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DoubleLine’s Jeffrey Sherman: 2 Wild
Cards That Could Derail the Economy
by Jane Wollman Rusoff

“Investors need to be worried about inflation. But
it’s not a stagflation world yet,” Jeffrey Sherman,
deputy chief investment officer at DoubleLine, tells
ThinkAdvisor in an interview.
“The best asset class to hedge against inflation is
commodities,” he argues.
The lead portfolio manager for multi-sector and
(Credit: Allison Bell/ALM)

derivative-based strategies at DoubleLine, of which
Jeffrey Gundlach is CEO, Sherman forecasts inflation next year at about 3.5%. The current rate is 5.4%.
As for the stock market and overall U.S. economy, both will further “moderate.” But “that doesn’t
mean we’re going into a contraction,” Sherman,
based in Los Angeles, says.

In our interview, Sherman discusses two big wild

In fact, his outlook for the corporate-environment

cards that, he says, could derail the economy. And

economy for the next 12-18 months is, in his own

because of interest-rate risk, he continues to rec-

words, “pretty rosy.”

ommend caution in the corporate bond market.

Next year, he expects 3%-4% growth even as
earnings growth will slow, he predicts.
A chartered financial analyst, Sherman was
named one of “10 Fund Managers to Watch” by
Money Management Executive Magazine in 2018.
On his popular biweekly podcast, “The Sherman
Show,” he interviews a wide range of guests, re-

As for the surprise U.S. labor shortage, employers need to give workers incentive to return to
jobs — like better compensation — since “labor
has the upper hand for a little bit.”
ThinkAdvisor interviewed Sherman, formerly a
portfolio manager and quantitative analyst at TCW,
on Oct. 14.

cently including the founder of a firm that helps

Speaking by phone from Los Angeles, he was

companies deal with anti-money laundering for

straightforward, if not hopeful, about ending the

cryptocurrencies.

coronavirus pandemic when he said:
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“If we get herd immunity, [it] becomes [eventu-

We’re in about the fifth or sixth month of infla-

ally] just like the common cold. That’s ultimately

tion, running at an annualized rate year-over-year

what we’re gunning for and what the vaccines and

of about 5%. Some of the drivers are likely to be

herd immunity are about.”

transitory, such as airline tickets and hotel prices.

Here are excerpts from our conversation:
THINKADVISOR: What’s your broad assessment
of the U.S. economy?

The Fed has in fact stopped using the term transitory. So it seems to have changed its tune.
Even though many transitory things will sub-

JEFFREY SHERMAN: The economy has become

side over the nearer term, at some point next year,

a different economy over the last 20 months. There

other parts that are bigger components of the CPI

will be pluses and minuses to that.

[Consumer Price Index] will start to increase.

What’s your outlook for the economy for the
next 12 to 18 months?
For the corporate environment, pretty rosy. I’m

Next year we’re probably talking about inflation
in the mid-threes — 3.5%, though it’s very hard to
forecast right now because of all the uncertainty.

more sanguine than most. Just because the earn-

Some have been worrying lately about the spec-

ings rate growth decelerates, it’s still growing. The

ter of “stagflation” because of the inflation rate.

economy expands 3% to 4% next year on a real basis.

Are we headed there?

Now, that doesn’t sound like a recession. Earn-

We’re not in a stagflation world yet. The word

ings aren’t going to grow as fast, but they’re still

stagflation makes people think of the late ’70s,

going to grow.

early ’80s, with double-digit inflation and relatively

We’ll be fine from an economy standpoint, and
asset prices will readjust to the environment that
we’re in.
The stock market and economy will [further]
moderate, but that doesn’t mean we’re going into
a contraction.
When did the U.S. emerge from the recession of
2020?
The National Bureau of Economic Research de-

low growth rates.
Next year is expected to be in the 3% to 4% range
of real GDP growth. If inflation comes down a little
bit and we get the right mix of growth with inflation, I don’t think it’s stagflation.
But inflation is likely to stay elevated. What should
be on investors’ minds is that if you’re just sitting in
cash, you don’t have the ability to outstrip inflation.
Cash yields zero.

clared in July 2021 that the recession was over in

Investors need to own some things that are cor-

April 2020. It was the shortest recession on record:

related to inflation, and the best asset class that

Started at the end of February, ended at the end of

does that well is commodities. It isn’t bonds.

April.
What are wild cards that can derail the economy?
Significantly higher inflation or the resurgence of
the coronavirus.
Investors need to be worried about inflation.

What’s a good hedge against inflation, then?
One way is to have a 5% to 10% allocation to commodities.
What about labor’s challenge to the economy?
You’re seeing labor demanding more in terms of
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wages, benefits, flexibility as to where they work —

The default risk is relatively benign, which is re-

they don’t want to go to the office, maybe, all the

flected in the spread. Spreads are really tight by

time. People want to change careers.

historical standards.

So there’s a different dynamic that’s taking place;

For people who do want exposure to corporate

and, obviously, wage pressure is underneath all of

America, I like things such as bank loans, parts

that. If it continues, it could put a little bit more up-

of the CLO [collateralized loan obligation] mar-

side to the inflation number as well.

ket, which packages up bank loans and things that

What needs to be done about the labor shortage?

have lower interest-rate sensitivity, like residential

There aren’t enough people in the unemployed

mortgage-backed securities.

labor force to fill the roughly 10.5 million jobs that
are available. So you need a way to incentivize people to come back into the labor force.

Asset-backed securities, such as loans, are attractive because they float.
They don’t have a fixed coupon; they have a cou-

In some industries, wages are going to have to

pon that’s tied to the Libor rate. That means each

increase to incentivize people to work. But labor

quarter, they reset. That dials down interest-rate

has the upper hand here for a little bit.

sensitivity.

Regarding this, what will you keep an eye on
over the next couple of months?
I’m going to watch what retail sales look like —
consumption data. Now that benefits have expired,
we’re seeing challenges.
What are your thoughts about interest rates?
They’re still too low. Next year you should see the
10-year Treasury north of 2%. So investors need to

So these assets look pretty attractive today, given
that we currently have a benign default environment.
Please discuss the economic threats now associated with the coronavirus.
COVID-19 will be around in 2022, unfortunately.
What could go wrong is that you can get more new
contagious variants and breakthrough cases.

be cautious on their interest-rate exposure in the

Will that upset the economy?

fixed income market.

It absolutely can. But the damage of shutting

When we talked in February, you warned about

down the economy and forcing everyone to stay

the corporate bond market. Are you still calling

home is greater, for a society, than some people

for caution?

getting sick and, unfortunately, dying.

Yes. The caution I see is due to the interest rate

If we get herd immunity, it becomes [eventually]

risk, not the default risk. The corporate bond mar-

just like the common cold. I don’t want to be flip-

ket has roughly almost as much interest-rate risk

pant, but that’s ultimately what we’re gunning for

as the 10-year Treasury.

and what the vaccines and herd immunity are about.
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Jeffrey Sherman, CFA
Deputy Chief Investment Officer
DoubleLine Capital

As DoubleLine’s Deputy Chief Investment Officer, Jeffrey Sherman oversees and administers DoubleLine’s Investment Management sub-committee coordinating and implementing policies and processes across the investment teams. He also serves as lead portfolio manager for multi-sector and derivative-based strategies. He is a member of
DoubleLine’s Executive Management and Fixed Income Asset Allocation Committees. He can be heard regularly on his podcast “The Sherman Show” (@ShermanShowPod)
where he interviews distinguished guests, giving listeners insight into DoubleLine’s current views. In 2018, Money Management Executive named Jeffrey Sherman as one of
“10 Fund Managers to Watch” in its yearly special report. Prior to joining DoubleLine in 2009, he was a Senior Vice President at TCW where he worked as a portfolio manager
and quantitative analyst focused on fixed income and real-asset portfolios. Mr. Sherman was a statistics and mathematics instructor at both the University of the Pacific and
Florida State University. He taught Quantitative Methods for Level I candidates in the CFA LA/USC Review Program for many years. He holds a BS in Applied Mathematics from
the University of the Pacific and an MS in Financial Engineering from the Claremont Graduate University. He is a CFA® charterholder.
This material contains the opinions of the author, but not necessarily those of DoubleLine and such opinions are subject to change without notice. This material has been distributed for informational purposes only and should not be considered as investment advice or a recommendation of any particular security, strategy or investment product.
Information contained herein has been obtained from sources believed to be reliable, but not guaranteed.
Important Information Regarding This Material
Issue selection processes and tools illustrated throughout this presentation are samples and may be modified periodically. These are not the only tools used by the investment
teams, are extremely sophisticated, may not always produce the intended results and are not intended for use by non-professionals.
DoubleLine has no obligation to provide revised assessments in the event of changed circumstances. While we have gathered this information from sources believed to be reliable, DoubleLine cannot guarantee the accuracy of the information provided. Securities discussed are not recommendations and are presented as examples of issue selection
or portfolio management processes. They have been picked for comparison or illustration purposes only. No security presented within is either offered for sale or purchase.
DoubleLine reserves the right to change its investment perspective and outlook without notice as market conditions dictate or as additional information becomes available.
This material may include statements that constitute “forward-looking statements” under the U.S. securities laws. Forward-looking statements include, among other things,
projections, estimates, and information about possible or future results related to a client’s account, or market or regulatory developments.
Important Information Regarding Risk Factors
Investment strategies may not achieve the desired results due to implementation lag, other timing factors, portfolio management decision-making, economic or market conditions or other unanticipated factors. The views and forecasts expressed in this material are as of the date indicated, are subject to change without notice, may not come to pass
and do not represent a recommendation or offer of any particular security, strategy, or investment. All investments involve risks. Please request a copy of DoubleLine’s Form
ADV Part 2A to review the material risks involved in DoubleLine’s strategies. Past performance is no guarantee of future results.
Important Information Regarding DoubleLine
To receive a copy of DoubleLine’s current Form ADV (which contains important additional disclosure information, including risk disclosures), please contact DoubleLine’s Client
Services.
Important Information Regarding DoubleLine’s Investment Style
DoubleLine seeks to maximize investment results consistent with our interpretation of client guidelines and investment mandate. DoubleLine cannot guarantee that DoubleLine will outperform a client’s specified benchmark or the market or that DoubleLine’s risk management techniques will successfully mitigate losses. Additionally, the nature
of portfolio diversification implies that certain holdings and sectors in a client’s portfolio may be rising in price while others are falling or that some issues and sectors are
outperforming while others are underperforming. Such out or underperformance can be the result of many factors, such as, but not limited to, duration/interest rate exposure,
yield curve exposure, bond sector exposure, or news or rumors specific to a single name.
DoubleLine is an active manager and will adjust the composition of clients’ portfolios consistent with our investment team’s judgment concerning market conditions and any
particular sector or security. The construction of DoubleLine portfolios may differ substantially from the construction of any of a variety of market indices. As such, a DoubleLine
portfolio has the potential to underperform or outperform a bond market index. Since markets can remain inefficiently priced for long periods, DoubleLine’s performance is
properly assessed over a full multi-year market cycle.
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DoubleLine Group is not an investment adviser registered with the Securities and Exchange Commission (SEC).
DoubleLine® is a registered trademark of DoubleLine Capital LP.
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