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Bubbles, Babies, & Borrowing
During the second quarter of 2023, inflation grudgingly |[Nasdaq 100/Russell 2000 Ratio Is Highest in Decades
continued to moderate. The stock market, still awash in | e/

liquidity, celebrated. Big tech initially led the way as
expectations for future interest rates fell. Then ChatGPT
kicked off another season for big tech as Wall Street

decided artificial intelligence (Al) would result in the 5.0
imminent transformation of the world. Déja vu for those Le.0o
who watched the bubble formed in the late 1990s as the Lsoo

dot-com revolution seemed poised to change the world.
Lack of infrastructure (a large-enough fiber-optic
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pipeline) slowed that rollout by a decade. source: alsomberg Bloomberg @)

Valuation Ratio (EBIT/TEV): Top Decile Value / Universe =
While some of the benefits of Al will take place rapidly

and many of the optimistic Al visions will happen
eventually, technological transformations are frequently
more evolution than revolution. And although big tech -
may go higher before the bubble bursts, some s
constraint(s) unseen in this initial excitement will slow | :¢=
the trajectory of Al built into current pricing. - &
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On average, the stocks of the 200 or so large-cap
industry leaders we closely follow seem moderately-to- 3
significantly overpriced, primarily due to perhaps
unsustainably elevated interest rates. Moreover, the
broader market does not seem cheap. Equity markets | ¢ses 6 9 ;
appear to be having a “calm before the storm” moment. US Valso Fai -+ EAFE Valuo e
In investing, calm feels like certainty, which is great for
valuations, especially of those investments with widespread media | One-quarter of U.S. 40-year-olds have
coverage. The economy continues to grow, employment is strong, and THRIE WRRETINEL SR T . g
too-hot inflation is finally quietly moderating. But the Federal Reserve
is still tightening/raising interest rates. Although now at a slower pace,
this episode is the largest tightening since the 1970s. Unlike the 70s,
however, the US economy is less robust and rather fragile.
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In the 70s, baby boomers were landing their first jobs, launching their 20
families, and building houses, all activities that drove massive -
aggregate demand and economic growth. Today those same boomers
are retiring, selling their second/vacation homes, and downsizing. The
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boomers remain the “pig in the python” as they had more brothers and 5 &

sisters than children and their demographic continues to drive the

economy. Their children (Gen X and Y) are not getting married and L g e o = W

having children at the same rate. Pew recently reported that in 1980, | o ba e siomn o 1910 1980, 2010 ana 2021

6% of 40-year-olds had never married. Today that number is 25%. ensus and 2010 and 2021 American Community Survey (IPUA
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Demographics drive massive headwinds in the current economic environment. With slow growth comes low
interest rates that facilitate borrowing. A large portion of the growth seen over the last 20 years has been due
to the federal government’s spending and expansion as facilitated by debt issuance and/or money printing.
Moreover, the unprecedented flourish of debt added during COVID continues to keep the economy going even
today. It is actually amazing the US did not have more inflation. Can you imagine the inflation that would have
resulted from an inflation-adjusted $7B of deficit spending and Federal Reserve balance sheet growth in the
70s?

Debt: Delight, Debilitation, then Default FRED -/ — Federal govemment current expenditures: Interest payments
In today’s aftermath, businesses and homeowners 50

who borrowed 2-3 years ago through short-maturity
or variable-rate loans at around 1-3% are facing
refinancing and rate adjustments that bring their
interest rates up to 5-7%. This kind of rapid doubling
in debt expense is debilitating, sometimes
bankrupting. Unfortunately, our federal government
faces many of the same problems.
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Our federal government’s interest expense is now 10
19.3% of receipts, up from 13.5% one year ago. Its @
$31.5T debt is now 1.2x the size of our gross
national product and has an average maturity of 5.2 SULe S Breal (RECOHOMIc AT
years. This means that, on average, about $750B
must be refinanced each quarter. In doing so, the interest rate rises from approximately 1.9%-3.0% currently
paid on outstanding notes and bonds to 3.8%-5.5% for newly issued notes and bonds. In addition, another
roughly $350B of new issuance takes place each quarter just to fund the current deficit. Interest paid on each
new issuance is an entirely new expense for Congress.
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So roughly $1.1T of federal debt issuance is required each quarter, i.e., approaching $1B each week—all in a
non-recessionary environment! The approximate 2.0% increase in the interest rate paid on the $750B in
refinanced debt, plus 4.5% on the $350B of new debt, results in approximately $30B in additional interest
payments each quarter and thereafter. For perspective, continuing in this way for merely two years would raise
the interest payments on federal debt by nearly $1T annually, an amount equal to more than half of all
discretionary spending by Congress ($1.7T in 2022).

This debilitating growth in interest service expense is already happening. The Bureau of Economic Analysis
reported that from the first quarters of 2022 to 2023, interest payments by the federal government rose from an
annual rate of $603B to $929B, a $325B increase. This was a 54% rise in one year, increasing the average
interest rate paid on federal debt from 2.10% to 3.01%. As long as interest rates hold here or decline, the
eventual damage to the budget in the near future should peak at about $500B annually. It is a profound
imposition, illustrative of the fragility of our government’s functioning and our economic stability.
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We continue our visual depiction of monetary policy lags and their actual and projected impacts. (See our last
and prior quarterly letter). We have updated it here and will continue to track it through this economic cycle.

Fed Policy (Rates and QE) and Estimated Lag and Impact
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Sources: US Bureau of Labor Statistics, Consumer Price Index for All Urban Consumers: All ltems in US City Average Seasonally Adjusted [CPIAUCSL],
Board of Governors of the Federal Reserve System (US), Assets: Total Assets: Total Assets (Less Eliminations from Consolidation): Wednesday Level
[WALCL], and Federal Funds Target Range - Lower Limit [DFEDTARL], all retrieved from FRED, Federal Reserve Bank of St. Louis.

The rapid monetary policy tightening that took place in summer 2022 should begin to have a deeper impact in
the second half of 2023. In May, our internal measures of economic liquidity turned down rapidly. As described
earlier, the initial result of slowing inflation is seen as positive and will remain so until fear of slowing too much
takes hold. It should be an exciting and then possibly hazardous second half of the year for the markets.

Company selection remains at the forefront of our investment approach. However, the government’s growing
influence demands that portfolios be shaped by a solid understanding of the politically driven macroeconomy
and its impact on asset classes, especially during a crisis. The tune may change each year, but the rhythm of
the federal government and its bureaucratic and ever-increasing influence on markets continues. While “stocks
for the long run” remains as true as ever, for over 25 years Robinson Value Management has creatively sought
to mitigate equity risk in ways more effective and less damaging to returns than simply an “industry standard”
allocation to fixed income. We remain laser-focused on protecting and growing our clients’ purchasing power
in these uncertain times.

Amy Abbey Robinson, CIMA® RMA® Charles W. Robinson Ill, CFA®
amy@robinsonvalue.com charles@robinsonvalue.com

This newsletter is furnished only for informational purposes and contains general information that is not suitable for everyone. The information herein (or
attached hereto) should not be construed as personalized investment advice or considered as a solicitation to buy or sell any security. Investing in the
stock market involves gains and losses and may not be suitable for all investors. There is no guarantee that the views and opinions expressed in this
newsletter will come to pass and there is no assurance that any investment strategy will be successful. Diversification does not ensure a profit or
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guarantee against a loss. Although the information contained herein has been obtained from sources believed to be reliable, its accuracy and
completeness cannot be guaranteed. It is also subject to change without notice.

Indices are not available for direct investment. Investment in a security or strategy designed to replicate the performance of an index will incur expenses,
such as management fees and transaction costs, which would reduce returns. Past performance is not necessarily indicative of future results. For
additional information on Robinson Value Management, Ltd. (“RVM”), please contact us for a current copy of our firm brochure or our client relationship
summary (or click here for the Brochure and here for the CRS). Additional information regarding RVM and its principals is available on Investor.gov/CRS.

Robinson Value Management, Ltd. (“RVM”) is an independent investment management firm, not affiliated with any parent organization. RVM is a
registered investment adviser and serves both individual and institutional clients. RVM claims compliance with the Global Investment Performance
Standards (GIPS®). GIPS is a registered trademark of CFA Institute. CFA Institute does not endorse or promote this organization, nor does it warrant
the accuracy or quality of the content contained herein. To receive a complete list of all composite descriptions and/or a complete GIPS compliant
presentation, please call (210) 490-2545, email info@robinsonvalue.com, or go to our web site at www.robinsonvalue.com.

CFA® and Chartered Financial Analyst® are trademarks owned by CFA Institute. CIMA® and RMA® are registered certification marks of the Investments
and Wealth Institute. Other third-party marks and brands are the property of their respective owners.
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