Happy New Year!

January, 2023

Fund Update: The Forester Value Fund which pairs great large value stocks with tactical
downside protection was once again positive in 2022 in a difficult equity market. The Fund
was also positive in other down equity markets in 2018, 2008, 2002, 2001 and 2000.
The Fed has been busy fighting inflation by raising interest rates from 0.25% to around
4.50% in 2022. The has been the fastest increase in interest rates in years. Some
economists such as the famous John Taylor from Stanford University have stated that rates
could go as high as 6% to tame inflation. The second headwind will be what happens to
earnings.

Investors are told “don’t fight the Fed.” This saying generally comes out when the Fed is
lowering rates or doing QE. But it is seldom heard when the Fed is raising rates or slowing
the money supply, M2.
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Valuations remain quite high and are still nearly as high as it was in 2000 (chart is similar to
adjusted market cap/GDP). Famed value investor Jeremy Grantham has called this market
a “superbubble,” similar to the other three superbubbles of 1929, 1989 (Japan) and 2000.
At the start of 2022, Grantham forecast that the stock market could lose 50% like the other
superbubbles. Profitless companies have already fallen over 60%.
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About 90% of the drop in the stock market can be attributed to the increase in interest rates.
While the market has been pricing in higher interest rates, it is not pricing in declines in
earnings. Many people think that when the Fed pivots, the market will take off again.
However, most of the market downside happens after the Fed pivots (second chart below).
Therefore, we are focusing on what happens to earnings.
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When the Fed pivots, the market goes down more due to earnings falling.

Real wages are not keeping up with inflation. This will impact what consumers can buy
going forward. If consumers slow down, we have a recession and companies have to cut
back. Those cuts are operationally leveraged, which hit earnings and starts a downward
spiral.

One ominous chart is consumer credit versus personal savings. Over the past year credit
card usage is up strong while personal saving is down hard. The savings rate is below the
2008 era. This implies that consumers are trying to keep their standard of living up by using
their credit cards. This only lasts so long. While we do not know when credit card spending
rolls over like in 2008, we are closer now than at the beginning of 2022.
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Real Investment Advice looked at what might happens to earnings and therefore the market
in a recession scenario. While investors can use their own assumptions about what
happens to earnings and what those earnings are valued at (P/E), this is a good framework
to use to see what kind of downside might be ahead.

The chart below says that the Philly Fed future nominal orders implies that S&P 500 eps
may drop 25%.
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Goldman Sachs shows what earnings declines have looked like in past recessions.
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Some other charts by Real Investment Advice show what maximum eps drawdowns were
in prior recessions and that EPS growth is still 20% over long term growth trend.
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So the big question is will there be a recession and, if so, how much will eps decline? The
Conference Board Leading Indicators is flashing red.

Both Services and Manufacturing PMIs are below 50 which implies contraction.

When interest rates were zero, stocks didn’t have much competition from bonds. But now
with investment grade interest rates around 6%, there is an alternative to stocks. As such,
investors start looking at expected returns from stocks based on starting valuations and eps
growth. In the current atmosphere, starting valuations are very high and eps growth is
negative or slowing. Investors start requiring higher expected returns to be interested in
buying stocks. The only way to improve expected returns is for some combination of stocks
going down, eps growth improving or bond rates going down.
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John Hussman estimates that in order for the S&P 500 to return to an expected 10% nominal
return stocks would have to fall almost 70% from their highs.

The tech bubble, in 2000, took around 3 years to unwind. The Japanese Nikkei stock
bubble, in 1989, took about 3 years to unwind. We think it will take a similar time for our
markets to reach equilibrium.
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REAL ESTATE
Mortgage rates have climbed this year going from around 3% to over 6%. While nationally,
home prices have not declined, the trend on growth is definitely down. Also, increased
mortgage rates, like increased treasury rates, work with a lag of around 6 to 12 months.
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The pending home sales index has seen the largest year over year percentage drop in 20
years, more than even 2008

Historically, when real estate growth has fallen this far, we were starting a recession.
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Also, one way for consumers to keep consuming is to do a cash-out refinance on their house.
But with mortgage rates doubling, that option is closed.
MBA refinance index

We think 2023 will be an interesting year. There is a wide range of opinions on what will
happen to earnings this year as well as if we will have a recession. Our goal is to navigate
this uncertainty and provide a positive return.
LOOKING FORWARD
We try to produce the best risk-adjusted returns available. As risks have increased, we have
increased our protection. If risks subside or are priced in, we will gladly reduce our
protection. But until the market more fully reflects these risks, we will remain cautious.
Best regards,

Thomas H. Forester
CIO and Portfolio Manager
For more complete information on the Forester Funds, including charges and expenses,
obtain a prospectus by calling 1-800-388-0365 or visiting www.ForesterValue.com. The
prospectus should be read carefully before investing.
The foregoing does not constitute an offer or recommendation of any securities for sale. Past performance is not indicative of future
results. The views expressed herein are those of Thomas Forester and are not intended as investment advice.
Copyright © 2023. All rights reserved.
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