It’'s Magic

Looking back ... The Oxbow Market Comments from
January 2021 titled “Fantasy Meets Wall Street” in retro-
spect hit the nail on the head as most of the hyped-up,
free-money investments came back to earth in 2022.
Everything became like magic: Now you see it, now you
don’t. (More on this subject later.) Exhibit 1 shows the
investment returns of various popular market measure-
ments for the year ending December 31, 2022.

A Year Makes a Big Difference

Nearly all investors came into 2022 doing a victory dance, not realizing
the music was about to stop. Truth is ... this past year there was no

place to hide as the Federal Reserve hiked interest rates, inflation took
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% percent
Dow Jones Industrial Average ................ -8.8
S&P 500 Composite ......cccccoeeeeeviieeienne.. -194
NASDAQ Composite .........cccooeevvireiennn.. -33.1
Russell 2000 INdeX .....coovveeviiieniieiiieenne, -21.6
Global Markets .......cccocceevviveciieniienieennnnn -18.8
(exU.S.)
10-Year U.S. Treasury Bond ................... -16.1
(Total Return)
Source: Bloomberg L.P.; Investor’s Business Daily Exhibit 1

off, and the economy started slowing. (Even the most speculative areas of housing and cryptocurrencies started to sell off.)

Virtually the only safe places were cash and short-term U.S. Treasury bills, which, fortunately at Oxbow, we had a lot of. All

that, however, is history, and now, more importantly, where does 2023 go from here?

First, in Exhibit 2 we have the heretofore untouch-
able housing market. U.S existing home sales are

obviously falling rapidly as high interest rates and

even higher mortgage rates take a toll. In our opinion,

50%

this situation will continue into 2023 because, as a

40%

percentage of total income, consumer spending on

30%
20%

housing is just too much. Added to that, the need for

retail spending will most likely have a very strong

10%

W
AW

impact on the markets over the next two to three

0%
-10%

quarters. As Dorothy said in “The Wizard of Oz,”

20%

“Toto, I have a feeling we’re not in Kansas any-

-30%

more”—meaning we have entered a place or circum-

i
e

-40%

stance that is unfamiliar and uncomfortable. Unfortu- 2002 2005

nately, what investors got used to over the last 13

Source: The Daily Shot

2008 201 2014 2017 2020 2023

Exhibit 2




years ending in 2021 could certainly change—and it
did. What if a change comes, but most investors
aren’t aware of it? This may be the biggest question

of all to ponder.
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Another economic problem will be savings. As you 35%
can see in Exhibit 3, personal savings currently are 30%
at an all-time low. The majority of previous years’ 259%
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can see the yield on interest rates is now back to ource: Bloomberg X

where it was some 15 years ago in 2007. A lot of people have entered the investment management industry during that
period and have no idea how to navigate the changes that are occurring. Sadly, that is all they have ever experienced. In
most cases they believe it’s business as usual and the Federal Reserve will lower interest rates, thus everything reverts back
to the good times. But if there really is a change coming in terms of higher inflation and lower returns, it will likely come
as a real shock to the average investor who thought it was as easy as buy and hold forever. Our oldest employee at Oxbow
has been through periods as long as 16 years of very limited returns, and our youngest employee has never experienced true

bear markets. Quite a difference, and that is why experience matters.

A Word on the Magic ...
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At Oxbow we were told by many that we had
Source: Bloomberg L.P. Exhibit 4

missed the boat by not jumping into crypto-

currency, NFTs and SPACs. But in the end, it paid to be safe. There’s a whole list of others whom the financial press groveled
over, and this entire group of so-called investments has gone ungoverned. We do agree that they did a great job of convert-
ing the masses, but there’s likely a lot more damage ahead. This reminds us of a Merle Haggard song, “The Worst Is Yet to

Come.” The shams, scams and get-rich-quick schemes have finally run out! Since its inception, crypto as an asset class



has been made possible with pumped-up narratives to make people think they work. Ironically, the very thing they wanted

was a system that protected against fraud and hacks, with safety and security built in. But in the end, it has done none

of those.

2023 Outlook

In our opinion, the first problem that publicly traded
companies will have in 2023 is profit margins. In
2021 we experienced almost a 13.4% profit margin for
the S&P 500. That is a high point for the last 30 years
or more. Notice Exhibit 5 showing profit-margin
data back to 1994.
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never see these high margins again. Absurdly low
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S&P 500 Operating Profit Margin
(percent)

=== Quarterly (12.6%)

m===_Trailing Four-quarter
Average (13.0%)

13.4% —

A

Y

V

|
2024

1994 1997 2000 2003 2006 2009 2012 2015 2018 2021
Source: Standard & Poor’s Corporation (Revenues) and
I/B/E/S data by Refinitiv (operating EPS) Exhibit 5

Street has not yet accepted this outcome since they still have extraordinarily high earnings estimates for 2023-24. This

makes sense since Wall Street banks need the companies as clients; consequently, they find it hard to speak out. A slow eco-

nomy will most likely add to profit woes as we go forward.

The damaging hook, in our opinion, is going to be that
earnings estimates by the consensus on the street will
eventually need to be lowered. Notice Exhibit 6 showing
the current consensus earnings estimate number for 2023
at $231 per S&P 500 share. What this equates to is that
the price-to-earnings multiple is about 17 times future
earnings based on the current S&P 500 price, which is still

only mid-range but not cheap.

At Oxbow, we expect earnings in 2023 to be something
more along the lines of $185-190 per share, which is almost
20 times future earnings and well below street estimates.

That translates into lower prices for common stocks for the
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Source: Refinitiv, S&P, MS & Co. Research as of Dec. 16, 2022 Exhibit 6

foreseeable future. The surprise for most people will be the

list of companies that have to pre-announce how bad their earnings numbers will be. In our opinion, this means lower stock

prices in the first three quarters of 2023. We must add... always keep in mind this produces opportunity in the long run as

long as you have lzquidity. One of the big things we keep hearing now is how bearish the public is. As you can see in
Exhibit 7, most investors still have a high allocation to stocks. Note, the bear markets of 2000-03 and again in 2007-09

produced much more selling.

When we talk to potential new investors that come to us at Oxbow, they repeatedly tell us that they are bearish on the stock




market. Then we look at their present
portfolio, and invariably it’s at or nearly fully

invested in common stocks. It becomes very

apparent that their present plan is not Equity allocations are above average and well above previous
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lower prices. Historically, the first two years

after a market low can be quite rewarding. All our strategies did relatively well last year when considering what the average
investing account looks like. The main thing we advise is not to get caught up in the day-to-day media hype. Historically, the
most negative financial media drama tends to occur when it’s really time to deploy capital. The financial press, unfortunately,

will scare you to death at the wrong time!

Also, know that at Oxbow we are watchful to see if there really is a big change coming relative to interest rates and infla-
tton. We strongly feel that government free money and the Federal Reserve monetary policies are mainly responsible for this
super-bubble atmosphere. Now as investors you must be responsible for yourself. The Federal Reserve has no room to help
you out with lower interest rates. Wall Street is just waiting for the brakes to go on and rates to decline so that they can feel

good again.

As we move into 2023, our portfolios are structured much as they have been for the past 12 months—with high liquidity,
safety and good cash-flow investments. Rest assured that we at Oxbow will be waiting and watching as the new year unfolds.
There could be some real opportunities in 2023, but they are probably farther out. Thanks to all our investors for your trust

this past year.

Ted Oakley
Bob Walsh

1-877-604-5707

Emaal: imfo@oxbowadv.com
Website: www.oxbowadvisors.com

The opinions referenced are as of the date of publication and are subject to change due to changes in the market or economic conditions and may not
necessarily come to pass. Any opinions, projections, or forward-looking statements expressed herein are solely those of the author, may differ from
the views or opinions expressed by other areas of the firm and are only for general informational purposes as of the date indicated. The material
contained herein has been prepared from sources and data we believe to be reliable but we make no guarantee as to its accuracy or completeness.
This material is not intended to be relied upon as specific legal or tax advice or investment recommendations for any individual as the information

provided does not take into account the specific objectives, financial situation, or particular needs of any specific person.



