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Episode 47 

3D report: Sympathy for the devil 
In this episode, FS Chiron Funds CIO Ryan 
Caldwell and Chief U.S. Economist Lara Rhame 
discuss the latest news and events shaping the 
global investment backdrop. 

[00:00:00] Ryan Caldwell: That just seems like where we're going back to that is not 23 times 
forward earnings, right? The peak we got through in June of 2021, like that month monster's 
over. So I think…  

[00:00:12] Lara Rhame: …Like add zero lower bounds. Yeah. 

[00:00:14] Ryan Caldwell: That is the key point. 

[00:00:24] Ryan Caldwell: I'd like to thank everybody for joining the FS Chiron 3D Report 
podcast. We do this quarterly. I am joined by my colleague Lara Rhame, and this is Ryan 
Caldwell, CIO at FS Chiron Funds. Lara is our chief economist, and this becomes sort of my 
podcast partner, if you will…  

[00:00:46] Lara Rhame: Partner in crime.  

[00:00:47] Ryan Caldwell: Yeah, definitely in crime, particularly this year. And so we thought 
who we would do is, maybe give a quick review, or at least I'll kind of set up what I wrote about 
and then I want to get a little bit more specific about [00:01:00] probably what our listeners 
care about as opposed to what I wrote about. And then we go from there. And that's why we've 
got Lara here. 

[00:01:05] Ryan Caldwell: I mean, I think maybe to kinda just reset the table. We've done this a 
couple of times this year just talking about… There are times when markets are very 
fundamentally driven and there's times when markets are very macro driven, and I think there is 
an art and understanding where you are in that analysis. 

[00:01:24] Ryan Caldwell: And so, we are standing very clearly on the side that the macro 
factors are about the only thing that matters now. And I think if you're using, company, bottom-
up company fundamentals to try to make a call at this point, it's incredibly difficult because 
quite honestly what we continue to see progress is that management teams have as little or no 
insight as anybody making forecasts at this point. And quite honestly, they might be worse, just 
given the confluence of the way revenues, margins and earnings are all coming together. 
Again, this is a very weird setup, even for a management team. And again, almost in the 
[00:02:00] tail, but maybe the, to kinda kick off the quarter, you know what I had wrote in the 
quarter and it was a little bit affected about, by the way, the quarter ended. 

[00:02:09] Ryan Caldwell: And Lara, you'll laugh. I titled the piece, Sympathy for the Devil. And 
I'm not sure most people understand the reference, which is a great old Rolling Stone song 
about all the different huge inflection points in history and some of the nuances of those 
inflections through history. And again, whether the devil was involved. 

[00:02:26] Ryan Caldwell: I thought, again, at the end of this quarter, why that was so salient 
was, coming out of the party plea then in China where Xi Jinping was elected leader for lifetime, 
and sort of the point of the piece was to really sort of, put a flag in the ground to say what we 
thought China was or what we hoped they would aspire to be, has clearly unraveled almost as 
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quickly as maybe what we hoped Russia was going to be, has unraveled in terms of sort of 
resource security for Europe. 

[00:02:56] Lara Rhame: Yeah.  

[00:02:56] Ryan Caldwell: and we could talk about sort of this, you know, he of mind and 
Laura's [00:03:00] written extensively about the great moderation, and it's one of the things that 
I think was the most important thing of the last couple of decades. And so maybe putting a 
bow on it to say that's over because we do believe that's over. 

[00:03:12] And I think, Xi now, in his own words, has said that's over that openness and reform 
was a mistake and that again, the party and its ethics were severely compromised as it opened 
to the West. And that they were looking to be looking to become more insular. And I think Xi's, 
Ascension to leader for Lifetime is very analogous to what went on with Mao. 

[00:03:32] And he sees himself as a successor to Mao. Yeah, and I think from an investment 
perspective, if you just start with, Mao as your investment case, it probably makes you run the 
other way. And so I wanted to kind of call that out just in the note to say, look,the framework in 
which we built the financial systems over, that's gonna change, but it's a long term plumbing 
problem. 

[00:03:54] But it isn't the here and now. And so, you know what I wanted to do, maybe with the 
podcast, Laura, is spend a little bit of [00:04:00] time on the here and now. Back to the macro 
factor point. and take this back to the US because again, we are at this point where if you look 
outside the US, basically recession is priced everywhere. 

[00:04:10] And that looks right. I don't think you need to be a genius at this point to make the 
assertion that Europe's in a recession, China's in a recession. when and how they come out can 
be debated. But I think the here and now is pretty obvious, but the debate here is not obvious 
at all. And so what I wanted to do is maybe frame the debate and then kind of have Laura 
define for us her base cases. 

[00:04:34] And then what I wanted to do with the podcast is kind of play with the tales as many 
of our readers and listeners know, I tend to love to kinda to toggle the tales and sort of where, 
kind of where do you think the upsides and downsides are? So I, I think Laura, maybe to frame 
the case and then tell me, you tell me if this is wrong from a market perspective, I won't frame 
the econ case. 

[00:04:55] I'll claim the market case, which is effectively the market thinks it has this [00:05:00] 
pegged, right? The market thinks that. The Fed's terminal rate is somewhere between five and 
five and a quarter. If you really push some participants, maybe they say five and a half, five and 
three quarters. But generally speaking, if you look at the forward curve, the market thinks it's got 
the beat on the Fed. 

[00:05:17] It also kind of thinks if you look at earnings growth, that it's got a bead on earnings 
as. And that's like kind of been the sticky, hard thing is like, the reason I bring up the Fed is that's 
the multiple, right? The market's trying to figure out what terminal rate, because that tells you 
what multiple you can pay for the earnings. 

[00:05:35] And then on the other side, it's the growth argument, which is kind of where the, 
where's the e gonna come in. And the thing that's interesting is both of them probably look too 
moderate to be correct. But that's what the market's pricing. So again, when we get back to 
kind of this case of growth versus inflation, the market thinks the fed kind of stops around five, 
five and a quarter. 

[00:05:57] It pauses for a while. Ultimately [00:06:00] it's gotta cut because it did too much and 
lasted too long. And the underlying lo of the market's basically saying inflation and growth is 
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good enough, and the consumer's good enough that earnings won't collapse, but they're not 
gonna grow much because margins are gonna be under. 

[00:06:16] And that's sort of at the market around 39 50. I guess as we sit here today, doing this 
podcast is kind of what's priced. . And so, like I said, the market kind of thinks it's finally got a 
hold of the Fed. It's gotten, maybe it's caught up in some circles, maybe it feels like it's a little bit 
of a head, so it has some wiggle room Bond volatility is starting to come down, as Laura and I 
have talked about on these podcasts. 

[00:06:39] The dollar volatility is finally starting to slow down as well, which is a big macro input. 
So Laura, maybe then where I wanted to take you, cuz I know you've just now written about this 
again. I wanted you to maybe lay out for, the foreseeable future. You're willing to talk about 
kinda your base case for inflation, like the two [00:07:00] arguments, inflation and growth. 

[00:07:01] Kinda walk us through the base cases and then I want play with the tails a little bit.  

[00:07:06] Lara Rhame: All right. I think you, you gave, you really gave me the right jumping off 
point because everything you're talking about, I would also bring to the economy, thinking 
about the policy and the globalization backdrop for financial markets over the last 20 years. 

[00:07:21] I would also argue, Has given us the framework for the economy over the last 20 
years. It's given us the framework for monetary policy over the last 20 years. So how that,I know 
we're, we'll kind of zoom in to next year and then hopefully have time to zoom out again a little 
bit more. 

[00:07:36] But,the economy right now is already pretty stagnant. and. I think for, as, as 
comfortable as I feel with the, some of the work that we did, at the beginning of 2022 about 
capital spending and Andrew Korz and Brian Cho and I, the three, I think working off of Brian's 
quantitative analysis,really [00:08:00] talked about how we saw some persistent strength there 
that has really surprised the upside. It's been a call that I've been really happy with. There's no 
doubt that cyclical headwinds are now building, the growth out looks uncertain. Interest rates 
are higher. We are going to see headwinds that are just gonna continue to build in these 
interest rate sensitive areas. 

[00:08:19] And of course, housing's just suffered an enormous gut punch. So my outlook for 
gdp, next year. Is 0.2% Q4 to q4, that's low. lower than consensus, but. I wanna just stress that 
within that consensus, the spread between the high and the low is incredible. Like you talk 
about fat tails, I just went online before, I came to the studio to record this with you. 

[00:08:52] And the spread for next year is down 1.1%, to up 2.9%. [00:09:00] And it's just 
extraordinary to me and it's all relative. remember at the beginning of the year when we 
thought the fed might go 75 basis points total, and now they've gone like 75 basis points per 
meeting four times in a row. And when they announced they were downshifting to 50, it was 
this big like dovish happy surprise. 

[00:09:19] it just shows how relative it's, so I think on the growth side, I do expect that we are 
going to have a recession. I'm still penciling in on the calendar the second half of next year. our 
economy just maintains momentum and that's what it does. And,it's not a guarantee that we're 
going to have a recession, but it's a very high probability, and I think the bad news is, even if we 
avoid a recession, it's probably not going to be a very strong year for growth. 

[00:09:48] Lara Rhame: So, we just need to go into that with eyes wide open. and I feel like. A 
lot of larger banks have been reticent to call for recession, so I don't know what, you've seen 
Ryan [00:10:00] from kind of just your head on a swivel with what other folks are calling for, but 
I feel like everyone talks about risks and no one likes to say the R word , like in their forecast, but 
to me that's just looking kind of unavoidable at this. 
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[00:10:14] Ryan Caldwell: No, I totally agree. I think there's this weird, not saying it while saying 
it, right? Like you'll highlight a lot of the inputs that, you calculate up growth saying, Ooh, that's 
slowing, or that's gonna be tough. Or You've got shortage there. That's gonna be tough. But 
then there's like this. But the economy may just skirt through it, right? 

[00:10:34] Lara Rhame: Yeah.  

[00:10:34] Ryan Caldwell: And there's no like there. And then you have the other camp, right? 
Which is like the world is coming to an end , right? So like that. But again, they won't forecast 
that.  

[00:10:46] Lara Rhame: Right? It's hard a number around that.  

[00:10:48] Ryan Caldwell: Right? You. So when you hear the rhetoric, it's very severe. But then 
like I go look at the numbers and go, oh, okay. 

[00:10:55] Like, well if you believe that, then right? Probably. [00:11:00] Down one is the wrong 
number, right?  

[00:11:02] Lara Rhame: Yeah, that's right.  

[00:11:03] Ryan Caldwell: Flat is not the right number. If that's so, I do think you're right Laura. 
There's a lot of rhetoric around the problem and I think, I don't wonder, to your point, if there 
isn't just a lot of trepidation and forecasting because people got this so wrong.  

[00:11:20] Lara Rhame: Yeah,  

[00:11:20] Ryan Caldwell: right. Back to your point about where we thought the Fed would be, 
where we thought growth would be. I mean, you and I even had this debate and you warned 
me about this, like, don't get too over your skis on earnings because inflation's high in the top 
line's gonna be good for a while. 

[00:11:34] Earnings didn't crack this.  

[00:11:37] Lara Rhame: No.  

[00:11:37] Ryan Caldwell: Right. Like the fundamental guys were convinced you were gonna 
get earnings cracked this year, but your point from a macro perspective turned out to be right. 
You just had way too much pricing in the system.  

[00:11:48] Lara Rhame: Yeah.  

[00:11:48] Ryan Caldwell: To blow up the earnings line yet. So I don't on also, I'm also not sure if 
there isn't just some forecast hesitancy. Because people missed it so badly.  

[00:11:58] of course. I feel like [00:12:00] everybody's feeling spanked. Nobody's numbers. 
Were right on. So, although, you did say we very well could be in a recession by the end of this 
stupid covid cycle, I remember that was on podcast about two years ago where you said, yeah, 
this could end in a recession. 

[00:12:13] I'm like, really? There's so much stimulus though, really. And so like, yeah. I mean the 
way we got here is not maybe the way I would've thought we got here, but kind of here we are 
at the end of this looking like, yeah, it looks like a recession.  

[00:12:26] Lara Rhame: Yeah. Yeah. Thanks for reminding me of that. I love being reminded that 
I ,, I  
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[00:12:30] Ryan Caldwell: I call it out every time we do a podcast Cause you said it and I was 
like, no shot. I remember saying there's no way.. Like, there's just too much nominal, there's too 
much stigma.  

[00:12:39] Lara Rhame: So if I sound like I'm outta the lunatic fringe today, I can always just 
remind you that I've been there before and it's been Right. . 

[00:12:45] Right, right. Exactly. okay, let's talk about inflation because I think, and this is where I 
really, you and I have talked about this dynamic and you're actually the one I think that took the 
economic forecast and turned it into the financial [00:13:00] challenge for markets, because 
when you think about inflation, first of all, consensus inflation is gonna come down in 2023, like 
headline peaked cores still really high. Lot of momentum into the first quarter because. The rent 
numbers are gonna be persistently, troublingly high, but markets have really internalized this 
idea that inflation's gonna fall. 

[00:13:30] And now the argument is over how far is it gonna fall? And how persistently, and it's 
that second piece that I think people are not paying enough attention to because the year on 
year numbers, for example, and energy is just always, it's a smaller piece I think than people 
realize. It's, 8% of the overall CPI index. 

[00:13:53] But but energy is going to just kind of crash down on a year, on your [00:14:00] basis 
some. Big ticket items will too, like cars, if they just sort of plateau where they are. The year on 
year numbers really. Drop sharply, but then you get the bounce and it's kind of where you end 
at the end of the year. 

[00:14:17] And that sounds like a noisy roller coaster of a data cycle and it will be. and it's where 
you end at the end of that, that I think, just to keep us all sane with this analysis. I will say I still 
think that we end up around 4% at the end of next year. That is far away from the feds. 

[00:14:39] 2%. It is, pretty much, unrecognizable from the past two decades of, really placid 
inflation growing at 2%, sort of clocking that, almost robotically that we've experienced. And 
again, here. [00:15:00] To right size these numbers with our listeners. the consensus range is 
very wide on inflation for next year, and the low end of that's 2.9. 

[00:15:10] So still the low end of that, still above the Fed target. Higher. Yeah. Higher. and the 
high end is 7.3%, which actually surprised me, because I feel like...  

[00:15:18] Ryan Caldwell: blows me away Yeah. With the oil.  

[00:15:19] Lara Rhame: Yeah. Yeah. But yeah, I think that's right. So, so I. One of the questions 
that I'm getting asked the most, and this is actually directly related to the inflation discussion, 
but one of the questions, everyone's talking about a recession. 

[00:15:32] You do a word search on earnings calls for this earnings season that just ended. It's 
like through the roof. Everybody's, the CEOs are talking about it, the investors, at Thanksgiving, 
I'm sure we'll be talking about it, . and it's all that everyone's talking about. Yet when you ask 
people about markets and there's this, feeling that markets are bottomed and it's only up from 
here. 

[00:15:54] My real question to people is, do you think markets are pricing in [00:16:00] 
recession? Because right now, earnings, the earnings outlook for next year, it's all come down, 
but earnings outlook is still for earnings growth in 2023. And historically, we have not had a 
recess. Without earnings falling 10 to 20%. And for, the folks I talk to, the economist I talk to 
who are just, mean reverting, right? 

[00:16:27] I'm like a, I'm the standout in a group of mean reverting, sort of lemmings for the 
people who are like, yeah, diesel fuels really high, but it's gonna come down and, food prices 
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are high, they're gonna come down. And my answer is, well that is a. That is a, that is enormous. 
fast, rapid deceleration in nominal gdp. 

[00:16:53] Lara Rhame: It's a decel, it's a, it margins are going to get badly squeezed in that 
environment, and [00:17:00] earnings are going to really come down to earth. And that to me is 
an environment where you really get valuations looking expensive. Again, purely because we 
really haven't seen that adjustment in the earnings side yet. 

[00:17:12] that to me is the problem that I'm having. I feel like the analysts want to have their 
cake and needed to, if you have this really sort of immaculate disinflation forecast of inflation 
coming neatly back into the 2% package, that implies a very, sharp deceleration in revenue and 
earnings and margin. 

[00:17:33] Ryan Caldwell: Yeah, I want to tickle that right out right now, cuz I think that's the 
salient market problem right now. So I wanna take your forecast and just kind of reverse 
engineer it and say, okay, 4% inflation, right? Which means rates are not zero, right? They may 
not be, again, the 10 year bond may not be, four and a half. 

[00:17:57] It might be three and a half, but it's not zero. [00:18:00] Right. So when you start to 
go multiple, right, so like you just go through how we add all this up and you go, well, what kind 
of multiple am I paying for a, 10 year bond that, let's just call it around your inflation forecast. It's 
four with no growth. 

[00:18:16] Right. The market's currently pricing the S&P at 17 times, next year's number at 4%, 
10 year rates and no growth. That is not right. That is not no way, correct. It's not right. So then I 
go second derivative to your argument and go, look, you're saying they can't get to two, right? 
We can get the base effects effectively of what you're saying in compound. 

[00:18:40] And remember, listeners, comps never matter until they matter. And what Laura's 
saying is oil was 130 bucks in March of last year. It's gonna be, today's price 75, you're comping 
down 50. So the headline will come down quickly. But that also means revenue will [00:19:00] 
come down quickly. So I want to get to Laura's point about the top line. 

[00:19:04] So in the third quarter, we did about what, Laura? About 12% top line growth with 
4% earnings growth, you needed 12% top line growth to generate foreign earnings. So if I go, 
yeah, the margins are under pressure and I'm gonna say the top line matches inflation cuz 
that's, Again, when I'm thinking about kind of nominal gdp, if we're somewhere around five or 
six, that's the top line, right? 

[00:19:28] You're not talking about a lot of nominal, you're talking about inflation plus not much 
real and margins de gear. That's earnings down in an okay environment where again, growth 
doesn't fall apart and you still have, somewhat somewhere around kind of 4% inflation at the 
end of the year, if that's your base case. 

[00:19:46] 39 50 is insane. It's. So like that's the starting point. And then if we start to tickle, I 
wanna start with inflation maybe to tickle the tail, because I think you brought up a really good 
point, [00:20:00] right? The center, if the center is somewhere around mean reversion to a 
higher than pre covid number, right? 

[00:20:07] Whether it's two and a half, three, three and a half, you're at four, so higher, right? If 
the consensus is we get normalization, but we don't get all the way. Right. So then the tails are 
year seven, as somebody forecasted, right? It goes higher, which by far is not priced now at all. 
Now we think it's probably a very low probability that inflation spikes from here, but it's also not 
priced at all. 

[00:20:33] So what I mean by that is if you were to have another parallel shift up in. Right, so the 
Larry Summers or Jim Bullard argument that you gotta go to six or six and a half to really break 
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inflation. I think Bullard said seven last week. The market is so far away from that at this starting 
point that your jaw will drop if they go parallel, shift the curve up again. 

[00:20:57] So, again, very low probability, but [00:21:00] highly impactful. So I want to tickle out 
kind of Laura Infl. How does inflation stay way higher than we think? And then on the other side 
of the ledger, cuz I think you brought this up, and this is my critical, like I can't wrap my arms 
around it, but the market's trying to kind of say it in some way, shape, or form, which is the Fed 
really screwed up and the argument is somewhere along the lines of it was all a bubble. 

[00:21:26] NFTs innovation. Now crypto all blowing up. It's your seminal moment, right? It was a 
bubble. And bubbles bursting are always deflationary, right? And so it bursted and it's gonna 
make its way, somehow, some way to the real economy, like bubbles bursting, always do. And 
so you end up in this horrific deflationary spiral. 

[00:21:48] That means inflation doesn't land. At the Feds too, it starts to look like it's. Fall under 
because it was on one giant interest rate trade that they popped. And we don't yet know the 
[00:22:00] far reaching ramifications of all this stuff blowing up. Again, very low probability, very 
high impact. Like I think if you kind of look at those tails, so the tails are low probability but fat. 

[00:22:12] So I wanna kind of tear into that for a minute, Laura. And I wanna maybe start on 
your, just to probe it a little bit sticky or higher and harder for longer than this quick fed pivot 
that the market's kind of thrown into the curve.  

[00:22:26] Lara Rhame: Okay. So that's kind of the camp that I'm in. Yeah. if I had to pick a tail, 
would be a tail and pick. 

[00:22:33] Ryan Caldwell: And I want you to pick a tail. Cause like I said, I needed you to pick a 
side, so I could hit the other side. So perfect.,  

[00:22:42] Lara Rhame: yeah, definitely. Okay. So, and it comes from three places. One, 
companies have been unable to pass through higher costs. We saw that at the end of the last 
expansion, wages were higher. oil was higher, [00:23:00] but companies were unable to pass 
that along and they have experienced that pass through. and they are not going to give it up. 
They don't want to give it up. They're going to really push back against that. So that's one place. 
There's corporate behavior, that is. That is gonna, I think, make inflation stickier on the way 
down than it was on the way up. And that could last for some time. 

[00:23:27] I mean, you, you kind of, again, you do a round robin, you look at grocery stores, you 
look at car lots, wholesale car prices have come down. But the, The big, lot, retailers are really 
trying hard. They are really fighting and they are working hard to control inventory so that they 
don't have to just, move prices back down to where they were. 

[00:23:50] And again, I think. I wanna just talk, spend a minute talking about inventory. Cause I 
know you and I have discussed this. there's been a lot of discussion about retail inventories 
have been really high and what impact that's going to [00:24:00] have. And maybe I am off 
consensus here, but I think first of all, companies are really good at managing inventory. 

[00:24:06] we have had. A big bounce in inventories, but I do not think that we are going to 
have, like the fire pit recession of 2023 . I think they're going to, I think they're gonna like 
manage through that and keep, keep us going. So, so I think,on the inventory side and 
secondly, it's not a surprise to me when the dust settles and may, we may not be seeing it yet, 
but I do think we land in a place with higher inventories than we were before covid. We were 
such a monument to operational efficiency, we may now be in a place where we feel more 
comfortable holding more inventory. So, first one, corporate behavior. Second one, I think that 
you are through de-globalization seeing a big shift in pricing. I think you're seeing it in food, 
which is twice the waiting, in the cpi. 
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[00:24:52] then energy is, and food is widely underappreciated as a driver of inflation right now, 
and it is not going away. [00:25:00] So, we're gonna have to deal with that. we're also seeing it 
from the fact that some goods prices are finally correcting lower, but the resting heart rate of 
US economic inflation. Is higher than 2%, and the only way you get us to 2% is through goods 
price deflation. That is reliant on this deep globalization tie with China. And Asia. So I think as 
you unwind that, I think it'll be a long divorce, but as it happens, we are just going to have to 
suffer through higher goods prices, and that is going to mean that inflation's persistently 
higher. And third is the labor side of this. 

[00:25:46] Lara Rhame: It's not just about, in, the household goods prices. At the end of the day, 
wages are four to 5% depending on what you look at. And that. Inherently inconsistent with 
inflation at 2% it [00:26:00] does not work. So maybe the Fed, and this is where I get deeply 
concerned about Fed policy and when I hear them talk, I'm nervous that they are overly reliant 
on Phillips curve models that were built during the nineties and fine tuned during the two 
thousands when our labor dynamics were completely different than they are. 

[00:26:25] So my final message on this is don't be fooled by Facebook saying they're gonna lay 
off 11,000 people probably over the next 18 months. We are still seeing almost twice as many 
job openings as available, unemployed people and that's got a long way to correct down.  

[00:26:43] Ryan Caldwell: Yeah, I want to tease that out too for a second cuz look, I think it is 
this critical point in fed discussion, right? 

[00:26:53] And you highlight the tip of the spear. So well, goods, deflation. Right. and I think you 
bring up a really good point. The [00:27:00] beauty of Target and retailers is they write the 
inventory off real. . You're already seeing it, right? Semiconductors, you're seeing it. These 
inventory adjustments are done in a couple of quarters, right? 

[00:27:12] So again, when you run that through, you go, okay, yeah, there's an impact. And 
probably, some companies that sell tchotchke, or to your point, the fire pit on the fire pit 
recession probably built too many fire pits in 2021, but they'll have it written off by one Q2 Q of 
2022. This other point though is a real problem, which is labor. 

[00:27:34] And I want to kind of dive into that just for a second cuz it is a little bit of the growth 
algorithm as well when we poke on that tail, and I think you highlight the case so well. The 
mismatch of labor is the problem, right? Again, sure we have too many tech workers and 
influencers that are getting right sized, but we don't have nearly enough service related 
individuals to fill the gap. And [00:28:00] so like small businesses are still wildly, to your point, 
the openings are shockingly higher than closings. And so you have this really big mismatch in 
labor, particularly kind of the low and middle end, which is seeing, quit rates high and again, 
replacement wages for quit high. 

[00:28:18] And so, to your point, I worry as well. The Fed trying to fine tune the labor dynamic 
takes you into some really uncharted places. And to your point about the unevenness of 
inflation, it really comes down to the sector level. Food, hard energy, hard semiconductors, 
easier, right? Like that's all like, but the market gets that. 

[00:28:41] But when you're right, when you add the numbers back up to get to a really, to, to 
the fed's target, you need a massive accident unfold. And that is not priced on the other side at 
all. So you're right. When you try to put these forecasts together and say, well, what multiple am 
I willing to pay? 

[00:28:58] Knowing to your point that a [00:29:00] lot of this is gonna be absorbed in the 
margin and Right. I wrote that in 3D report, just to make the point that. Guys, you're coming off 
margins that were 21%. They were shockingly high relative to history. And Laura's giving you an 
environment again, take her base case and play with it a point or two. 
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[00:29:17] None of it's good, right? If it's three and one or kind of four and zero, right? Like 
these numbers are not conducive to a big equity multiple when the margins are under 
pressure. So I do think like that is the key point to me that if inflation, again, on the stickier side 
hangs around, it's a massive margin problem, right? 

[00:29:37] You kind of need deflation to fix the margin problem, but it wildly affects the top line 
in the process and Right, like we're, so I think if you don't think we're going back to kind of pre 
covid margin structure, then like, ugh, like tough. So hopefully we tackle that in a reasonable 
way. But I think, I mean, I think the point,and I do think Laura, [00:30:00] like you make a really 
good point that while at a headline level, inflation can come down, the nuances of how the 
economy's operating make it really tough. Without a really bad accident to really wipe out 
inflation. Again, just given labor force mismatches where these categories are, like food versus 
goods. It's just a tough construct.  

[00:30:26] Lara Rhame: Yeah, and I think this is something that is really zooming out in the 
macro framework, but something that I feel very strongly about is, this idea, I hear a lot of 
people say all the time, oh, inflation's gonna come back down to 2%. 

[00:30:44] There's this idea that somehow there's a steady state that inflation should be around 
2%, and that we're just naturally sort of gravitationally drifting back there. And I wanna call that 
[00:31:00] into question because really we, we had that over the last two decades. We're 
animals. We get used to that. we sort of get used to what we know. 

[00:31:11] But if you look back at a long view of history, we didn't exist in such a steady state 
with inflation predictably low, and predictably low. And I really wanna call that into question. I 
don't know why. To me, it's a failure of imagination to this knee-jerk run back to what we have 
experienced and hey, I hope we get there. 

[00:31:37] That's a world where monetary policy is also not volatile, right? And where returns 
can just really be significantly higher. It's an easier world for all of us who are investors, and 
policy makers. I think we need to really question why we are assuming that. because to me it 
doesn't, automatically and [00:32:00] I look back at the long lens of history and without a trend 
of growing and deeper global integration. If you unwind that to me, you blow up the backdrop 
for this very, easy, steady, state environment. And I think it gets a whole lot trickier going 
forward. So that's more of like a 2024, 2025 podcast, Ryan, but. I think we need to really 
seriously question that, and it means if we are in a world of more volatile inflation numbers, it 
means we get more volatile policy reaction, we get more volatile markets, we get lower P 
multiples. 

[00:32:41] All of those things are a world where, we're not automatically. easing back to this 
steady state.  

[00:32:48] Ryan Caldwell: Well, I mean, I mean, I'll just,I'll throw my hat into that argument. I 
mean, I think as I'm betting my career on it. Right. , we've talked so much about this and we've 
looked at the data. 

[00:32:59] Lara Rhame: Yeah. 

[00:32:59] Ryan Caldwell: And all your [00:33:00] great work on the great moderation, and then 
we've pulled it apart. How did it come together as you It was a moment in. Right.  

[00:33:09] Lara Rhame: Yeah.  

[00:33:09] Ryan Caldwell: That allowed, you had this generational shift in interest rates. Tax 
rates, right, and globalization. That allowed monetary policy, to your point, to become 
incredibly stable. 

[00:33:22] Lara Rhame: Yeah.  
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[00:33:22] Ryan Caldwell: And we ba you know, I kind of touched on it a bit  

[00:33:24] Lara Rhame: and incredibly accommodative. Yeah.  

[00:33:26] Ryan Caldwell: Wildly accommodative and easy.  

[00:33:28] Lara Rhame: Yeah.  

[00:33:28] Ryan Caldwell: And so you go, did they really beat anything or was it really just the 
global backdrop that allowed it to proliferate? And what you're saying is, and I wholeheartedly 
agree, is you just dropped a grenade on that. 

[00:33:38] So why would you assume it's gonna be the same going forward? As a matter of 
fact, I think your key point, and I like I want to emphasize this, is the volatility of the whole thing 
is probably the key point, which means you're never gonna see the multiples in margins that 
you saw in the last 20 years because the whole thing becomes, Again, it like, we've [00:34:00] 
talked about this a little bit because we have enough history to say this kind of what investing 
was like pre globalization, right? 

[00:34:06] You had cycles, they were violent, you had inventory cycles and inflation cycles and 
economic cycles and policy was volatile. Right? That just seems like where we're going back to, 
and it's not 23 times forward earnings, right? The peak we got through in June of 2021, like 
that,monster's over. So I think like...  

[00:34:27] Lara Rhame: not the zero, lower balance. 

[00:34:29] Yeah. That  

[00:34:29] Ryan Caldwell: is the key point. Like I think if you take anything away from this 
podcast, take that away. You shouldn't pay as much for what? For things as you used to and the 
volatility of things, everything, macro, micro, fundamental, they're all gonna get higher. So if the 
vol goes higher and the uncertainty goes higher in policy is uncertainty is always, is at a higher 
rate, then you don't really mean revert to this thing. 

[00:34:54] Laura, like, can we tickle the other side, which is like growth implosion, deflation. Like 
[00:35:00] what do you think you would need to see to go? oh. Right. Because the market's kind 
of said like, to get there, the Fed is just gonna break stuff. Like you can't point to one thing, 
right? And say this is how you get it. 

[00:35:12] It basically just raise it. Like the argument for this, and I'll admittedly say it's thin, is, I 
don't know. But I know they always break things and I know we had a bubble and there's gonna 
be second and third order effects. And so that's how I get below too. Right. There's no more 
specificity to it than that. 

[00:35:30] Lara Rhame: Yeah, and I think we, you obviously you've seen,the thin end of the 
wedge, be nft, be crypto, but these aren't the only markets that have suffered correction and 
stress because of it. I think a big, sort of tectonic rumbling that we're experiencing in markets is 
the volatility we're seeing in treasury markets. 

[00:35:50] at the same time that the Fed quantitative tightening, they are, their balance sheet. 
Renormalization is aggressive. They are pulling liquidity out. we see that [00:36:00] it's having 
an impact, in treasury market liquidity. And, we haven't talked about the possibility of a financial 
event that is more broad based than crypto, hitting. 

[00:36:11] Lara Rhame: And we may not have seen the end of the reverberations of the 
crypto,sort of implosion that we're seeing right now. So I think, Often when we see,a deeper 
recession, it has a financial component. And,I think if you ask me what keeps me up at night, it 
is some of these, it's the liquidity uncertainty in this bedrock market. Of the treasury market and 
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that is really what keeps me up at night. I just was pouring through the Fed's financial stability 
report that they released about a week and a half ago, and they conclude that, all of the 
problems in the treasury market can really be chalked up to, economic uncertainty and rate 
hikes. 

[00:36:53] Nothing about deregulation. Nothing about changing. Nothing about changing the 
plumbing of the banking system. Nothing about [00:37:00] quantitative tightening. Like there's 
stuff going on that we just do not have precedent for. And the moves that we're seeing in the 
treasury market do not have precedent. And to me that's really, something that... 

[00:37:10] it's always hard to try to put your finger on a black, what a possible Black Swan event 
would be, but I do think that, when I look back at periods where recessions end up being 
deeper, it is because. We see, a financial component to it.  

[00:37:26] Ryan Caldwell: No, I think, look, I think that's really well said. 

[00:37:28] And I do think, back to globalization, the other problem in the treasury market, as 
you see the foreign participation in these auctions, they're gone. Yeah. So like, again, that's 
another outcome of this de-globalization. And again, particularly ma and again, the Japanese 
aren't de globalizing, they have a massive currency problem. 

[00:37:45] Yeah, I was gonna say, the minute that Japan is intervening to support Theen, they're 
selling treasuries. So you know, that's it. And  

[00:37:54] so that's a fragility of structure problem. Back to your point about taking away the 
stability. All of a [00:38:00] sudden, like you interject volatility into these things and it just 
spiderwebs on you. 

[00:38:04] So I think that's such like that to me is the key point. Like I, I don't all know that I even 
need to call direction. Just knowing that like, man, the system's unstable and you're pulling 
liquidity out. Buyers are moving to different instruments for different reasons, economic and 
uneconomic, and when you run that through the pipe, The risk of accident or something, 
something to your point. 

[00:38:27] A very deep financial crisis. Again, you don't know the black swan, but the conditions 
that might be higher. I did want to, I wanted to throw this at you too, just to get your thoughts 
because I think it's been interesting, and again, I don't think this is a high probability outcome, 
but if you were to get into some financial weird deflationary tale cause something breaks, I've 
been surprised at how, and maybe they don't really think this, and you know these people far 
better than I do, but they've been very blase that if something [00:39:00] breaks, it's easy to fix. 

[00:39:01] Right. Almost like we've seen everything break. So like we know what to do when 
things break and those tools work really well. See March of 2020 See 08', 09', like we know how 
to pull the plane out of a tailspin. But Laura, I go back to your point about the mix is different 
though. Right. So is it as easy if they do break something to fix it as they claim to? At least 
Again, when you hear Jay at the pressers get that question, he's like, look, look, if something 
happens, like we know how to deal with that, it's fine. Right? And it's very blase. Do you think it's 
that easy or am like, am I just like tin foil hat on going, no, it's not gonna be that easy. But maybe 
it's,  

[00:39:42] Lara Rhame: like, save me from the overconfident central banker. 

[00:39:46] Ryan Caldwell: It's like, oh god, really? This seems hard.  

[00:39:49] Lara Rhame: You know... and I think we learned from covid if we've learned one 
thing, how? How fixed are we? the markets right, just suffered terribly. Our economy is wildly 
uncertain [00:40:00] inflation, totally out of the bag. I mean, if we've gotten one reminder over 
the last year, it's how much we all hate inflation. 
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[00:40:09] It eats wages, it eats savings. It eats your returns. I mean, so the fix for, two quarters 
of horrible growth is now like years of awful inflation , so I think,the fix is, there's no doubt that 
they just turn on the fire hose. It's liquidity, it's, rate cuts. 

[00:40:31] But the fix, I think, They've gone, the Fed has gone from a world in the nineties where 
the idea was to act as a stabilizer to, economic cycles. And I think one could argue that with 
these extraordinary policies, past rate hikes and all the balance sheet policies they enact, you 
could argue that they are now causing more instability than they are fixing. 

[00:40:58] And that's the problem. [00:41:00] They're over confide. is actually adding to 
volatility. And I think, talk about another outside risk that in a different,government or in a not 
too distant future, we get legislation clawing back powers from the Fed, it's an ex, they get into 
a world where there's a truly existential threat to them being able to sort of, poke their finger 
through financial markets and solve,impact all these different markets through these very 
specific, all these provisions that they put in and all of the, liquidity provisions that they have 
applied during the real downturn.  

[00:41:38] Ryan Caldwell: Well, and I even think like, look, just, going back to your earlier point 
about the structure of this thing is different and it's definitely different as the world is a bit de 
globalized. You go back and fire hose this thing again with liquidity because you have to pull it 
out of a tailspin, you're likely to create hyperinflation again almost immediately because of the 
food and energy channels. 

[00:41:58] Right? And you don't have [00:42:00] this globalization to smooth out. The 
absorption of the liquidity. Right. Like that all worked. the old Bernacky savings glut was great. It 
was great when we had a savings glut. Yeah. But it doesn't look like we're gonna get through 
this with some big capacity additions in places like food and energy and, my God, even things 
like semiconductors, like we're gonna get through it, but it doesn't look like you're gonna fix all 
the capacity issues. So if you had to kind of fire hose it you very quickly, again, back to the 
volatility, if you will, the economic cycle, you can fire the engine again, but then you're gonna 
very quickly have to tamp it down again. So I think your point is salient. Like the thing I'm trying 
to drive through, I think here, ultimately when I think about portfolio construction and like, and 
again, Laura guys has done a great job, like, writing about 60 40 and your 40 is really in trouble. 
And that was really salient. We kind of came through and said, so is your 60? And that's proven 
to be salient. Like the 60 was no good [00:43:00] either because the index construction. 

[00:43:02] But when I think about like the case you're kinda laying out, Laura, if we take the base 
case and go, even if it goes perfect. And you land the plane where growth doesn't really fall off 
a cliff. Inflation comes down some, but it's not so bad that it's like, and maybe it stays a little 
sticky high and that keeps the fed a little sticky high. 

[00:43:23] That just, I still think like vol is wildly underpriced, like the market has this sanguine 
outlook. That the equity risk premium's just gonna be okay in an environment that hasn't had to 
deal with in like 30 years. So I struggle with that. And like the thing, and here's my, and again for 
our listeners, I say this every time, just so you why I love Laura cuz she is a tra, she's a trader at 
heart. She grew up on a trading floor. Like here's my age old dilemma I'm gonna throw at you 
cause I've thrown at a couple of people lately and I've got you on the podcast. And here's what 
I've a here's what [00:44:00] I would ask you, and again, you're not held to this because we can't 
make you, although it would make you, here's your option s and p 500 or treasuries on three 
times leverage? 

[00:44:11] Which one are you picking for 2020? 

[00:44:19] Lara Rhame: All right. I'll go treasuries, I'll go treasuries, I'll go treasuries, and I think  

[00:44:23] Ryan Caldwell: that's what I did. But tell me why. Tell me why.  
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[00:44:26] Lara Rhame: Yeah, so I do, and quantitative tightening is still a black box, but I 
do,look ahead at a world where the Fed, it's a curve and version play. 

[00:44:38] I, treasures are talking about the long end here. I still think, and I'm not as quite on 
the, we're getting, we're all markets are already pretty close to the Bullard wall Waller. we're 
gonna, we're gonna keep ratcheting higher,world. But I do think that, long, long term yields 
peak. 

[00:44:56] Before the end of a fed rate hike cycle. and I think [00:45:00] that, long term yields 
are gonna continue as I think markets really start internalizing this lower growth world. We're 
gonna see, duration. Be interesting. I think it's gonna, there's, that's where the gains are gonna 
be.  

[00:45:15] Ryan Caldwell: Yeah. I mean, I think that's really well articulated and probably right. 

[00:45:20] My kind of thought when we were kicking around as a team and it was a little bit 
dumber than that, which was basically just back to your point about the first half of the year, the 
comps are really easy. So it's gonna look like it's falling fast almost regardless if the core, yeah, if 
you haven't really done much with the core, that'll be evident toward the back half of the year. 

[00:45:42] Right. That the core might be stickier as growth is coming unglued, right. Or slowing 
down. Again, if you think recession's more back half the year, I just made the comp bet. And 
just said the market's a dumb instrument. It's gonna see the comps coming in and inflation's 
easy. And the growth outlook, my guess in [00:46:00] the first part of the year is gonna be 
tough. 

[00:46:01] Right. Management's, I don't know how they guide 2023. Right? They're avoiding it 
like the plague, which tells me they don't want, yeah. Laura, that's the thing, like if you listen to 
kind of these three Q, earnings calls, like it was anything to talk about 2020. Right. They would 
guide the near quarter because they had to, but nobody wanted to give the annual guides, and 
there was so much trepidation in even the fourth quarter guide that like, again, your top. 

[00:46:27] I think you brought a really good point. Like managements are so sensitive to the top 
line, right? Yeah. They do everything based on what they think the top line's doing, and so it's 
decelerating, but maybe not fast enough to gut everything that you know. Right. In some 
places, like you said, where there's inventory, overhanging CapEx, it's going a little faster. 

[00:46:45] Like the metaverse, like Zak had to, cuz the stock killed him, so he had to pivot. But 
like elsewhere, right. The top line's pretty good and that's what managements respond to. So, 
Yeah, I think I like, I lay that out and go, Ooh, [00:47:00] right, I think I'm with you. I think like I 
just play the dumb trade for the first part of the year and say like, eh, inflation on a headline 
basis will come down quickly. 

[00:47:09] Duration on the long end. The market can dream that like you're invert and these 
inversions, Lara, to your point, are already extreme. I mean, my god these inversions are 
extreme. So I'm with you. I kind of said like treasuries levered for the first part of the year and 
call me when the front end starts to re steepen, right? 

[00:47:27] Because that's always where the pain comes. And your point is it just may not re 
steepen that much. And I think that's the key point, that if the curve can't really re steepen in the 
back half of the year, then like, ugh, front part of the year only gets some of this inversion play 
parallel shift down. 

[00:47:43] But if the curve doesn't start to re steepen at the front end because it stays a little 
sticky, that's a really tough environment.  

[00:47:50] Lara Rhame: And I think this again, Is the problem with the knee jerk reaction to look 
at the last sort of three rate hike [00:48:00] cycles and then sort of subsequent. Rate cutting 
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cycles, which occurred against a backdrop of incredibly low and low volatility inflation because 
the Fed would kind of raise 300 basis points and then they would cut 500 basis points. 

[00:48:18] And when they couldn't cut 500 basis points, they'd give you a couple trillion dollars 
in quantitative easing. And that is the model that markets are enamored with for obvious 
reasons, right? Yep. Feels really good. And I just think that this time around we are in a world 
where the, if there, I don't think that there will be the inflation backdrop to allow for that kind of 
rate cutting and. 

[00:48:49] If we get that level of rate cuts, which we may, because the Fed is also a mean 
reverting, consensus [00:49:00] driven entity, bless them, that it will, I think, could very easily 
just reignite inflation all over again. And we kind of get the seventies rolling right into the 
eighties that you had. 

[00:49:11] So to me that's really. the risk, I'm not as worried about them over tightening and 
causing some kind of recession. I think that's going to happen. I think we're, that's locked in. We 
need it to address inflation. I think the risk is that they overcut on the other side just because, to 
your point, sort of top line, markets are off to the races. 

[00:49:35] and that's what plays out, and that is a situation where they are gonna either really 
risk, overcuting. Which right now is, it could be really be a bigger problem even than the over 
tightening.  

[00:49:48] Ryan Caldwell: No, it's really well said. Like...  

[00:49:50] Lara Rhame: see, I'm seeing around the curve on another economic cycle and I 
sound like I'm crazy, but let's revisit it a year and a half and see where  

[00:49:59] Ryan Caldwell: [00:50:00] No, look I'm like, I'm with you. Like we've been kind of 
pounding the table that this cycle's fast. It doesn't look normal. Yeah. And right. it's gonna get 
you in ways you can't probably anticipate. And the backdrop that we've been operating under 
for 20 years is changing too. Right? So you have these shifting, you've got all the cyclical issues 
that you just highlighted, then all the secular issues that are kind of coming together in weird 
intersections. And so it's all just hard and so, Yeah, I think it, the two kind of big takeaways that I 
have just, and again for our listeners, like we, Lara and I don't coordinate this, like, I like to kind 
of hear how I read what she writes, and then I know how I can kind of riff into the discussion. 
But my two takeaways are, yeah, probably duration works better than it has this year, at least for 
a little while. 

[00:50:46] . And the second thing I have is like, vol, you have got to be ready for more vol. Yeah. 
And don't think that, The vol suppressed volatility is going to continue to be the right outcome. 
Whether that's currencies, whether that's [00:51:00] rates, whether that's equity, the equity risk 
premium, it all looks to me like vol is the right thing to be thinking about. 

[00:51:08] Ryan Caldwell: Again, Laura, I appreciate you kind of flushing out the base case and 
the tails because when you do it that way, you're like, wow, like the right tail case just isn't here 
yet. It's like hard to even frame it.  

[00:51:22] Lara Rhame: Absolutely. I mean, I think, the problem with the coming year is going to 
be the head fake that these inflation numbers are going to give us. 

[00:51:29] Ryan Caldwell: Agreed.  

[00:51:30] Lara Rhame: And, we've got all, we've got all the Fed speakers. The Fed doesn't 
mention financial conditions in their dual mandate. And yet to me, all they've managed to do so 
far with these rate hikes ss to suppress the interest rate sensitive demand and without a 
corollary reduction in the employment picture. 
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[00:51:58] Lara Rhame: Any sort of [00:52:00] drop in rates is just gonna reignite the fires of 
demand. It's just lets the oxygen back in the room and the flames come back to life. And so 
they are just going to…I don’t…it will determine whether it plays out an over tightening or just 
the higher for longer. At some point, the real problem is them needing to beat up market 
expectations of the rate cuts in the second half of the year. And you know what? Or they cut 
too much and we're back to the inflation raises. So either way, I think the second half of the year 
is gonna be truly tricky.  

[00:52:35] Ryan Caldwell: Well, I think that's probably a great spot to end it, because I think that 
was salient and really helpful, and again, I think for listeners what I would say is a lot of work to 
do. There is not an easy sort of close your eyes, blanket asset allocation, like mean reversion, 
that just, we’re not there at all yet. 

[00:52:53] Ryan Caldwell: The market is not giving you that setup and really, really anywhere. 
So, [00:53:00] Agreed. I think next year's a challenge, but probably a challenge for different 
reasons. And it's likely to be hard and harder for, hard for different reasons. And it might feel, to 
your point, I do think the biggest risk is the inflation peak rate, peak trade, lulls people into a 
sense of calm, if you will, that the worst is behind you. 

[00:53:21] Ryan Caldwell: And it just may not be. And I think that's really well said. And I, like I 
said, I think we leave it there. Because I do think you're getting that right, you're getting it right 
now. You're getting the rate peak inflation, peak trade right now. The market's revaluing itself, 
but to Lara's point, the way you get to the E just doesn't make any sense. 

[00:53:40] Ryan Caldwell: And when you kind of flush that out, you can't get there. So, we will 
be adjusting our funds accordingly. Lara, again, I appreciate your insights on these podcasts. I'd 
love to kind of bring it all together, macro and the funds.  

[00:53:52] Lara Rhame: Such a great discussion. Thank you.  

[00:53:54] Ryan Caldwell: That’s what we're doing. So have an awesome holiday. I'm sure I will 
see you before, if not, [00:54:00] and we love having you on. So thank you again for all the 
moments.  

[00:54:04] Lara Rhame: Absolutely. Thanks Ryan. 

[00:54:10] Ryan Caldwell: Thank you for listening to this episode of the 3D Report. If you enjoy 
what you heard, please subscribe to us on Spotify and Apple Music as not to miss this or any of 
the shows from the FS FireSide chat series.  

 


