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 The thing we like to avoid most in investing is binary outcomes, or situations where there are only two 
possible outcomes. In these situations, investing boils down to more of a coin flip than a careful measurement of 
risk and potential reward. Investing in a binary stock or broader market is more a game of luck than skill. Where 
your outcomes signify fortune (or a lack thereof) more so than foresight. Unfortunately, a binary market is 
essentially the environment we find ourselves in today.  
 
 On the one hand, if inflation continues to moderate and economic data holds up along with company 
earnings, then stocks should perform well. If, on the other hand, inflation data proves stickier or more volatile, the 
Federal Reserve hikes interest rates higher and for longer than expected and company earnings begin to deteriorate, 
then stocks will probably remain range-bound until the outlook improves. 
 

The key outcome determinants have proven almost impossible to handicap for even the most esteemed 
economists and investors the past several years. Nor do market reporters agree on how to frame data. For instance, 
see the below headlines this morning from both the Financial Times and Axios regarding today’s higher than 
consensus inflation report for January.1 Is inflation “slowing” at a more moderate pace, or did prices “rise at a faster 
pace”?  
 
 

 
 
 
Again, binary outcomes make for a challenging investment environment. We are more comfortable seeking 

opportunities where even if things don’t work out as hoped, valuations provide support to the price (known as a 
“margin of safety”). There are certainly individual stocks where that’s the case (where low valuations have largely 
discounted a high degree of negative news that is unlikely to materialize in full). But, for most part, the narrative 
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the first month of the year was that moderating inflation would lead to moderating monetary policy, that the 
economy was doing fine, and stocks would mount a comeback – a “soft-landing” for the economy and markets. 
 

Over the last week, though, it seems as if this narrative is being reconsidered in light of new economic data.  
For the most part, bonds and stocks have digested the news without too much damage, but changing expectations 
could prove to be a short-term to intermediate-term headwind.  

 
Fortunately, there’s a good alternative to stocks if one wants to deploy capital: U.S. Treasuries. Right now, 

there is something akin to a margin of safety in government bonds and bills. Where high rates of interest – 
particularly for securities maturing in the next two years – compensate for continued upside inflation risk. 

 
Receiving a nearly 5% coupon (tax-preferred) for a year to “wait and see” how major market themes evolve 

might have an opportunity cost relative to stocks, but at least the outcome isn’t binary. Short of a catastrophic default 
(which despite the Debt Ceiling gamesmanship, we don’t expect), holders of U.S. Treasuries will get paid back. 

 
 

 
 
 
 Advocating for an allocation to fixed income – specifically U.S. Treasuries – with excess cash is not a call 
to sell out of core equity positions. We continue to believe portfolios should remain invested for the long-term and 
do recommend taking advantage of any market and valuation dislocations in single stocks or industries where prices 
have departed from fundamentals (we are happy to discuss such opportunities). Rather, we just want to point out 
that perhaps the greatest risk/reward opportunity right now is not in stocks for a change. 
 
 Over a year’s time horizon and in consideration of all the potential for continued volatility due to the path 
of economic data, monetary policy and geopolitical developments, we think it’s hard to beat a 5% reward with close 
to 0% risk. This is more of a non-binary outcome. The type of which the reward is asymmetric with the risk. 
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As always, please reach out if you would like to discuss your portfolio and any of the ideas in this month’s 
letter. We hope you and your families are all well. 

 
 

Sincerely,  
 
 
 
Peter Karmin   Stuart Loren 
Managing Member  Director 
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1 Financial Times and Axios (Feb. 14, 2023). All data herein sourced from Bloomberg unless otherwise cited. 
 
This letter is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer 
or solicitation to buy or sell any securities or to adopt any investment strategy. The opinions expressed are as of the date noted 
above and may change as subsequent conditions vary. The information and opinions contained in this letter are derived from 
proprietary and nonproprietary sources deemed by Fort Sheridan Advisors LLC (“Fort Sheridan”) to be reliable, are not 
necessarily all-inclusive and are not guaranteed as to accuracy. As such, no warranty of accuracy or reliability is given and 
no responsibility arising in any other way for errors and omissions (including responsibility to any person by reason of 
negligence) is accepted by Fort Sheridan, its principals, employees, agents or affiliates. This post may contain “forward-
looking” information that is not purely historical in nature. Such information may include, among other things, projections 
and forecasts. There is no guarantee that any forecasts made will materialize. Reliance upon information in this post is at the 
sole discretion of the reader.  
 
Please consult with your Fort Sheridan financial advisor to ensure that any contemplated transaction in any securities 
mentioned in this letter align with your overall investment goals, objectives and tolerance for risk. In addition, please note that 
Fort Sheridan, including its principals, employees, agents, affiliates and advisory clients, may have positions in one or more 
of the securities discussed in this communication. Please note that Fort Sheridan, including its principals, employees, agents, 
affiliates and advisory clients may take positions or effect transactions contrary to the views expressed in this communication 
based upon individual or firm circumstances. Any decision to effect transactions in the securities discussed within this 
communication should be balanced against the potential conflict of interest that Fort Sheridan Advisors has by virtue of its 
investment in one or more of these securities.  
 
Additional information about Fort Sheridan is available in its current disclosure documents, Form ADV and Form ADV Part 
2A Brochure, both which are available without charge by contacting Fort Sheridan toll-free at 866-559-9700. You may also 
request copies by email at info@fortllc.com, or access the documents online via the SEC’s Investment Adviser Public 
Disclosure (IAPD) database at www.adviserinfo.sec.gov, using CRD# 151139 or SEC# 801-70517.  
 
Fort Sheridan neither provides investment banking services nor engages in principal or agency cross transactions. All 
securities transactions are effected through Western International Securities, Inc. and Fidelity Brokerage Services LLC. Fort 
Sheridan is not an affiliate of Western International Securities, Inc. or Fidelity Brokerage Services LLC. 
 
Investing involves risks, including the possible loss of principal and fluctuation of value. Past performance is no guarantee 
of future results. 
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