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Climbing the Wall of Worry…Again. 
From Nancy Tengler, Portfolio Manager and Chief Investment Officer  

“God has a special providence for fools, drunks, and the United States of America.” 
-  Otto von Bismarck  

First, the good news.  

Growth in the digital economy is accelerating—now the fourth largest industry as a share of 
total GDP at 10.6%.  We have argued that this economy is analagous to the 1990s:  productivity 
driven, disinflationary growth. Once we get through this inflationary spike (see below) we 
believe the disinflationary pressure from technology-inspired improvements in productivity 
will resume.   

The importance of the digital economy should not be underestimated. Over the last decade, the 
average growth rate has averaged nearly 3x the growth in real GDP. Since 2010, digital has 
grown an average of 6.5% compared to the overall economy which grew at 2.3%. In 2020, 
digital produced a positive 2.2% in growth year-over-year, while GDP posted a negative print 
of -2.3% year-over-year.  

 

 
    Source: BEA and Cornerstone Macro, August 3, 2021 
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The digital economy is one of our favorite themes. We have written extensively about our focus 
on where the consumer meets digital and is also why we have increased our exposure to 
technology—most particularly the segment of the economy which represents the pipes and 
wiring of the cloud. Digitization improves productivity, which drives disinflationary growth—
approximately every 1% growth in productivity slows inflation by 0.5%. We are expecting 
2.5%-3.0% growth in productivity through the end of 2022. That’s good news for inflation. 

Companies are flush with cash, which bodes well for capex spending and continued 
productivity improvements.  Current cash on corporate balance sheets is hovering above $6.8 
trillion.  That is 45% above the five-year average level preceding the pandemic and up 2.6% 
Q/Q in 2021.  This money will be used to increase dividends, engage in stock buybacks, and 
fund capex budgets.  Tech capex spending, in particular, will be bullish for productivity and is 
now greater than 50% of total capex spending—a historical high.  In addition to the cloud, we 
are focused on cyber security and the omni-critical semiconductor space.   

Today’s ISM Manufacturing Purchasing Manager Index report was pretty darn good.  The 
disruption to the supply chain is still an issue, of course, “supply chain continues to be 
extremely challenging in a variety of categories.”  Purchasing managers report having to place 
orders many months out just to ‘get a place in line’.  But there was a great deal to like in the 
report as well. 

Fifteen of 18 manufacturing industries continued to grow. And, new orders were strong! 

     
  Source:  Cornerstone Macro, September 1, 2021 

Supply chain problems seem to be easing a bit as inventories rebuild modestly. But they have 
a long way to go and will likely drive economic growth in Q4 and into 2022 as manufacturers 
work to increase inventories.   
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Source:  Cornerstone Macro, September 1, 2021 

Real rates are negative, and given Fed Chair Powell’s Jackson Hole speech, we expect rates to 
stay lower for longer. Low yields and the seemingly insatiable demand for bonds from 
insurance companies and pension plans will be good for stocks for some time.  Witness Apple’s 
recent 40-year bond issuance.  The purpose, according to the company, was to spend on capex 
and among other things—share buybacks, which seem to be providing a floor to the 
market.  Stock buyback announcements now exceed pre-pandemic levels. We believe this is 
why stocks haven’t yet experienced the kind of overall correction we have been expecting. This 
floor is likely to remain in place for the next few years at least.  Of course, this doesn’t mean we 
can’t get a correction (see below) but if, and when we do, it is unlikely to last long.   

Fed Chair Powell delighted investors with his Jackson Hole speech. Personally, I thought it 
was one of his better speeches if, for no other reason, than he brought clarity to the opacity of 
Fed policy – pablum for the Wall Street crowd.  Tapering may begin prior to year-end.  We 
will be deliberate.  But don’t worry.  The consideration of a Fed Funds rate hike is in the distant 
future and not tied to the criteria the Fed is considering around tapering.  No, our criteria will 
be much more stringent. Hip hip hooray!  Lower for longer!  The market loved it. 

Consequently, we like convertible securities over bonds, stocks over both, and exposure to the 
metals and miners that will drive the planetary decarbonization revolution.  

Here is what we are watching.  

We have been expecting a correction for some time—it will be a buying opportunity. 

On February 12, 2020, we put in a place a hedge, buying puts against the SPY.  Nothing fancy. 
Thanks to a little bit of luck and a simmering worry that markets had reached overvalued levels, 
we felt the timing was right.  Our view was driven in large part by the fact that we were having 
difficulty finding cheap, high-quality stocks and instinct. Of course, we didn’t know that the 
shortest, sharpest bear market was looming on the horizon, but we did think stocks were due 
for a healthy correction.   
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We are getting that sense again and renewed our hedge. Check out the chart below from Chris 
Verrone at Strategas. It confirms our view that we may see a correction soon-ish. Bullishness 
as measured by American Association of Individual Investors bull/bear measure often peaks 
before the index. If the word “correction” makes you nervous, note the long-term trend of the 
chart is relentlessly upward.   

      Source:  Strategas, August 23, 2021 

Inflation maybe stickier than the Fed thinks. Last year at Jackson Hole, Fed Chair Powell 
announced the Fed’s intention to be data dependent on inflation rather than focused on 
forecasts.  In our view, this is dangerous because by the time the data reflect elevated levels of 
inflation it may be too late. Let’s not forget that the Fed was unable to achieve their previous 
target of 2% inflation for the last decade. They have underestimated the ferociousness of the 
current rate of inflation as well, raising their target rate twice since spring. Waiting for the data 
to confirm what consumers are experiencing on the ground (read: outside the Beltway) is tricky 
business.  

The Fed is focused on inflation expectations in addition to “the data”. We are not sure which 
metric Powell is looking at, but the University of Michigan inflation expectations recently hit 
ten-year highs. Inflation expectations are important to the growth in inflations because they 
become self-fulfilling as consumers pull purchases forward, driving prices up. This is an 
important metric we are monitoring.     

Though we are sanguine about the potential for disinflationary growth due to technology capex 
spending, digitization, and the ensuing productivity improvements, we believe inflation may 
be stickier for longer.  Taiwan Semiconductor recently announced chip price increases of 10-
20%, with the 20% hitting automakers. Unlike elevated used car prices which are softening, or 
energy prices which spiked and receded, this increase will permeate. There are likely to be 
many more increases like that.  

Stay tuned.    
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Bad policy out of D.C. has a way of crashing the best parties.  Regular readers of our work know 
that we are worried about policy mistakes increasing global tax rates materially.  In case you 
missed it, please read Mr. Magoo’s Washington. 

The House Democrats recently cleared a path for the passage of the $3.5 trillion budget bill 
and “human capital” bill.  The bill, as proposed, is rife with spending and tax increases.  It is 
too soon to tell what will stick but, with global taxes proposed to double, the impact will 
disproportionately affect software, semiconductor, biotech and medical technology companies.  
So far the only group which seems to be trading down in anticipation of these taxes as well as 
drug price regulation (also proposed) is health care, but we will be watching. Closely.  

Long-term we remain bullish, near-term we remain cautious.  We will be in touch.  

Nancy Tengler 

September 1, 2021 

Nancy Tengler’s Recent USA Today Articles   
Consider These Three Investments To Add To Your Portfolio (Aug 24) 
Volatility is Not a Bubble. Here’s Why the Market Will Likely Continue to Be Bullish (Feb 24) 
 
Nancy Tengler’s Recent Media Appearances 
S&P 500 Financials Up in August. Will It Continue in Sept? (CNBC, Sept 1) 
Why Nancy Tengler Likes Honeywell and Salesforce Stock (CNBC, Sept 1) 
Sector-By-Sector Stock Showdown with Nancy Tengler (CNBC, Aug 25) 
Nasdaq And S&P 500 Close at Record Highs (CNBC, Aug 25) 
Experts Weigh in On Market Concerns Amid Afghanistan Conflict (Fox Business, Aug 23) 
Traders Share the Sectors They’re Picking After Infrastructure Bill Passes Senate (CNBC, Aug 10) 
Chinese Stocks Stretch Comeback, but Trader Warns It May Not Last (CNBC, Aug 10) 
Common Thread of Companies Planning to Do Buybacks (CNBC, Aug 6) 
Takeaways From the Market (TD AmeriTrade, Aug 5) 
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https://laffertengler.com/consider-these-three-investments-to-add-to-your-portfolio-nancy-tengler-special-to-usa-today/
https://laffertengler.com/nancy-tengler-special-to-usa-today-volatility-is-not-a-bubble-heres-why-the-stock-market-will-likely-continue-to-be-bullish/
https://laffertengler.com/cnbc-trading-nation-sp-500-financials-up-in-august-will-it-continue-in-september/
https://laffertengler.com/cnbc-trading-nation-why-nancy-tengler-likes-honeywell-and-salesforce-stock/
https://laffertengler.com/cnbc-rapid-fire-sector-by-sector-stock-showdown-with-nancy-tengler/
https://laffertengler.com/cnbc-closing-bell-nasdaq-and-sp-500-close-at-record-highs/
https://laffertengler.com/fox-business-making-money-experts-weigh-in-on-market-concerns-amid-afghanistan-conflict/
https://laffertengler.com/cnbc-trading-nation-two-traders-share-the-sectors-theyre-picking-after-infrastructure-bill-passes-the-senate/
https://laffertengler.com/cnbc-trading-nation-chinese-stocks-stretch-comeback-into-day-two-but-trader-warns-it-may-not-last/
https://laffertengler.com/cnbc-the-exchange-common-thread-of-companies-planning-to-do-buybacks/
https://laffertengler.com/td-ameritrade-takeaways-from-the-market-august-5-2021/
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THE LAFFER TENGLER INVESTMENTS DISCIPLINE 

Discipline is key to sustainable long-term total returns: 

• At Laffer Tengler Investments we use two, time-proven stock valuation metrics (both pioneered by 

our team) that are consistent and robust indicators of value:  Relative Dividend Yield (RDY) and Relative-

Price-to-Sales Ratio (RPSR). 

  

• Why not use earnings like almost everyone else?  Because earnings are often an unreliable indicator 

of value. In May of 2016, I published the following:   

 

Earnings reported by corporations have always been subject to the vagaries of accounting gimmickry.  

You don’t have to be a novice to scratch your head at the way managements (or governments for that 

matter!) account for various items.   
 

A recent case in point:  The Wall Street Journal (Thursday, February 25, 2016) reported that according 

to FactSet, pro forma earnings for S&P 500 companies rose 0.4% in 2015.  Using generally accepted 

accounting principles or GAAP, earnings per share actually fell 12.7% in 2015 (this according to S&P 

Dow Jones Indices).  The author’s point is that according to GAAP earnings, investors are paying a great 

deal more for stocks than they think.  The price-to-earnings ratio (P/E) on pro forma earnings (which is 

the most commonly accepted method) is 17x 2015 earnings.  But when GAAP earnings are considered, 

the P/E jumps to more than 21x.   

 

It is important to remember that the P/E ratio for any given stock is only as good as the price input (a 

fact) and the reported earnings input (apparently not a fact at all). 

   

• RDY measures the yield of a 

particular stock compared to the yield 

on the S&P 500 and does so over long 

periods of time.  Since a stock’s relative 

yield and relative price are inverse, we 

can generally conclude that as a stock’s 

yield is rising, its price is declining—

similar to a bond.  Consequently, a 

rising RDY provides an opportunity for 

investors to at least consider an 

underperforming, cheaply valued stock 

for purchase.  

• Company managements and boards of directors pay the dividend out of free cash flow, not earnings.  

In maturing U.S. companies these seasoned professionals often operate within a “dividend paying 

culture” and set the dividend as a portion of long-term, sustainable real earnings power because 

management teams are loathed to cut dividends. 
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• The relative nature of the RDY metric is also important because it measures the relative 

attractiveness of a stock compared to its own history and compared to the S&P 500. (In 1992, I co-

authored Relative Dividend Yield, Common Stock Investing for Income and Appreciation with Tony 

Spare) 

 

• RPSR: In fallen-angel growth companies where the dividend is less of a factor in management’s 

calculus, we look at sales—a fact.  Rarely are sales manipulated and when they are someone usually goes 

to jail.  The price-to-sales ratio measures 

how much investors are paying for a unit 

of sales, the relative price-to-sales ratio 

reveals what investors have historically 

paid for a particular company’s sales 

compared to what they are paying for the 

sales of all the companies in the S&P 500.  

In 2003, I authored New Era Value 

Investing, John Wiley & Sons where I 

outline the benefits of RPSR in stock 

selection. 

• Discipline, in summary, is the only way to navigate volatile markets. We remain disciplined and 

over time that consistency generates excess return.  

 

Fundamental Research reduces the ownership of terminally cheap companies:  

Meet the 12 Fundamental Factors. 

Our proprietary research approach analyzes fundamental qualitative and quantitative factors. 
 

• Qualitative Factors:  Catalyst for Outperformance, Franchise Value & Market Growth, Top 

Management/Board of Directors. 
 

• Quantitative Factors:   Sales Growth, Operating Margins, Relative P/E, Positive Free Cash Flow, 

Dividend Coverage/Growth, Asset Turnover Ratio, Use of Cash (buyback, debt, div.), Leverage, Financial 

Risk. 
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General Disclosures  

Advisory services offered through Laffer Tengler Investments, Inc. Information and commentary provided by Laffer 
Tengler Investments, Inc. (“Laffer Tengler”) are opinions and should not be construed as facts. The market 
commentary is for informational purposes only and should not be deemed as a solicitation to invest or increase 
investments in Laffer Tengler products or the products of Laffer Tengler affiliates. The information contained herein 
constitutes general information and is not directed to, designed for, or individually tailored to, any particular 
investor or potential investor. This report is not intended to be a client-specific suitability analysis or 
recommendation, an offer to participate in any investment, or a recommendation to buy, hold or sell securities. Do 
not use this report as the sole basis for investment decisions. Do not select an asset class or investment product 
based on performance alone. Consider all relevant information, including your existing portfolio, investment 
objectives, risk tolerance, liquidity needs and investment time horizon. There can be no guarantee that any of the 
described objectives can be achieved. Laffer Tengler Investments, Inc. does not undertake to advise you of any 
change in its opinions or the information contained in this report. Past performance is not a guarantee of future 
results. Information provided from third parties was obtained from sources believed to be reliable, but no 
reservation or warranty is made as to its accuracy or completeness. 
  
Different types of investments involve varying degrees of risk, and there can be no assurance that any specific 
investment will be profitable. The price of any investment may rise or fall due to changes in the broad markets or 
changes in a company’s financial condition and may do so unpredictably. Laffer Tengler Investments, Inc. does not 
make any representation that any strategy will or is likely to achieve returns similar to those shown in any 
performance results that may be illustrated in this presentation. 
 
There is no assurance that a portfolio will achieve its investment objective. 
  
Definitions and Indices 
 
The S&P 500 Index is a stock market index based on the market capitalization of 500 leading companies publicly 
traded in the U.S. stock market, as determined by Standard & Poor’s. 
Unless otherwise noted, index returns reflect the reinvestment of income dividends and capital gains, if any, but do 
not reflect fees, brokerage commissions, or other expenses of investing. Investors cannot make direct investments 
into any index. 
  
Laffer Tengler Investments, Inc. is a Registered Investment Advisor. Registration with the SEC or a state securities 
authority does not imply a certain level of skill or training. Laffer Tengler’s advisory fee and risks are fully detailed 
in Part 2 of its Form ADV, available on request. 
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