
 

Chris Hyzy: Thanks, everyone, for joining this week's Street Talk call. On the back of 

our viewpoint, which was released yesterday titled A Mini Melt-up, we'll 

get into the short-term market trends in just a minute. We're going to talk 

more about the long-term, which usually is not as interesting as the short-

term because the short-term, this is what we're living. In the long-term, 

there's always a notion that tends to turn a little bit more negative than 

positive, at least as it relates to the mood of the market. So, we want to 

talk about the long-term first, that's the first section of today's call. The 

second section, we'll talk about short-term market action and some of the 

interesting developments we're seeing, as well as we'll work ourselves 

through between March and the rest of the year. And then, the third part is 

going to be all about more or less the opportunity set out there for those 

that have excess cash. 

 

 First and foremost, let's talk about the long-term. One interesting aspect, if 

you think about any length of time, the further out you go, the more the 

funnel opens towards negativity for the most part. When you think about it 

in today's terms, there are a mountain of concerns that we all discuss. First 

and foremost, it's the geopolitical risk curve. It always seems the most 

difficult when you're living through it. But then when you project forward, 

you can obviously project forward the unknowns that become known, 

things like China and Taiwan, perhaps an escalating Middle East conflict 

that goes from where it is today to other avenues, maybe a third or fourth 

year between Ukraine and Russia in terms of that war. We often hear new 

talks about United States thinking, or at least particular candidates 

thinking about maybe NATO is not going to include the U.S. in the future. 

But nonetheless, political chaos, geopolitical risk escalating is what has 

been discussed a lot recently about projecting forward. We talk about the 

national debt, the growing national debt, a very real problem. But when 



you project out three, four, five years at the current rate, it becomes an 

even more untenable situation, and that's often masking over some of the 

positive things going on today. The interest costs being above the level of 

defense spending by the end of this year. But if you continue to project 

that out with the rising national debt, it becomes even worse. 

 

 Most people talk about projecting forward 10 years given the current 

valuation today. For those who have joined this call before, many people 

have heard me say in the past that valuation has generally not been a good 

predictor of forward-looking short-term returns, but in many respects, it 

has been over the long term. But the valuation premium of today could be 

a valuation discount literally within 12 months, as long as - if there's 

something that hits the markets, we don't know. 

 

 So, we don't generally use the current valuation projecting forward to 

suggest that that is something that is already written into the cards. I'll give 

you a for example here. The current S&P 500, depending on if you're 

projecting a certain estimate on a go-forward 12 month basis could be 

somewhere between 19 and 21 times, let's say it's 20. There's a lot of 

analysts out there that will back out the top market caps, the high premium 

stocks and say, well, it's really only 16 times or something around that 

number. What we simply say is a normalized earnings multiple. Why do 

we use a normalized earnings multiple? Because using today's valuation to 

project forward 10 years is assuming that that valuation continues to stay 

at that level or go higher, commensurate with the level of earnings growth. 

What we would simply say is let's use the earnings growth on a projected 

forward basis as our avenue to suggest whether or not equities have a 

particular return or not.  But we also don't know what the index makeup is 

going to be. So, we try to use something called GDP economic profits to 

give us a feel for where we're going. The United States has a much better 



outlook than anywhere else in the world as it relates to economic profits 

and how that filters into margins, operating profit, and corporate earnings 

growth.  

 

 If we project forward what we know today, most of it is negative. Our 

point here is most of what we don't know in the future tends to be positive. 

If you think back in time, every 10 years or so, there's a significant new 

innovation that changes the calculus of growth going forward. You go 

back five, six, seven, eight decades, that has been the case. This time 

around, what we're witnessing in front of our eyes is generative artificial 

intelligence, the production of large language models, the commercial 

application of those. The knee-jerk reaction is to automatically assume 

that GAI is going to be revenue enhancing. What we say is let's take a step 

back and first start with cost containment, cost reduction, waste, scenario 

analysis. In other words, operating leverage enhancing versus revenue 

production enhancing. And if we just start there, the commercial 

application of GAI is only just beginning. Again, the knee-jerk reaction is 

to look for those areas that are significantly revenue enhancing, and there's 

a very small sliver of the market that's doing that already today, mostly in 

the semiconductor field. 

 

 But everywhere else, it's about creating productivity. Productivity is 

economic enhancing. Economic enhancing elements become profit 

enhancing elements due to operating leverage, particularly as it relates to 

cost containment, and then production per hours of cost or work. So, the 

point here is that what we don't know could mostly be positive in the years 

ahead versus what we know today, which is mostly projecting negatives.  

 

 Innovation, advancement of commercial enterprise, productivity, those 

three elements are what drive an economy. Obviously, add to that 



population growth, which in the United States is the only developed nation 

in the G7, from our calculations, that has positive population growth. You 

mix all of that together with what we believe is a positive understanding of 

the next 10 years. Yes, with all the knowns of the negative out there, 

makes the United States innovation machine, in our opinion, still an 

attractor of funds, which gives us a lot of promise for the years ahead. 

 

 As it relates to overall reduction of waste, we talked about this before, but 

projecting growth estimates forward is only about what we know today. 

What we're trying to suggest is that the single biggest area out there in 

corporate America that has costs to it is healthcare. And if generative AI 

and other productivity-enhancing medical technology breakthroughs 

become cost containment, not just revenue enhancing, now you have a 

situation where significant operating leverage in one of the largest sectors 

and one of the largest areas that employ people, and one of the largest 

areas that receive money from corporations, government, as well as 

consumers is the healthcare sector. And what if the cost curve in the 

healthcare sector starts to go down per dollar of investment? Now, it may 

not go down in absolute terms, but per dollar of investment, if it goes 

down and you're starting to break away at the waste, you're looking at 

significantly massive operating leverage.  

 

 And that gives us, again, another group within the economy that has yet to 

go through that wave yet. And that also could be not just earnings 

enhancing, growth enhancing, but that lends itself to what we call the 

productivity cycle accelerating, and we think we're just in the early days of 

that over the next 10 years. 

 

 So, from a long-term perspective on a go-forward basis, look for cost 

containment, rising operating leverage, and productivity, in addition to 



other areas that we'll touch on in a moment that should drive growth in the 

future. And from our perspective, one of the largest reasons why equities 

for the long run becomes still, both public and private, an area that 

produces the greatest amount of compounded returns over time. 

 

 Let's talk about the short term. Federal Reserve comments out yesterday 

and today. We'll point to one particular comment that's been made directly 

by the chairman of the Federal Reserve, Jerome Powell, who said these 

words today, "Rate reductions can and will begin this year." While noting 

also that the officials at the Federal Reserve are still well aware of the 

risks of cutting too late, overall. Some might take those words and 

immediately suggest that that's dovish, which on its face, it appears that 

way. But what's most important is the known factor. If markets know that 

the next move, despite talk of potential hikes by some in the marketplace, 

is likely to be down. It's not the timing that matters per se, it's the direction. 

And markets are applauding that.  But they're also applauding the fact that 

if the Federal Reserve is comfortable cutting rates, that means the fact that 

they're data driven, that means they must be seeing data through the weeds 

that continues to suggest that inflation is in a downtrend and will likely get 

to their targeted rate by the end of the year of 2%. We are also in that 

camp. Therefore, we continue to be positive and continue to be bullish 

overall. But when the Federal Reserve says those words, it takes a good 

portion of the negative case out of the equation, at least for now, which is 

maybe they might hike again because of the last inflation reading, 

suggesting that it may be a little bit of a detour. 

 

 The other thing we heard was the European Central Bank suggesting 

similar type of thoughts. And we also heard the Bank of Japan go the other 

way, potentially, which is potentially a hike for the first time in a long, 



long, long time while their own equity market hit an all time high this 

week above 40,000. 

 

 So, there's a lot of developments in what we call the flow of capital and 

liquidity. And even though we're still doing quantitative tightening, in 

other words, the balance sheet at the Federal Reserve is coming down per 

month, every month, at the same time, there's liquidity facilities available 

for the banking system and for investors. While that's happening, the 

Federal Reserve is talking about cutting rates, the fact that it can and will 

happen this year, those are powerful words. 

 

 So overall, on a short term basis, we suggest on weakness, buying the dips 

when the Federal Reserve is providing the liquidity and the growth curve 

of the economy is still relatively attractive. Even if it comes down, the 

next move by the Fed could be a cut, and that's not going to filter directly 

in to the economic equation right away, but at least investors understand 

what's coming around the corner. That's very important.  

 

 The next point I'd like to make here is the fact that earnings revisions are 

actually bumping back up again. We are not necessarily going to continue 

to suggest that we're in Goldilocks, although in many respects, when you 

hear strategists and economists talk about the current environment, it 

would suggest that that's the case. But we look at just simply what we 

know, what's coming through, and what we can project. Liquidity is there, 

the Federal Reserve understands where inflation is going, and on a short 

term basis, at least for now, we see that earnings revisions are stopped 

going down, they're coming back up again, and it's not just in one sector. 

We also know that the narrow leadership in the market is beginning to 

filter into other areas. Doesn't happen on a dime, there's not a bell that gets 

rung, suggesting you go from one area to the next. But it's filtering in, and 



it's starting to phase into areas like small caps and mid caps, even in the 

face of concerns in the small and mid cap banking sector that you saw 

with one particular bank over the last couple of weeks. With some of that 

going away, indigenous to that particular bank, there's this relief out there 

that liquidity is available for solid assets. And that's important. If you have 

concern about balance sheets in the small and mid sized banking sector, 

but the asset size, the asset base is attractive to certain non banking sector 

investors, that becomes a little bit of a relief valve. We're starting to see 

that as well. And that's one of the reasons why the small cap space is 

starting to receive money again. 

 

 We have a long way to go. This is still very early days of what we believe 

is leadership shifting from just one area of the market for many, many 

years, and specifically in the last 18 months, to other parts. And it's not 

just in small and mid caps. Outside of technology and communication 

services, you're starting to see money flow go into financials, money flow 

go into industrials, money flow go into consumer discretionary again, in 

certain pockets, money flow going back into healthcare. All of this is 

surrounded by big and key themes, not just because those areas have better 

valuations. You need growth, and you need decent valuations to attract 

long term money. Short term money is looking for a quick move. This is 

not what we see happening right now. This is longer term transitioning 

between only one particular part of the marketplace that received a good 

portion of the money, driving up narrow leadership, driving up market 

caps, driving up the S&P 500, and now you're starting to see it phase into 

other areas. 

 

 This is characteristic of a factor driven market. Asset managers, long term 

investors are looking for pockets of ** opportunity in the market that have 

been unloved for a very long period of time. Most people will suggest that 



that is in the value arena. Most people will suggest that this is in the 

cyclical versus growth arena. And we don't look at it that way, although 

we would agree. We look at it as characteristics, solid companies, solid 

fundamentals, driving operating leverage, receiving more growth than not 

at an attractive price, been unloved for a while, but now have new 

catalysts to them. That's what ultimately creates a broader leadership 

market and ultimately creates a less volatile backdrop overall. It doesn't 

last forever, but from our perspective, that is the hallmark of a bull market. 

And that's what we're just starting to see. It doesn't come without risk. 

There's still a lot of risk out there. And we will likely be surprised every 

few months by something that we didn't see. And that will ultimately 

create weakness in the market. But if the story doesn't change around the 

Federal Reserve, the story doesn't change overall around what corporate 

America's flexibility is, the innovation machine of the United States, and 

the fact that we still have innovation filtering into a commercial enterprise, 

driving operating leverage and productivity, then the bull market is alive 

in our opinion. And that's what creates long-term bull markets versus 

short-term.  

 

 Let's switch over to big themes and characteristics that are right in front of 

us and very visible. Number one, it's Yen strength relative to the dollar, 

for the most part, and relative to the Euro. Why don't we start there? 

Because this is a polarizing theme. This is now starting to change the way 

capital moves around the world. You've all heard, and maybe you haven't, 

but something called the Yen carry trade. That simply just is a way for 

people to use low rates and then take those low rates, borrow money in 

low rates, and invest it around the world in higher yielding things. As that 

backdrop begins to change, there's a release valve of money.  

 



 Yen strength is lending itself to more money, believe it or not, coming 

back into Japan, even though a weaker Yen helps out their export cycle. 

But what it is doing is foreign direct investments coming back into Japan. 

They are the leaders of robotics and automation, particularly in factories, 

and that's what's driving a good portion of profitability for their index. 

And at the same time, global investors see the opportunity set in Japan 

widening. They hit an all-time high for the first time in 34 years. And 

overall, this backdrop came last year in the face of extremely weak Yen, 

and now it's coming in the face of a slow movement towards a stronger 

Yen. That's the sign of a solid investment opportunity, in our opinion. For 

those who use overlay strategies on top of a core allocation, we believe 

that Japan as a country represents one of the best investment opportunities 

on a country basis.  

 

 We're also witnessing gold strength. Many people believe it's because of 

the geopolitical curve, the inflation curve. Those correlations have broken 

down over the past many years, and it's not necessarily a high correlation 

overall. Also, when you get rising rates, the opportunity cost of owning 

gold goes up, so that's not the case. What is the case? Well, central banks 

are buying more gold. Also, the demand for gold from China and India is 

going up. The two largest buyers of gold of any consumers and countries, 

frankly, out there. So, gold strength is more about the opportunity set, not 

necessarily about protection status. And at the same time, a weaker dollar 

does support that as well.  

 

 We're also seeing very, very, very attractive real rates. Our fixed income 

team has long talked about this. Many people don't look at it that way, but 

when you're a fixed income investor, it's very important to look at real 

rates, and they are attractive. And yes, it may be boring, but at the end of 



the day, an intermediate term bond ladder, taking advantage of these 

attractive real treasury rates is important for the fixed income investor.  

 

 Small caps, we already mentioned. We upgraded that earlier in February, 

and that is now starting to pull through. You're starting to see more money 

flow into there, and it's not just a head fake like we saw a few times last 

year. We expect that to continue, albeit be choppy. Emerging markets. 

There's a lot of discussion of emerging markets overall and then emerging 

markets ex-China. We'll likely be talking about this for a long time.  

 

 For those looking at individual countries, India has finally broke free from 

what used to be a very difficult infrastructure related opportunity cost in 

India. In other words, great dynamics, good demographics, money flow 

coming in, but the infrastructure wouldn't allow the growth curve to come 

through, and policies wouldn't allow that to remain over an extended 

period of time. Now those policies are pulling through, much more 

redeveloped infrastructure, a better growth curve, and the demographics 

and economic factors in India continue to produce better growth year in 

and year out. That's another attractive area.  

 

 When we look at the largest themes for a portfolio, in addition to a 

diversified asset allocation, context, and construct, we continue to believe 

that 60/40 was never dead. It took a break. It's back. Understanding how to 

build portfolios of the future on a core basis with a rebalancing strategy 

and using tactical adjustments to increase exposure to key themes, etc., 

plus being very tax efficient is how building wealth over time, in our 

opinion, occurs. And using large themes over the course of multi-years.  

 

 First and foremost, productivity enhancing initiatives. We talked about 

that already. First, there is generative AI. Two, infrastructure 



redevelopment. It's happening. You could see it in the industrial sector of 

the US already. Not so much else around the world. We do believe that 

that will likely change. That includes transitions over time, new energy 

sources, new power sources, new grid, new broadband, the next generation 

of the cloud. All of these things are modern-based infrastructure 

redevelopment that's going to need metals, industrial metals, and it's going 

to need new chips. And overall, those are growth enhancing. Three, 

security. Security of the borders, security of our people, security of data, 

and security of natural resources. All major themes over the next many 

years. Four, we talked about this before, but healthcare cost reduction, 

medical technology. Those four themes alone, in our opinion, are year 

after year after year for the next decade, driving growth in our economy, 

driving growth in the world, and creating what we don't know yet, which 

is more positives than what we realize.  

 

 That'll do it for our upfront comments for today. So thanks for listening. 
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