that to the professionals. However,
I am bewildered by a recent art auction in which a living Italian artist’s work sold for nearly €15,000. What
is so extraordinary about this work of art’s sale is that it does not exist. I will repeat this; the work of art
does not exist. The artist, Salvatore Garau, describes the work (titled “lo sono” (“I am”) as “a work that asks
you to activate the power of the imagination”.1 For the price of roughly €15,000, the buyer got a certificate
evidencing the purchase of nothing and instructions as to how to display this imaginary work of art in an
unobstructed space. While I do not know much about art, I do know that paying €15,000 to “activate” my
imagination would be a poor investment; at least, for me.
At FPCM, the concept of “valuation” is an important part of our research and portfolio management process.
We often talk about how an asset’s “price” can be very different from the same asset’s “value”. As Warren
Buffett eloquently pointed-out many years ago, “Price is what you pay. Value is what you get.” We take this
mantra to heart when we buy or sell an investment for your portfolio. Sometimes, the price of an asset,
an asset class, or even an entire investable market can become significantly detached from its underlying
economic value. There are always pockets of overvalued (and undervalued) assets across markets, and at
times, overvaluation can enter “bubble” territory as an asset’s price rapidly inflates. We never truly know
we are in a “bubble”, until the “bubble” bursts, and prices fall as rapidly as they inflated, leading to potential
sizable losses of wealth. As we look across the financial markets landscape today, we ask ourselves, “where
are the bubbles?”
1

https://news.artnet.com/art-world/italian-artist-auctioned-off-invisible-sculpture-18300-literally-made-nothing-1976181
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While it is debatable as to whether global sovereign
bonds are in a “bubble”, we can factually state that
sovereign bond yields are at exceptionally low levels,
and in some cases, bond yields are negative. To put
this in context, the “Bloomberg Global Aggregate
Negative Yielding Debt Index” currently stands at
over $13.5 Trillion (yes, “Trillion”), and this is down
from the peak level of approximately $18.4 Trillion
in December 2020. For many issuers (such as the
United States Treasury), borrowing costs are near
all-time lows. The current very low absolute and
relative levels of interest rates are important in
evaluating investment decisions as the “cost of
capital” has been depressed by this “cheap” money.
All asset classes are priced-off the “risk free rate”
(for example, US Treasury interest rates). Today’s
investors, whether a company, pension plan or an
individual, are forced to either take very low interest
rates from “safe” borrowers, or to take greater risk to
generate higher returns. Conversely, investees (or
borrowers) are blessed with low interest rates and
financing costs. Looking across asset classes, the
theoretical argument that returns should increase
as risk increases is being challenged by certain
segments of the fixed income market as risks have
increased and prospective returns have fallen or
are negative. The saying “bonds offer risk with
no return” has never been more true than today.
Part of our focus on shifting a portion of the fixedincome allocation toward companies that generate
sustainable, growing dividend yields, as well as our
recently introduced yield-enhanced strategy (“YES”),
is an outgrowth of the deteriorating risk-return
calculus for fixed income.

Outside of the traditional asset classes of stocks
and bonds, alternative assets have also seen prices
and valuations increase. In spite of the decimation
caused by the COVID-19 pandemic, real estate, and
in particular the multifamily, single-family home,
and industrial sub-sectors, has seen broad investor
support, and in some cases, rising valuations since
the start of the pandemic. Newer asset classes such as
cryptocurrencies, including “joke” cryptocurrencies
such as “Dogecoin”2, have been riding investor
enthusiasm to higher and higher levels. NFTs (“nonfungible tokens”) leverage blockchain, and allow
investors, speculators and collectors to trade and
own unique “assets” such as digital art, videos, and
even tweets!

Exceptionally low interest rates have driven investors,
traders, and speculators into other assets classes to
generate attractive returns. Equity markets are not
expensive on a relative basis compared to interest
rates, but absent the “relative” argument, equity
valuations today are in the top-decile for various
valuation metrics compared to historical valuations.
However, looking at the equity markets from a toplevel standpoint overlooks the differences between
valuations across industry sectors and companies.
Certain sectors such as financials and health care
are being valued at low levels relative to history.
Conversely, pockets of the equity markets, such as
SPACs, most anything with “autonomous vehicle”
or “cryptocurrency” in the description, and “meme”
stocks have witnessed overvalued and bubble-like
conditions over the past year. Could the initial public
offerings of companies such as “Robinhood Markets”
and “Coinbase” be the proverbial “ringing of the bell”
for this historical period in the equity markets?

Returning to the auction of “lo sono”, while a
market makes a price, it does not necessarily make
a value. As stewards of your capital, we focus
more on the “value” than the “price” of an asset.
Every investment is predicated on an “asset” that is
evaluated to determine a range of values; whether
it be cash flows generated from a product being sold
or a service being offered, a piece of land that has
inherent value, or an ounce of gold that has a finite
supply and costs to mine. First, we define a range
of values for an asset based upon various scenarios,
and then we determine what “price” are we willing
to pay under these scenarios. As in any market
environment, and especially in today’s investment
climate, we are searching for investments that have
asymmetric risk-returns ratios (more return per unit
of risk). As for “bubbles”, they feel great going up,
but they can lead to serious discomfort going down.
Risks abound, and returns are hard to be found.
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https://www.wsj.com/articles/what-is-dogecoin-how-to-say-it-and-why-its-no-longer-a-joke-thanks-elon-11612820776
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THE HOUSING MARKET IN GRAPHS…
WILL THE U.S. HOUSING MARKET CONTINUE ITS STRENGTH?
CHRISTOPHER CONWAY, Portfolio Manager
cconway@fpcm.net
At the onset of the Covid-19 pandemic in March of 2020, few would have predicted a vibrant housing
market. There was rising unemployment, significant economic uncertainty, and widespread fears
about entering the homes of strangers…all of which led to a limited number of housing transactions
and many pessimistic predictions for the industry going forward. Incredibly, the housing market
instead boomed over the ensuing 18 months with home prices reaching historical highs, inventory
levels reaching historical lows, and the importance of the home increasing due to work-from-from
home initiatives and more limited travel. Will the U.S. Housing Market continue its strength? In the
tables and graphs below, we highlight the Positives and Concerns taking place in the industry today.

THE POSITIVES
There is still a large shortage of homes in the U.S…

…due to significant underbuilding for many years…

3

…which has led to historically low levels of inventory, & vacancy rates that are below average…

Furthermore, Mortgage Rates remain very accommodating…

…and low mortgage rates have made housing more affordable.

4

All of this has supported large
increases in home prices.

Going forward, the
industry will be helped by
increasing homeownership
rates for millennials…

…as well as demand in the
South and West, where
there is population and
employment growth.

5

THE CONCERNS
But there are major areas of Concern…the large increase in the price of homes…

…has narrowed the gap between the cost of owning vs. the cost renting.

Furthermore, the Share of listings on Zillow with price cuts is starting to increase...

6

…and the price of the average home relative to income levels is now increasing.

Affordability will be further pressured if mortgage rates were to rise.

Finally, the costs for land and building homes are increasing, which will pressure the
profitability of homebuilders.

7

FPCM’s TAKE: While we believe the long-term prospects for the U.S. Housing market are
positive, as highlighted above, we believe it makes more sense to be opportunistic in the shortto-medium term once home pricing growth slows and operating margins for the homebuilders
better reflect the higher operating costs. On the multifamily side, we believe there are relatively
attractive opportunities in the southern U.S., which is experiencing strong fundamentals due to
healthy employment and population growth, but valuation needs to be monitored.
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TAX CHANGE PROPOSALS FROM THE BIDEN ADMINISTRATION
VINCENT J. MARSDEN, Partner, VP Financial Planning
vmarsden@fpcm.net
The House Ways and Means Committee has outlined its proposed far-reaching tax law changes designed to
help fund the $3.5 trillion reconciliation bill. At this time the proposals are still being negotiated in Congress,
and although we do not know what changes may be made before a final bill is voted on, we think it is
worthwhile to outline some of the major elements of the proposal.

Income and Capital Gains Rates for High Income Individuals
Effective for tax years beginning after 12/31/2021,
for joint filers with taxable income over $450,000,
single filers with taxable income over $400,000, and
trust and estates with income in excess of $12,500 the
top marginal rate of income tax would be increased
to 39.6%.
Effective for gains realized after 09/13/2021 (this date
may change to the date of enactment) the top capital
gains rate would increase to 25% from the current top
rate of 20%. In 2021 the top rate of capital gains tax
applies to joint filers with taxable income in excess of
$501,601 and single filers with taxable income over
$445,851.
For tax years beginning after 12/31/2021, a new 3%
tax would be imposed on modified adjusted gross income in excess of $5,000,000.

TAKEAWAY Where possible, high-income individuals should consider accelerating ordinary income into
2021, and possibly realized capital gains.
Changes in Estate Tax Laws
Under the new proposal the Unified Credit would revert back to its 2010 level, which indexed for inflation
would indicate an approximate credit of $6,000,000 per individual versus the 2021 level $11,700,000 per
individual.

TAKEAWAY Couples with a current estate in excess of $20,000,000, and single individuals with a current
estate in excess of $10,000,000 could consider taking action by 12/31/21 to take advantage of the current
Unified Credit amount.
Changes relating to Retirement Plans
Further contributions to a Roth or Traditional IRA would be prohibited in any taxable year where the total
value of the plan exceeded $10,000,000 at the end of the prior year, and the individual has taxable income
greater than $450,000 for joint filers and $400,000 for single filers.
Required Minimum Distribution rules would change for plans with balances in excess of $10,000,000
and taxable income levels as noted in the above paragraph, whereby an RMD of 50% of the excess over
$10,000,000 must be made.
For tax years beginning after 12/31/2021, Roth conversions would be eliminated for individuals with taxable
income over $450,000 for joint filers and $400,000 for single filers.

TAKEAWAY Consideration should be given to a full or partial Roth conversion before 12/31/2021.
As always please reach out to us to discuss your specific circumstances. We would be happy
to work with you and your other professional advisers to determine whether you should take
any action before 12/31/2021.
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OUR INVESTMENT OUTLOOK
AARON COHEN, Ph.D., Partner, President, Portfolio Manager
acohen@fpcm.net
After an initial burst of economic growth in early 2021, the global economy recovery hit a bump due to the
Delta variant. We believe this slowdown to be temporary. Overall, we still expect the relative benign investment
environment to continue over the next couple of years, probably interrupted by sharp but brief corrections.
However, we are increasingly concerned about the investment outlook over the long-term.

INVESTMENT “BALANCE SHEET”
POSITIVES...
+ Rapid and massive Monetary and Fiscal

responses continue to support financial
markets, credit and the unemployed.

AND, THE NOT SO POSITIVE…

-

Valuation is becoming a bigger concern as equity
prices have increased disproportionally to future
earnings estimates. High valuations are likely to
translate into mediocre rates of return over the
next 5-10 years.

-

There are increasing signs of pockets of
“speculation” (crypto currencies, “meme” stocks,
margin trading, NFT art, and others).

-

Political uncertainty: increasing risk of higher
corporate and personal taxes, and increasing
regulations, including, a more aggressive antitrust policy.

-

Covid related risks will likely remain with us for
the foreseeable future.

-

Inflation rates have surprised in the shortterm. We partially agree that it is due to shortterm supply-demand imbalances, but we also
believe that there is a structural component to
the increase fueled by loose monetary and fiscal
policies around the world. Higher inflation rates
would place Central Banks in difficult policy
positions.

-

A secular decline in globalization could pose a
significant headwind to economic growth.

-

The COVID-19 crisis is likely to have serious
and difficult to predict, long-term consequences.
Among others:
(1) extremely high debt levels that could
undermine currency stability and growth;
(2) potential increases in inflation expectations as
a result of massive monetary stimulus;
(3) higher taxes;
(4) serious political and socio-economic
ramifications;
(5) backlash against globalization;
(6) changes in consumer behavior; and
(7) increasing government intervention in the
economy.

-

Don’t forget geo-political risks.

+ The global economies should continue to reopen as the pace of vaccinations accelerates,
which should support economic growth over
the next several months. Significant pent-up
demand will be an important tail-wind for
the economy over the next 6-12 months.

+ There is plenty of liquidity in the system, and

short-term rates are expected to remain at
extremely low levels for the next couple of
years.

+ Credit conditions have improved substantially
over the past year and remain supportive.

+ Risk-assets are expensive, but certain sectors
and stocks are attractive relative to bonds.
We expect investment flows to favor equities
over the next couple of years, reversing a
long term trend.
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WHAT ARE WE WATCHING?
This economic crisis and the subsequent equity rally should serve as reminders to investors of the unpredictability
of tail risks, of the importance of an investment plan that contemplates facing such risks, and of the need to maintain
a long-term investment horizon.

1-Poor; 5- Excellent; Trend: ⇑ improving,  deteriorating,  ⇓stable⇔
KEY

The Economy

Sept
2021

4+⇓

April
2021

COMMENTS

3-⇓

The global economy is expected to grow at a faster than normal pace as the reopening
continues due to pent-up demand and increasing liquidity. However, we continue to be
skeptical about the growth potential after we return to some level of “normality”, due to
the unforeseen consequences of massive stimulus and changing behavioral patterns.
Beware of the growth path of the Chinese economy.

Consumer
Spending

4+⇓

3- 

Consumption experienced significant shifts as a result of the pandemic. Some of these
shifts might be permanent (e.g. more remote work, more meals at home, increased
purchases online, etc.), but many will prove to be temporary. U.S. consumers have
saved significantly over the past year, on top of increased savings and deleveraging that
took place over the past decade. This places consumers in a good position to ramp-up
spending once lockdowns and social-distancing restrictions diminish. For a period of
time, we expect a significant increase in spending related to offline shopping, traveling,
and entertainment.

Employment

3+⇓

2+

The employment picture should continue to improve as social-distancing restrictions
lessen, and eventually, as government support subsides.

5 -

Massive monetary stimulus, both in the U.S. and the rest of the world, is fueling
economic growth. We expect long-term interest rates to increase over time, but still
remain relatively low in the medium-term, anchored by the unprecedented “near-zero”
interest-rate policies of Central Banks.

Monetary Policy
& Interest Rates

5 -

Fiscal Policy

5 -

5 -

With already extremely loose monetary policy, the pressure is on governments to
maintain or expand fiscal stimulus. As with monetary stimulus, the long-term negative
consequences of this unprecedented support are unknown. Watch out for potential
increases in Federal and State taxes.

Leverage &
Credit

4-

3-⇓

Credit conditions and credit markets have been strong over the past several months
helped by government financial support, forbearance allowances, and excess liquidity.

3+

Inflation rates have surprised in the short-term. We agree that partially it is due to
short-term supply-demand imbalances, but we also believe that there is a structural
component to the increase fueled by loose monetary and fiscal policies around the world.
Higher inflation rates would place Central Banks in difficult policy positions.

4-

The recovery in real estate continues to be uneven. Residential, both multifamily and
single family homes, has been stronger in suburban and smaller cities than large urban
areas. The office market has improved, but it is still struggling with rent payments, and
the long-term outlook for occupancy is still unknown. Healthcare related real estate,
such as medical office buildings, has improved, and industrial continues to be very
strong. Retail continues to be hampered by online commerce and reduced traffic.

4-

Corporate activity has been ramping up. Even buybacks are coming back. M&A activity
should continue to increase as we return to “normality”. However, capital expenditures
continue to be weak, and we should expect some deleveraging after the economy
stabilizes.

Inflation

Real Estate

Corporate
Activity

2+

4+⇓

4-⇓

Valuation

1+

1+⇓

Valuation is becoming a bigger concern as equity prices have increased disproportionally
to future earnings estimates. High valuations are likely to translate into mediocre rates
of return over the next 5-10 years.. However, equity valuations vary widely, with some
countries, sectors and stocks still attractive relative to interest rates.

Cycle
(10-2+credit)

3+⇑

4-

The yield curve has re-steepened over the past several weeks as inflationary concerns
have reappeared, and consistent with expectations for faster economic growth. We
believe there is a low probability of entering another recession over the next 2 years.

Market
Technicals

2+

3-

Market Technicals are mixed to negative. Long-term trend is very strong but peaking
breadth and abundant signs of speculation.
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OUR STRATEGIC SUMMARY
Despite expecting higher volatility and a potential sharp, but short, correction as the global economy resumes re-opening,
we continue to have a constructive outlook in the short-term thanks to low interest rates, massive fiscal stimulus, and
improving earnings. However, we also believe that long-term risks have increased and investors should not be swayed
by a wave of excess optimism and speculation. We still advise caution and patience given the current economic and
political uncertainties. Over the long-run, we continue to favor equities over fixed income.

1-Poor; 5- Excellent; Trend: ⇑ improving,  deteriorating,  ⇓stable⇔
Outlook
ASSET CLASS

Sept
2021

April
2020

COMMENTS

We continue to have a constructive outlook in the short-term thanks to continued low
interest rates, massive fiscal stimulus, and improving earnings. However, we expect
higher volatility in the future, and more frequent corrections. We also believe that
long-term risks have increased and investors should not be swayed by a wave of excess
optimism and speculation. We recommend:

Equities-U.S.

EquitiesGlobal

1+⇑

2+⇔

2+⇑

3-

Short-term: Be selective. Use cash carefully, contingent on the situation. We
recommend continuing shifting into more defensive stocks, with a special focus
on dividend paying companies with potential for dividend growth (See our YES
portfolio).
 Longer term: High current valuations point to mediocre equity returns in the longterm. We are currently assuming long-term equity returns of 4-7%.


Japanese and European stocks have outperformed the U.S. market over the past several
weeks, partially due to their lower exposure to tech, and acceleration in re-opening
versus the beginning of the year. Emerging markets continue to be negatively impacted
by high Covid cases and lower vaccinations rates, and a pullback in Chinese equities.
We believe there is little value in the bond market at this time. We favor equities.
Strategy:

U.S. Bond
Market

Real Estate

U.S. $

Gold

Commodities

1+

4-

3-

2+

4 

1+



The 20-30 year sector offers more value than the short-term. Add to positions in
preferreds, and consider eventually taking a trading position in 30-year Treasuries.



Use TIPS only in special cases. Implicit inflation rate seems too low.



Favor investment-grade corporate bonds with 3-10 year maturities. Consider bond
funds and ETFs. However, in spite of low credit spreads, selective high yield could
be interesting given the improving credit and economic conditions.



Selectively buy tax-exempt bonds for individuals in high-tax brackets.

3+

On the commercial side, we are experiencing a recovery in office, retail, senior housing,
hotels, and student housing. The housing market continues to show strength, albeit at
a moderating pace. Higher inflationary expectations and economic growth should give
support to the sector in the near-term.

3-

In spite of the consensus view that the U.S. Dollar’s value would fall, the U.S. Dollar
has rallied recently helped by the steepening yield curve and the Federal Reserve
potentially tapering monetary policy quicker than expected. However, we continue to
think that there is downside risk for the U.S. Dollar over the medium-term. A weaker
Dollar should benefit emerging markets & commodities. Remember that currencies are
a “relative game” so watch out for developments in other currencies.

3+

Gold has weakened over the course of the year, and continues to be in a downtrend,
most recently due to the strength of the U.S. Dollar, the steepening yield curve, and
competition from cryptocurrencies. However, we continue to be optimistic on gold as a
hedge against higher inflation.

4-

Commodities have been strong since mid-2020, helped by the recovery in oil prices,
re-stocking and the economic recovery. Even though fundamentals remain supportive,
we believe the sector is overbought in the short-term, and susceptible to the weakening
of the Chinse economy.
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KEY INVESTMENT TAKEAWAYS



The current high valuation of equity markets,
record low interest rates, and long-term economic
risks point to mediocre rates of return over the
next decade. Implementing a proper financial
plan with realistic expectations and a particular
emphasis on liquidity needs, will be critical to
long-term financial success.



We remain constructive on equities over the
short-run, especially relative to bonds. Longerterm, we like low-volatility yielding stocks, as in
our new YES strategy.



We remain optimistic about a continuation of
the rebound in global economic activity helped
by the broadening of vaccinations rates. In the
short-term, this will disproportionally benefit
the sectors and styles that have taken the brunt
of the economic downturn - small-caps, value
stocks, energy, financials, travel-related and
industrials sectors. However, stock prices might
already reflect a good part of this improvement,
so we should tread with considerable care.







International markets, especially emerging
markets, could offer attractive investment
opportunities in the medium-term.
We expect the yield curve to remain steep, barring
the possibility of the Federal Reserve targeting
the shape of curve itself. Do not underestimate
the risk of higher inflation. Unfortunately, the
bond markets offer little protection against
inflation at the current time.
Credit risks have lessened in the short-term;
however, credit spreads remain tight, and we
don’t believe the sector offers an attractive
investment opportunity from a risk-return point
of view.



Political and geo-political risks continue to be high
and could have a meaningful impact on markets.
Timing is impossible to predict, so stay the course
and hedge if necessary - mostly with cash.



For the most part, we recommend disregarding
short-term movements in the equity markets.
Today’s short-term fluctuations are driven in good
part by flows in and out of passive investments,
quant strategies fueled by momentum-investing,
and the new culture that focuses on headlines
instead of fundamental news and analysis.
This short-term volatility (i.e. “noise”), although
it could generate anxiety, also creates long-term
investment opportunities.



Even though we are optimistic about equities
in the short-term, we continue to have serious
concerns about “pockets” of speculation, and about
the economy and markets over the longer-term.
Political “populism”, low productivity, extreme
expansionary global monetary policies, and fiscal
irresponsibility are dangerous headwinds for
global economies and equity markets.



“Bear Markets” are to be expected. The Covid
bear market should remind us all of the
unpredictability of tail risks, the need to have
a long-term investment horizon, and the
importance of having a solid financial plan that
contemplates facing these types of risks.



We continue to be opportunistic and patient and,
as always, are keeping an eye on your long-term
objectives.
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We hope you have enjoyed this issue of our publication. Please contact us with your questions
and with your thoughts, ideas and requests for future topics at contact@fpcm.net. We look
forward to hearing from you!
Thank you for your continued confidence and support.

Your

FP/CM Team

Financial Partners Capital Management
150 East 52nd Street, New York, NY 10022
t 646-277-7310 | f 646-277-7315 | fpcm .net | LinkedIn

Disclaimers:
This newsletter might contain forward-looking statements, which involve risks and uncertainties. Actual results may differ significantly from the results described
in the forward-looking statements. The information contained herein is for illustrative purposes only and should not be considered an offer to sell or a solicitation
of any offer to buy interests in any particular investment. The inclusion of real estate properties discussed herein should not be perceived as investment
recommendations and may no longer be held. Opinions and estimates expressed herein reflect the current judgment of Financial Partners Capital Management
(FPCM), and are based on information obtained from sources, which are believed to be reliable, but FPCM does not offer any guarantees as to its accuracy or
completeness. Nor are they intended as a forecast or guarantee of future results. The information is not necessarily updated on a regular basis: when it is, the
date of the change(s) will be noted. In addition, opinions and estimates are subject to change without notice. FPCM, its officers, directors, employees, customers,
or affiliates may have a position, long or short, in the securities mentioned herein and/or related securities, and from time to time may increase or decrease such
position or take contra position. FPCM may have other relationships with any company mentioned in this commentary. Past performance is not a guarantee
of future results. No future or current client should assume that the future performance of any specific investment, strategy or product referred to directly or
indirectly will be profitable or equal to any corresponding indicated performance levels. Reproduction without written permission is prohibited.
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