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Bets on Extended Low Volatility Backfire

Rising Inflation is a Threat to Market Valuations
As we have mentioned in past notes, there is an

inverse relationship between levels of inflation

and what investors are willing to pay for future

corporate profits (i.e., valuations decline as

inflation and the discount rate applied to future

cash flows increases). For this very reason,

increasing concern about rising inflation, as well

as the Fed’s response to it, appears to be one of

the primary factors contributing to last week’s

correction. Although current valuations remain

slightly above longer-term averages, history

suggests that the market should remain on

relatively firm ground as long as inflation remains

moderate and stable. And while recent inflation

estimates have increased from historically low

levels, current levels remain moderate at only

2.1% annualized. At this point in the cycle, the

more important question is whether future

corporate profits will surpass future inflation.

February’s market correction proved to be a

painful experience for a group of investors who

believed that abnormally low stock market

volatility would persist. The Velocity Shares Daily

Inverse VIX Short-Term Exchange-Traded Note

(XIV), an instrument allowing investors to profit

from a decline in the CBOE Volatility Index,

crashed to zero as stock market volatility surged.

The product will be discontinued due to the sharp

losses suffered over a very brief ten-day period.

Indeed, some market pundits have argued that

the unwinding of the XIV (and similar leveraged

products) was responsible for the severity of last

week’s downdraft. Although it’s difficult to fully

ascribe meaningful swings in the market to the

activities of any one group of investors, this

episode is a stern reminder that long periods of

low volatility often lead to investor complacency
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The True Cost of Eating Out

Historical Length of Recovery from Market Drawdowns

While spending a dollar or two more on breakfast

every day may not seem like much, the numbers

add up over the course of a year. The daily cost of

eating oatmeal for breakfast in the comfort of your

own home is a mere $0.16. Conversely, stopping

at McDonald’s or Starbucks for the same meal on

your way into work would cost you $1.99 and

$3.45 per day, respectively. If we extrapolate those

costs to cover five days per week and fifty-two

weeks per year, we end up with a significantly

larger difference; approximately $42 to eat oatmeal

at home, $517 to eat oatmeal at McDonald’s, and

almost $900 to eat oatmeal at Starbucks.

A correction is typically defined as a stock market

decline of between 10% and 20%, while a bear

market is typically defined as a stock market

decline of least 20%. Corrections are rather

common, occurring approximately once per year.

In most cases, corrections offer an opportunity

for investors to find attractive entry points for

stocks. However, reflexively “buying the dip” is

not without risk, as any benign correction could

ultimately transform into a more serious bear

market. Despite this lingering concern, a bear

market is most often associated with a recession,

and the current economic environment remains

favorable, characterized by accelerating economic

growth and moderate inflation
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Contact: If you have any questions or comments, please do not hesitate to contact us at 703.992.6164. For more information about Harbour

Capital Advisors, please visit our website at www.harbourcapitaladvisors.com.

Disclosure: Harbour Capital Advisors, LLC (“HCA”) is an SEC-registered investment adviser located in McLean, Virginia. HCA and its

representatives are in compliance with the current filing requirements imposed upon SEC-registered investment advisers by those states in which

HCA maintains clients. HCA may only transact business in those states in which it is registered or qualifies for an exemption or exclusion from

registration requirements. A direct communication by HCA with a prospective client shall be conducted by a representative that is either registered

or qualifies for an exemption or exclusion from registration in the state where the prospective client resides. For information pertaining to the

registration status of HCA, please contact the SEC or the state securities regulators for those states in which HCA maintains a notice filing. A copy of

HCA’s current written disclosure statement discussing HCA’s business operations, services, and fees is available from HCA upon written request.

HCA does not make any representations or warranties as to the accuracy, timeliness, suitability, completeness, or relevance of any information

prepared by any unaffiliated third party and takes no responsibility therefor. All such information is provided solely for convenience purposes only

and all users thereof should be guided accordingly. Past performance may not be indicative of future results. Therefore, there can be no assurance

(and no current or prospective client should assume) that future performance of any specific investment or investment strategy (including the

investments and/or investment strategies recommended or undertaken by HCA) made reference to directly or indirectly by HCA will (i) be suitable or

profitable for a client or prospective client’s investment portfolio or (ii) equal the corresponding indicated historical performance level(s). Different

types of investments involve varying degrees of risk. Historical performance results for investment indices and/or categories generally do not reflect

the deduction of transaction and/or custodial charges, the deduction of an investment management fee, or the impact of taxes, the incurrence of

which would have the effect of decreasing historical performance results. The material contained herein is provided for informational purposes only

and does not constitute an offer to buy or sell or a solicitation of an offer to buy or sell any option or any other security or other financial

instruments. Certain content provided herein may contain a discussion of, and/or provide access to, HCA’s (and those of other investment and non-

investment professionals) positions and/or recommendations as of a specific prior date. Due to various factors, including changing market

conditions, such discussion may no longer be reflective of current position(s) and/or recommendation(s). Moreover, no client or prospective client

should assume that any such discussion serves as the receipt of, or a substitute for, personalized advice from HCA, or from any other investment

professional. HCA is neither an attorney nor an accountant, and no portion of the content provided herein should be interpreted as legal,

accounting, or tax advice. The tax information contained herein is general in nature and is provided for informational purposes only. HCA does not

provide legal, tax, or accounting advice. HCA cannot guarantee that such information is accurate, complete, or timely. Laws of a particular state or

laws which may be applicable to a particular situation may have an impact on the applicability, accuracy, or completeness of such information.

Federal and state laws and regulations are complex and are subject to change. Changes in such laws and regulations may have a material impact

on pre– and/or after–tax investment results. Rankings and/or recognition by unaffiliated rating services and/or publications should not be

construed by a client or prospective client as a guarantee that he/she will experience a certain level of results if HCA is engaged, or continues to be

engaged, to provide investment advisory services, nor should it be construed as a current or past endorsement of HCA by any of its clients. Rankings

published by magazines, and others, generally base their selections exclusively on information prepared and/or submitted by the recognized adviser.

http://www.harbourcapitaladvisors.com/

