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August 2, 2022 

Greetings!  It’s hard to believe that is August already and summer is almost done.  Seems like it is just 

about to start.  I hope you are enjoying your summer.  Let me know if you would like to discuss anything 

in this letter.  I always appreciate hearing what other people think. 

 

Personal Update 

Jake: 

Nour and I continued our yard project, which is now drawing close to being done.  We look 

forward to using our outdoor space as a gathering place to bring people together.  Our first event was a 

big one, with forty people present to celebrate Nour’s attaining US citizenship.  I am very proud of her for 

her diligent effort to get that.  She knows things about the United States that many natives do not. 

We also got to take two trips in the quarter after not going anywhere for a while.  In April we 

drove to Colorado for a Child Evangelism Fellowship Good News Gathering where we listened to 

updates on what CEF is doing in the US and around the world to bless children.  It was very encouraging.  

We also got to meet many CEF staff people.  We drove back, visiting Mesa Verde National Park, Four 

Corners and returning to see the Grand Canyon, this time with temperatures conducive to walking around.   

 Larson: 

This quarter has been busy for the Patty household. We sold our house in Texas and are in the 

process of building a residence in Sheridan, Wyoming. The goal is to move in before it snows. Hannah 

got a job with Sheridan School District 2 teaching 3rd through 5th grade Special Ed. Please come visit! 

 

Business Update 

 Our firm is now registered in Georgia and Texas, allowing us to take new clients in almost any 

state in the country.  We also got to test our risk management system with the continued market volatility.  

We are pleased with how it is working so far. 

 We conducted research into how to help companies with retirement plans and now have the 

relationships in place to be able to run employer-sponsored plans for businesses.  These can be a great 

tool for rewarding and retaining employees and for business owners to save money tax-deferred.  If you 

have a small business and are looking to set up a retirement plan or would like a complementary review 

of your plan, please let us know. 

  

 



Educational Spotlight: Estimating Future Returns 

 One of the most important variables in establishing a financial plan is future returns.  A few 

percentage points difference in portfolio return can make or break a plan.  Historically, both stock and 

bond market returns vary significantly from year to year and even longer periods of time can have quite a 

bit of difference in returns.  This creates a problem, as we need to plan today, but will not know what 

actual returns are until it is too late.  As the Jedi Master Yoda said, “Hard to see the future is.”  Yogi 

Berra concurs: “It’s tough to make predictions – especially about the future.”  Some hard decisions we 

can simply avoid, sticking them in the proverbial “too hard pile.”  Unfortunately, with portfolio returns 

we have to take a guess to figure out where our plan will take us.  Fortunately, we can make an educated 

guess using reasonable assumption and math. 

 A Natixis study in 2021 found that US investors expected long-term stock market returns of 

17.5%.1  One famous radio show host likes to tout 12% returns from a “good growth stock mutual fund,” 

as if this was a guarantee for all time.  This is nonsense.  Other people assume that we can simply 

extrapolate recent returns out ad infinitum.  This is a flawed approach because it ignores the change in 

valuation that is implicit in the historical return. 

 Return on investment can be broken down into three components.  First, there is the current yield 

on the investment.  For example, an investor may choose among an equity investment with a 3% dividend 

yield, a bond fund that pays a 3% interest rate or a rental house that yields 3%, net of expenses.  In each 

case, the current yield component of the investment is 3%.  Growth comes from an expansion in the 

earnings power of the underlying investment.  Stocks represent ownership interest in companies.  If the 

companies are reinvesting in their businesses, they should be able to grow earnings per share, in addition 

to passing along inflation.  Real estate rents generally rise at roughly the rate of inflation, while rent 

increases could be higher or lower than inflation depending on the trends in the area.  Bonds do not have a 

growth component.  The third component of return is change in valuation.  This can also be thought of as 

a change in the rate investors demand.  For instance, if I buy a house to yield me 4%, net, and later find 

another investor willing to accept a 3% yield, I can sell the house for a significant premium to what I paid.  

(To earn a 4% yield, an investor pays 25x the annual net income.  To earn a 3% yield, the investor pays 

33x the annual net income.)  The investor who paid 25x net earnings and sold for 33x net earnings made a 

33% gain on change in valuation, in addition to whatever was earned on the ongoing earning and growth 

in earnings during the holding period.  If net earnings grew by 2% annually, the investor earned 4% 

current yield, 2% growth, plus 33% on change in valuation.  If the holding period was 5 years, the change 

in valuation averaged about 6% per year (allowing for a little compounding.)  This totals 12% annual 

returns, half of which came from the valuation change.  The new investor will only earn a 3% current 

yield, so he shouldn’t expect to earn the same 12%.  Further, to realize a gain on valuation adjustment, the 

next buyer will have to accept an even lower return than 3%.  If the buyers that paid a price to earn a 3% 

yield also enjoys 2% annual net earnings growth, the return before change in valuation will be 5% per 

year.  If he holds the property for ten years and sells it to an investor for a 2% yield, there will be a 50% 

gain on valuation, but if he sells it for a 4% yield like what the first buyer paid, there would be a 33% 

loss, which would wipe out about 6 years of earnings.  The same logic applies to stocks.  Returns have 

been boosted over the last couple of decades by an increase in valuation.  This can’t go on forever, 

because a higher valuation implies a lower forward return.  This is a mathematical axiom, not a theory.   

Read the rest of the article and to get our estimate of future returns for the stock market here. 

 
1 (Goodsell, 2022) 

https://rothmaninvest.com/resources/estimating-future-returns


 

RIM 2Q ’22 Economic and Valuation Outlook 

Market Commentary as of 6/30/22 

As stocks have been falling this year, many people are talking about “buying the dip”.  Over the last 

decade, where almost all asset prices went up at a rapid clip, investors were trained that any decline in 

price is an opportunity to buy.  Rather than focusing on the opportunity set relative to a few months ago, 

we prefer to look at the attractiveness of an opportunity based on its price relative to a long history of 

pricing.  The most commonly used valuation multiple, price/earnings has dropped in half since the end of 

2020, so one might conclude that stocks are trading at a 50% discount.  There is more than meets the eye, 

however.  First, while the multiple is half of what it was, it is only 2% below the fifty-year average2 - 

neither cheap nor expensive.  Second, the earnings denominator is looking backwards, and many 

companies had significant hits to earnings in 2020, due to government-enforced shutdowns.  This made 

the ratio look higher than it otherwise might have in late 2020, exaggerating the “discount”.  Third, 

earnings have likely been boosted over the last year and a half due to pent-up demand and cheap debt.  

Contrary to how it may feel, the S&P 500 returned +5% over the last year and a half.  We prefer other 

ratios, such as the Schiller P/E, which divides price by ten years of inflation-adjusted returns, smoothing 

out the effects of cycles.  It is still at a 42% premium (down from a peak 84% premium) to its fifty-year 

average.  The following chart provides good perspective: 

 

 
2 Data from www.multpl.com, calculations by Rothman Investment Management 

http://www.multpl.com/


The big story is the rise in interest rates.  The ten-year rate was 0.62% two years ago, and now 

stands at 2.99%.  The ten-year treasury bond is generally used as the benchmark for returns.  Those 

making long-term investments need to be compensated for risk with a risk premium on top of the “risk-

free” ten-year treasury.  Assume investors demanded 3%/year of expected return above the treasury rate 

for taking equity risk.  At 0.62%, investors would demand a 3.62% return, equating to paying 27.6x 

earnings.  At a 2.99% treasury rate, investors need 5.99%, equating to 16.7x earnings, a 39% drop in the 

multiple.  Not only do higher rates push asset multiples lower, they also can reduce earnings.  Big-ticket 

items like homes and cars that are often bought with borrowed money become much more expensive to 

buy.  Home equity loans to fund home improvements similarly become less attainable.  The Federal 

Reserve is trying to head off entrenched inflation.  Josh Ungerecht, in his excellent piece, “The Wall or 

the Cliff”, posits that the inflation we are seeing is particularly harmful because wages aren’t keeping up.3  

Mark Higgins notes that the conditions today are similar to those of the 1968-1982 “Great Inflation” when 

the misery index (unemployment plus inflation) was not far off from the Great Depression era.  Higgins 

calls this “an upside-down depression”, noting that it was only finally ended by inflicting serious pain on 

the economy through very high interest rates.4   

I see two explanations for the decades-long variance from trend in the above chart.  First, is that 

the financial system has become more efficient, such that investors don’t need as high a return.  Second is 

Ben Hunt’s explanation that artificially low interest rates pushed everything higher.  While there have 

been many efficiencies in financial markets, I do not believe investors are willing to take that much lower 

return than before.  Nor is the economy growing much faster.  I believe Fed manipulation is the main 

culprit here.  Unwinding this will likely cause a recession, and asset prices more in line with their long-

term history than with the ratios of the last twenty-five years. 

Economic Outlook  

The economy has been strong for quite some time, other than when governments briefly shut 

down most businesses.  Over the last two years, trillions of dollars of fiscal and monetary stimulus have 

boosted the economy, both directly and through the wealth effect that comes with inflated asset prices.  

We may be at the end of the stimulus-driven economic boom – the recession may have already started.  

Recessions aren’t officially called until they are painfully obvious, as the official call is based on lagged 

data.  The stock market is a good predictor of recessions, however.  Other indicators also point to 

recession, or high risk of one.  The Richmond Fed tracks CFO optimism, which is at the lowest level 

since 2009, surpassing even March of 2020.5  The University of Michigan Consumer Sentiment Index is 

at its worse level in over four decades.  The ECRI Leading Indicators is a composite measure that predicts 

recessions.  The year over year indicator has fallen sharply and consistently. 

 

 
3 (Ungerecht, 2022) 
4 (Higgins, 2022) 
5 (Richmond Fed, 2022) 

https://www.exchangeright.com/news/exchangerights-macro-perspective-6-22/#_ftn3
https://blogs.cfainstitute.org/investor/2022/06/23/the-fed-isnt-bluffing-the-real-threat-of-an-upside-down-depression/
https://www.richmondfed.org/cfosurvey/


 

Despite all the chatter about supply chain disruptions causing inflation (which may have merit), 

inventories have been climbing.6  This indicates consumers have cut purchases, possibly due to the 

increased costs of food and fuel.  Rising inventories in the late stages of a recession show confidence by 

producers.  Rising inventory in the late stages of an expansion shows consumers faltering.  If inventories 

are climbing and sales are slowing, companies can cut production, which generally means cutting labor.  

Further, high profit margins are threatened as discounting become necessary to move inventory. 

 

 

 
6 (Federal Reserve Economic Data (FRED), 2022) 



Conclusion: Stocks are still expensive, but momentum is clearly negative.  Arguably the biggest driver of 

higher asset prices – loose monetary policy - is not only ending, but is shifting into reverse.  The economy 

appears to be weakening even as the Fed raises rates, but high inflation will keep the pressure on the Fed 

to keep rates higher.  As Warren Buffett famously said, “Only when the tide goes out do you discover 

who’s been swimming naked.”  With nearly all asset prices high and interest rates still generally much 

lower than inflation, this is a very challenging environment.  Investors should have a well-thought out 

plan, and should be very discerning in where they put their hard-earned money.  We believe that times 

like these are when proper allocation, thoughtful security selection and systematic risk management are 

most important.  We prefer high quality stocks with strong earnings and cash flow that are trading at very 

reasonable levels.  We are also carefully controlling risk in other asset classes, such as bonds and real 

estate.  We believe the era of reckless speculation has is ending and the time for diligent defense and 

opportunism is starting. 

Read the full update on our website here.   

UPDATE: In what appears to be a bear market bounce, the S&P 500 climbed 9% in July and 13% from 

its low in June.  All of the factors discussed above still pertain.  Investors appear to be “buying the dip.”  I 

expect this is premature and will be followed by a second leg down as there is a long way to go to 

normalizing margins, valuations, interest rates and inflation. 

  

https://rothmaninvest.com/resources/2022-q2-market-and-economic-outlook


Book Review: Getting Things Done by David Allen 

 

 

Key points: 

• Keep everything out of your head – put it where you know you can find it 

• Decide actions and outcomes when things first emerge on your radar instead of later 

• Regularly review and update the complete inventory of open loops of your life and work 

 

Checklists: be willing to create checklists for anything.  These are great tools.  You should have them for 

the various areas of life, as well as things you do often.  They are helpful for clearing your mind of things 

you don’t need to know for a task. 

 

The key is to have a good system so that if you get distracted and have to pull off of your pre-defined  

work to do something that just came up, you can get right back as soon as the new work is done. 

It is important to collect everything into a system that allows you to see all your open projects.  The 

problem with keeping something in your head is that your subconscious can’t tell the difference between 

past, present and future.  Anything that needs to be done needs to be done now.  Having an item on a list 

allows you to know that you are not failing for not working at the moment.  Also, when we don’t do 

things we want to do we are breaking a contract with ourselves, which makes us feel bad.  If we have all 

of our to-do items on lists, we can re-negotiate things we can’t get to when we thought we would.  This is 

like calling to cancel an appointment – there is no shame in that like there is with a no-show. 

 

Have a someday, maybe list.  This way you don’t ignore or eliminate things you’d like to do, but you 

don’t keep them on your current to-do list either.  This eliminates the guilt and the mental drain from not 

accomplishing things you want to do. 

 

Always ask, “what’s the next step?”  This is how you should run any organization, and how you should 

run your life.  This breaks large projects down into manageable, actionable tasks. 

 

The Four Criteria Model for Choosing Actions in the Moment: 

1. Context – are you by a phone, a computer, at your desk, at the store, etc.? 

2. Time available – if you only have 10 minutes, knock out a 10-minute task that you would have to 

do at some point anyway. 

3. Energy available – some tasks should not be done when you are not in top form and others don’t 

matter.  Do simple tasks when you can do nothing else well. 

4. Priority – ask yourself, “Out of all my tasks to do, which is the most important right now?” 

 

The Threefold Model for Evaluating Daily Work: 

1. Doing pre-defined work 

2. Doing work as it shows up 

3. Defining your work 

 

Read the full book review on our website here. 

 

  

https://rothmaninvest.com/resources/getting-things-done
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by Rothman Investment Management in the future will be profitable.  Further, nothing in this letter should be taken as financial advice. 
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third party web site, will be profitable or equal the corresponding indicated performance levels. Different types of investments involve varying 
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