
Navigating the Low Tide

Sources: Google Images, Tomales Bay, Inverness, CA Dec 2021



Investing 101

2Sources: Prof. Aswath Damodaran (https://pages.stern.nyu.edu/~adamodar/) 

https://pages.stern.nyu.edu/%7Eadamodar/


Investing 201?

3Sources: https://jonahw.medium.com/ and Twitter 

https://jonahw.medium.com/


How’s that Working Out Lately?... 

4Sources: Bloomberg (Dec. 20, 2021)

YTD Performance of Berkshire Hathaway vs ARK Innovation ETF, Penn National 
Gaming (owner of Portnoy’s Barstool Sports) and VanEck Social Sentiment ETF



“Only when the tide goes out do you 
discover who’s been swimming naked.”  

- Warren Buffet
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Since the 2008 Global Financial Crisis, 
Investors have Benefitted from a Rising Tide of Liquidity

6Sources: Bianco Research



As well as Accelerating Flows into Passive Products

7Sources: Financial Times, Global passive assets hit $15tn as ETF boom heats up (May 15, 2021)



Which have Tilted Equity Markets 
Toward Valuation Agnostic Ownership

8Sources: Bloomberg Intelligence (Nov. 19, 2021)

U.S. Markets Passive Share by Asset Class



Price Insensitive Investing 
Has Unsurprisingly Lifted Large-Cap U.S. Stock Valuations

9Sources: Bloomberg (Dec. 19, 2020)

S&P 500 and Nasdaq 100 Forward PE Ratios and Price to Sales



Flows into Products Constructed by Market Cap 
Lead to Market Caps Detaching from Earnings:

By Design, the Big get Bigger

10Sources: Goldman Sachs Investment Research, Equities, antitrust, and the “inestimable” value of due
Process (July 13, 2021)



But Recent Inflows are Unlikely Sustainable

11Sources: Bank of America Global Research



And Under the Surface, Not All is Well

12Sources: Bloomberg and Jared Dillian (Dec. 14, 2021)



If Liquidity Made Everyone a Genius,
Then Tightening Financial Conditions…

13Sources: Bloomberg Economics (Dec. 15, 2021)

Projected Fed QE Wind-Down and Rate Hike Path 



Will Turn Geniuses into . . . ?

14Sources: Compound Capital Advisors (Dec. 11, 2021); Financial Times (Dec. 9, 2021)



As Valuations Rise, Investing Gets Harder

15Sources: Financial Times, Equity markets signal it is time to diversify (May 3, 2021); 
For a Contra Argument, See: Valuations, Rates, Risk and History

https://www.linkedin.com/pulse/valuations-rates-risk-history-stuart-loren/


Company Insiders Seemingly Know This

16Sources: Vincent Deluard of StoneX Group Inc on Twitter (Dec. 10, 2021)



Yet Retail Investors Maintain Rosy Outlooks

17Sources: Shroders, The Rise of the Risk Investor (Dec. 2021)



Even Great Companies can be Bad Purchases 
At the Wrong Price and Valuation

18Sources: Credit Suisse, HOLT® Global Market Overview – October 2020 (Oct. 2020)

Microsoft 1999-2009: Sales Grow, but Valuation Declines and Multiples Compress



How Many Waited 16 Years for MSFT’s Recovery? 
And how Many Actually Bought During its Trough?

19Sources: Bloomberg (Dec. 19, 2021)

Microsoft Stock Price vs Forward PE Ratio (1998 – Present)



When the Consensus Gets Crowded, 
It’s Usually a Good Idea to Think Independently

20Sources: Hedgeye



Picture the Market and Valuations in Gartner 
“Hype Cycle” Terms

21Sources: Gartner Hype Cycle; See also: Thinking Long-Term

https://www.linkedin.com/in/stuart-loren-80121437/detail/overlay-view/urn:li:fsd_profileTreasuryMedia:(ACoAAAevOIEBGLTua2NeAV_lFng-1WQDaFF0vbo,1635452119525)/
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As an innovative technology or new investment theme emerges and ascends
to peak expectations, there is usually more capital willing to invest than
there are good ideas to invest in. Hence, valuations reach extreme levels and
early investors can reap substantial gains.

Innovation Trigger through Peak Expectations

Investment Ideas/Themes 
Yet to Reach Peak 

Expectations

(High Risk/High Reward) 

Investment Ideas/Themes
With Inflating to Peak 

Expectations

(High Risk/Low Reward)

• Artificial intelligence

• Synthetic Biology

• Precision Medicine (see 
adjacent caveat)

• Quantum Computing

• Advanced Materials 
Sciences/Manufacturing

• Hydrogen Power and 
Nuclear Fusion

• Passive Investing into 
S&P 500

• “Innovation” Stocks

• CRISPR Gene Editing

• Renewable Energy

• Electric Vehicles and 
Autonomous Driving

• Crypto and NFTs

• Covid Forever
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As themes decline into a trough of disillusionment, there are usually more
quality ideas worthy of investment consideration than there is capital willing
to invest. Hence, valuations crash and an entire industry may become fertile
grounds for lucrative investments so long as one is patient and – more
importantly – correct in their investment analysis.

Trough of Disillusionment

Investment Ideas/Themes 
In the Trough of Disillusionment

(Moderate Risk/High Reward) 

• Conventional Energy (Oil, Gas and Nuclear)

• Industrial Mining and Natural Resources Firms

• Non-CRISPR Emerging Biotech (e.g., Gene Therapy, 
RNA Medicines and Precision Oncology)

• 3D Printing

• Emerging Markets
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As industries mature, the evolution of a theme reaches a balance with
investor capital and the driver of returns shifts from ascending or
descending “hype” to industry fundamentals and company operational
performance (i.e., company cash flows, sales, earnings).

Slope of Enlightenment through Plateau

Maturing and Balanced Ideas/Themes 

(Reasonable Risk/Reward) 

• Electric Utility Industry Growth 

• Defense Firms

• Online and Console-Based Video Games

• Semiconductor Manufacturing

• Large Cap Pharma and Healthcare Industry

• Cloud Computing

• Developed International Markets

• Industries Benefitting from a Return to Post-Covid 
Norms



If We’ve Passed Peak Liquidity, 
What are Some Ideas with Undemanding Expectations?

25Sources: Google Images 



The Growing Electrification of Industry 
Has Yet to Electrify U.S. Utility Stocks

26Sources: Bloomberg (Dec. 20, 2021) 

Utilities ETF (XLU) Stock Price (Last 3 Years)



Despite Scientific Advances, Biotech had a Bad Year;
Even Worse for Gene Therapy Firms

27Sources: Bloomberg (Dec. 20, 2021); See also: The Road Less Traveled

YTD Performance of S&P 500 vs Nasdaq 100, Biotech ETF (XBI) and 
Proprietary Equal Weighted Index of Gene Therapy Firms

https://www.linkedin.com/pulse/road-less-traveled-stuart-loren/


We’ve Overconsumed, Overinvested in and Overvalued 
Stuff We Simply Want, Relative to Stuff We Really Need

28Sources: Bloomberg (Sept 2021); See also: History 101 and ESG and the Road to Serfdom

https://www.linkedin.com/pulse/history-101-stuart-loren/?trackingId=ZWK2mt2s02NlqHxxZ67psw%3D%3D
https://www.linkedin.com/pulse/esg-road-serfdom-stuart-loren/


Conventional Energy CapEx has Declined Below 
Replacement Requirements

29Sources: International Energy Agency, World Energy Investment 2021



Even in Transition Scenario 

30Sources: BP, Energy Outlook 2020 Edition (Sept 2020)



We’ve also Underinvested in Industrial Metals

31Sources: Financial Times, Copper boom: how clean energy is driving a commodities supercycle (June 7, 2021)



32Sources: Bloomberg (Dec. 20, 2021); See also: History 201

Forward Price to Earnings Ratios of Leading U.S. Defense Firms vs S&P 500 (Red)

Defense Stock Valuations 
Don’t Reflect Global Instability: Part 1 

https://www.linkedin.com/pulse/history-201-conflict-stuart-loren/


33Sources: Bloomberg (Dec. 20, 2021)

Free Cash Flow Yields of Leading U.S. Defense Firms vs S&P 500 (Red)

Defense Stock Valuations 
Don’t Reflect Global Instability: Part 2 



Global Defense Spending to GDP is Low, but Rising

34Sources: Stockholm International Peace Resource Institute, Trends in World Military Expenditure, 2020 (April 2021)

Defense Spending as Share GDP, by Country (2020)

Annual Defense Spending



If Videogames are Central to the Metaverse, 
They Don’t Trade Like it

35Sources: Bloomberg (Dec. 20, 2021) 

YTD Performance of S&P 500 vs 
Take-Two Interactive Software, Activision Blizzard and Electronic Arts



Plenty More Examples, but Main Point is:
If Tide is Going Out, Being Passively Long the S&P 5(00)

May Not Provide the Most Attractive Risk/Return Profile 

36Sources: Bloomberg (July 2021); See also: The S&P 5(00) and The Problem with Hindsight

https://www.linkedin.com/pulse/sp-500-stuart-loren/?trackingId=KtlGxqu8NlmqxBR9br882w%3D%3D
https://www.linkedin.com/in/stuart-loren-80121437/detail/overlay-view/urn:li:fsd_profileTreasuryMedia:(ACoAAAevOIEBGLTua2NeAV_lFng-1WQDaFF0vbo,1635452119523)/


And the Extreme Froth in Long Duration Growth is 
Unlikely to Respond Well to a Fed Tightening Cycle

37Sources: Bloomberg (Dec. 20, 2021)

Goldman Sachs Non Profitable Tech Index vs ARK Innovation ETF (Last 3 Years)



A Lot has Changed in the Past 18 Months 
Since High-Risk Growth Went Vertical

38Sources: Bloomberg (Dec. 20, 2021)

Federal Reserve Implied Future Policy Rate Comparison Chart (Dec 2021 vs June 2020)



2022 Reminder: Just as the Best Returns Rarely are 
Consensus, The Biggest Risks Rarely are Most Expected

39Sources: Bloomberg (Dec. 14, 2021) 



If the Tide’s Going Out, 
Figure Out Your Competitive Advantage

40Sources: Michael J. Mauboussin, Blue Mountain Capital Management, Who’s on the Other Side? (Feb. 12, 2019)

Behavioral
Take advantage of behavioral inefficiencies in markets
stemming from ability to assess:

• overextrapolation
• sentiment
• crowding
• conformity

Approach works best for informed contrarians.

Analytical
Take advantage of analytical inefficiencies in markets
stemming from differentiation in:

• analytical/valuation framework
• information weighting
• anticipating market’s narrative
• Identifying and incorporating new themes and/or

information

Approach works best for fundamentals-focused
investors.

Informational
Competitive edge comes from ability to:

• legally gather, sort and analyze new data and
information before others

• efficiently process vast quantities of data
• simplify complex data sets

Approach works best for organizations with significant
research and/or quantitative resources and investors
operating in markets where information is not widely
distributed (e.g., VC, Private Equity).

Technical
Competitive edge comes from ability to:

• provide liquidity
• model correlations
• anticipate fund flows

Approach works best for institutional investors with 
significant capital resources and quantitative investors.



And Figure Out Your Investing Horizon

41Sources: Google Images

Over the short-term, investing is about momentum. 
It’s like the beauty contest where you need to 

guess the winner based on who you think everyone 
else judges to be the most beautiful.

Over the long-term, fundamentals matter and 
valuations matter.



Reach Out to Discuss Specific Ideas
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Peter Karmin
Peter@Fortllc.com

Phone: 847-559-9703

Stuart Loren
Stuart.Loren@Fortllc.com

Phone: 847-559-5015

Alissa Hirsh
Alissa.Hirsh@Fortllc.com

Phone: 847-559-5005

Office Address
600 Central Ave., Suite 365

Highland Park, IL 60035

Contact Information
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Disclosures

44

Investing involves risks, including the possible loss of principal and fluctuation of value. Past
performance is no guarantee of future results. Consult your investment advisor before
considering transacting in any security.

This letter is not intended to be relied upon as a forecast, research or investment advice, and is not
a recommendation, offer or solicitation to buy or sell any securities or to adopt any investment
strategy. The opinions expressed are as of the date noted above and may change as subsequent
conditions vary. The information and opinions contained in this letter are derived from proprietary
and nonproprietary sources deemed by Fort Sheridan Advisors LLC to be reliable, are not
necessarily all-inclusive and are not guaranteed as to accuracy. As such, no warranty of accuracy or
reliability is given and no responsibility arising in any other way for errors and omissions (including
responsibility to any person by reason of negligence) is accepted by by Fort Sheridan Advisors LLC,
its principals, employees, agents or affiliates. This post may contain “forward-looking” information
that is not purely historical in nature. Such information may include, among other things,
projections and forecasts. There is no guarantee that any forecasts made will materialize. Reliance
upon information in this post is at the sole discretion of the reader.
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