
 

Q1 2022 Market Synopsis 
Economic & Market Update: 

In January and early February of 2022, despite very volatile market conditions and a correction 
in stocks, there existed a positive backdrop of low unemployment, a generally healthy economy, 
and the transition of COVID from a very disruptive pandemic to at least for now, a manageable 
endemic. In fact, in early February there was a wave of increased spending on restaurants, 
travel, hotels, concerts, and all types of ‘reopening events’.  

That economic optimism was quickly put on hold when Russia launched their unprovoked 
invasion of Ukraine on February 24th. This action changed many aspects of geo-politics, 
monetary systems, supply chains, inflation, energy security/supply, and possible food shortages. 
Of course, all these effects (although very important) are secondary to the humanitarian crisis all 
across Ukraine.  

Despite the combination of the first large scale invasion in Europe since WWII, the highest 
inflation in 40 years, slowing growth, and a very aggressive FED the US stock market had a 
poor, but relatively resilient quarter with a - 4.6% total return. Interest rates skyrocketed during 
the period with the 10 Yr. going from 1.63% on Jan 1 to 2.63% currently. This caused the US 
bond index to have its worst quarterly return (-5.9%) since 1980.   

       

Above: Quarterly Returns for the US bond index for each quarter since 1980.  

 



The usual ‘safe haven’ bond asset class ended up provided no protection whatsoever and that is 
why over the past several years we have essentially eliminated all our bond exposure while 
replacing that allocation with private/alternative investments. Every one of our ‘bond 
replacement’ alternative/private investments is up between 1% and 8% so far in 2022. This is 
the type of downside protection and positive return profile this is invaluable in an otherwise very 
hostile market environment.  

Besides the alternative/private investments there has been only one positive returning asset class 
that was a direct beneficiary of high inflation. Not surprisingly, most commodities/energy and 
related infrastructure has continued an extremely positive 2021 through Q1 2022. Oil was up 
32%; rising from $76/barrel to $101/barrel, US pipelines were up just over 20%, and other 
commodities increased between 20% to well over 100% in the first three months of the year 
alone. 

Select 2022 YTD Asset Class Returns (3/31/2022) 
Nat Gas/Oil Pipeline Companies (TPYP) + 20.4% 
Private Real Estate Equity (TIPWX) + 7.8% 
Private Equity (PIIVX) + 4.7% 
Private Farmland, Timberland, Infrastructure (VCRRX) + 3.3% 
Consumer Lending (LENDX) + 2.5% 
Diversified Private Credit (NICHX) + 2.1% 
Middle Market Lending (CCLFX) + 1.8% 
Insurance Linked Securities (XILSX) + 1.1% 
TIPS (Treasury Inflation Bonds) - 3.0% 
High Yield Bonds - 4.5% 
S&P 500 (US Large Cap Stock Market)  - 4.6% 
US Mid/Long Treasury Bonds - 6.5% 
MSCI EAFE (Foreign Developed Stock Market) - 6.6% 
Digital Assets (Bitcoin & Ethereum) - 7.0% 
MSCI Emerging Market (Emerging Stock Market) - 7.7% 
Investment Grade Corporate Bonds - 8.4% 

                      

The first quarter of 2022 might turn out to be the beginning of a new era in terms of the global 
monetary system, European & global politics/spheres of influence, economic supply chains, and 
energy markets. Of course, no one knows exactly how or when the war will be resolved and the 
longer lasting impacts of it; but we do believe this will cause significant and long-lasting effects 
across many areas of the worldwide economy and financial markets for years to come. 

Traphagen’s major goals over the next 6-12 months will be to preserve capital, guard against 
both inflation and continued market volatility, while continuing to earn a reasonable cash flow 
by owning well-diversified portfolios. In addition, we anticipate being somewhat more active on 
both the defensive and offensive sides in this period as we monitor risks and the market presents 
opportunities.  



 

 

The major factors which impacted markets in Q1 2022 are highlighted below: 

• Aggressive/Hawkish pivot from Federal Reserve: Since early 2020 the FED has 
been extremely dovish and ‘friendly’ to the markets by keeping rates near 0%, 
communicating inflation would be transitory, and buying trillions of dollars’ worth 
of assets for their balance sheet. All this had the desired impact of creating a surge 
in demand for good and services spurring economic growth through the pandemic 
while reducing unemployment.  

In late 2021 the Federal Reserve did a full reversal with their communication and 
signaling when they uttered the words ‘we have to retire the word transitory’ in 
describing inflation. Once that pivot occurred, they have progressively become 
more and more aggressive, hawkish, and ‘unfriendly’ to financial markets. They 
are attempting to slow the economy and reduce demand, which they hope will 
reduce inflation.  

The rapid change in Fed/rate posture caused the initial correction in stocks within 
January and February well before Ukraine was on the radar. Fed policy and rates 
will remain one of the most important factors for the stock and bond markets for 
the remainder of 2022 and likely into 2023.  

• Russian invasion of Ukraine: Russia invaded Ukraine on February 24th and that 
marked a near bottom for the stock market (at least to date). As the special update 
we sent out in late February on the invasion noted, the moment an invasion/war 
occurs, usually marks the bottom in the stock market, with some level of positive 
performance coming thereafter. To this point that has been the case with the 
Russia/Ukraine war as well, with the stock market up roughly 6% since the 
invasion started.  

Although wars/invasions are always a horrible human crisis, over the past 40-50 
years they have had limited to no actual long term economic or US stock market 
impact. There seems to be some differences here, mainly due to the extreme 
sanctions levied against Russia, supply chain interruptions and stoppages, and the 
sudden and significant reduction in supply of goods out of Ukraine and Russia. 
These two countries are large producer of many industrial metals, oil, gas, 
commodities, and grains. These war effects continue to add to an already 
heightened inflation problem.  

The war also seemed to accelerate the trend towards ‘de-globalization’. Just as 
‘off-shoring’ and rapid globalization over the past 40 years was a consistent 



deflationary force within the economy, any move away from that would 
undoubtably have the opposite effect.  

Below: Russian Share of Global Commodity Production 2021 (Not including Ukraine) 

 

• Rapidly rising interest rates: As mentioned earlier, Treasury rates have risen at a 
rapid rate this year so far with the 10 Year Note rising a full percentage point in a 
little over 3 months from 1.63% to 2.63%. This rise has caused a cascade of 
impacts across all types of financial markets.  

o Essentially all bonds are down between 3% and 12% depending on duration 
and sector with long term Treasuries the worst performers.  

o Worldwide bond losses totaled about $2.6 trillion in value as of mid-March, 
with losses continuing to pile up. 

o Mortgage applications have fallen 41% over the last year as rates for a 30-
year fixed increased to just over 5% for the first time since 2011. 

o Certain stocks have come down materially especially within the 
technology, high-valuation, and more speculative areas of the market as 
borrowing and discount rates increased. Many speculative and non-
profitable companies are down between 30% and 60%. 

One of the few bright spots in the bond market is our private municipal bond 
holding (TSIFX) which was the #1 returning bond fund out of the ~ 240 or so 
Morningstar tracks with a + 2.0% return so far this year.  

 

 



• Highest Inflation since the early 1980s: The inflation many thought (including 
the Federal Reserve) would be ‘transitory’ has turned out to be much more ‘sticky’  
and that has been amplified by the Russian invasion. We are now seeing 10% - 
30% increases in prices for shelter, certain foodstuffs, commodities, energy, 
building materials, and other items filtering throughout the economy. Wages are 
also increasing at a sharp clip with an extremely tight labor market. That is both 
welcome news to workers but a drag in terms of ‘pass through’ inflation and 
corporate profit margins. 

 

 

 

 

 

 

 

 
 

Above: 1982 – 2022 Yearly Inflation Rate (current reading of just below 8% is the highest 
since 1983) 

Traphagen 2022 Portfolio Changes & Performance Update 

Despite the stock and bond markets both being down roughly 5% through the end of the 1st 
quarter, we are very pleased that the majority of client portfolios are near breakeven. This result 
was realized through the elimination of almost all bonds and emerging market stocks in prior 
years, a tactical cash position in more conservative portfolios, sector over weights in the energy, 
utility, and healthcare industries, and most importantly a 30% to 35% position in 
alternative/private investments. Every one of the ‘bond-replacement’ private/alternative 
investments is up between 1% and 8% year to date.  

We think 2022 might mark the beginning of a period where returns on traditional assets (stocks 
and bonds) will be more modest than experienced recently. Over the past three years our 
‘balanced’ clients have returned on average between 12% and 16% per year net of fees. We do 
not view these returns as sustainable over the long term, and when we construct a 
retirement/financial plan we assume average rates of return between 5% and 7.5% per year 
depending on the portfolio risk level. Obviously we would welcome a continuation of recent 
returns, but we ensure our clients future are secure regardless.  



The most consequential investment changes made over the past 3-6 months are highlighted 
below: 

• Continued allocation and selective addition to our alternative/private 
investments: Our alternative/private investment suite continues to exceed 
expectations with above target returns and less volatility than bonds. Our entire 
suite in aggregate returned about 11.5% in 2021 and continues to perform well, 
with most clients up about 2.0% to date in 2022. Most importantly, this return and 
protection was garnered in a very hostile environment for both bonds and stocks. 
This is also one of our higher cash flow producers with an average cash flow yield 
of around 5%. For the average ‘balanced’ client this alternative allocation equated 
to about a 7.5% total portfolio return advantage over holding bonds since the 
beginning of 2021.  

• Exit of all Foreign stocks and transition to high ‘free cash flow’ US equities: 
After it became apparent Japan and especially Europe would be hit hard from food 
and energy inflation, we exited all our foreign stock exposure. We are of the 
opinion that Europe is most likely either already within a recession or soon will be 
entering one. We have had no material exposure to emerging markets in more than 
a year, so the recent swoon in Russian and Chinese stocks had no impact on our 
portfolios. With the proceeds from the foreign sales, we rotated into a high ‘free 
cash flow’ ETF (COWZ). This fund invests in the top 100 free cash flowing US 
stocks. If one were to invest $100 into the SP500, each year that would result in 
roughly $4 per year in free cash flow return. This ETF, with its rebalancing and 
allocation framework, return around $10 per year in cash flow for every $100 
invested. These types of companies are much better positioned for an 
inflationary/slowing economy.  

• Trim of Oil/Gas pipelines and add to Utilities/Clean Energy: After returning 
roughly 60% or so since the beginning of 2021 we decided to take some profits in 
‘TPYP’ (US oil/gas pipelines) and use the proceeds to add to our position in utility 
companies that have renewable/clean energy exposure (ECOIX). We continue to 
think both of these areas have very nice growth/value attributes going forward but 
wanted to take advantage of the differential in performance. The combined 
allocation yields a cash flow of roughly 3.5% to 4.0% in addition to providing an 
excellent inflation hedge.  

• Small additions to biotech stocks and digital assets:  After declines of between 
30% and 50% from their highs made just a year ago, we added small positions of 
both biotech stocks and digital assets for our more risk tolerant clients. We think 
both of these areas offer significant long term growth potential and the recent 
severe pullback offered an attractive entry point for both asset classes. 



2022 Market and Economic Outlook Update: 

Despite very real challenges ahead for the world, the Federal reserve, and the financial markets 
over the next 6-12+ months there are also several positive signs. First and foremost, the US 
economy is quite strong with a very healthy consumer at its core. 

 

 

Below: Debt Service ratios for US Consumer (1981-2022); US consumer is the ‘healthiest’ 
(lowest debt service as percent of disposable income) in at least 40 years 

 

 

 

 

 

 

 

  

 

The current unemployment rate of around 3.6% is among the lowest in history and there are 
significantly more job openings than there are people looking for work. This has created one of 
the most tight and robust labor markets since the 1950s, and although somewhat inflationary, 
strong wage growth and a historically low unemployment rate are indeed good things.  

We also are looking for continued corporate earnings growth in 2022 as COVID continues to 
fade into its endemic stage and people return to travel, restaurants, and other activities in earnest. 
Over the past 3 months SP500 earnings forecasts have increased slightly to roughly 5% growth 
for 2022. This combined with the recent stock correction has created a cheaper market relative 
to where we were over the past couple years.  

Lastly, we are seeing signs that some inflation pressures are starting to cool. This will be a slow 
process, but over time as supply chain issues correct, demand/supply imbalance recalibrate, 
more energy is produced within the US, and rising rates continue to cool demand, we think 
inflation eases downwards over the next 6-18 months.  

If the Federal reserve can pull off a ‘soft landing’ while slowing growth and tempering inflation 
over time, stocks should be the asset class of choice. High quality/reasonably valued companies 



that produce a large amount of free cash flow have been one of the best hedges against inflation 
historically. These are the type of companies that we have overweighted significantly over the 
past year within our stock allocation. Traphagen is monitoring the Fed’s progress in terms of 
tempering inflation along with accessing any signs of a recession. 

Currently our Traphagen Recession Index (TRI) is reading 43%, which represents an elevated 
chance of recession sometime over the next 12 months. The average chance of a recession at any 
given time is about 15% to 20%, so we are at/near TRI levels where we could take additional 
defensive action within portfolios. We of course will continue to review all available data and 
take any actions we believe are justified to create the right balance of generating cash flow, 
preserving capital, and growing your wealth over the long term to fight inflation.  

As always, we thank you for the continued trust you place in us and all of us here at Traphagen 
continue to hope for a quick end to the Russian/Ukraine conflict.  

Best regards, 
Your Traphagen Investment Team 


