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Just a slice:  Markets are being pushed and pulled as the economy adjusts to a new reality of rising 
inflation, rising interest rates and heightened geo-political risks.  The favorable tailwinds investors 
experienced over the last decade may turn to headwinds as the Federal Reserve addresses inflationary 
pressures caused by significant government spending/stimulus and the rise in energy and commodity costs 
exacerbated by Russian invasion of neighboring Ukraine. Client portfolios are diversified and we 
encourage clients to remain invested during periods of temporary dislocation.  The old saying “it’s time in 
the market, not timing the market” is what we see deliver successful client outcomes.  Quoting WSJ 
columnist Jason Zweig, At heart, "uncertainty" and "investing" are synonyms ……Without a saving faith 
in the future, no one would ever invest at all. To be an investor, you must be a believer in a better tomorrow.  
 
 
 
The whole pie: Why are you feeling a little unsettled?  It’s not 2019 anymore. Three years ago, our 
country had very modest inflation, 30-year mortgage rates steady at around 3%, an unemployment rate at 
historical lows, a Federal Reserve mostly on vacation, inflation holding steady at about 1.8%, market 
volatility as measured by the VIX (the CBOE Volatility Index, or VIX, is a real-time market index 
representing the market's expectations for volatility over the coming 30 days) barely registering (VIX 
average close was 15.59 for 2019, is currently about 26.25 and spiked as high as 82.2 during 2020) 
https://www.cboe.com/us/indices/dashboard/VIX/ and favorable market returns for stock and bond 
investors helping elevate everyone’s net worth.  The most pressing geo-political news was the ongoing 
one-upmanship trade dance President Trump and Chinese Premier Xi Ping waged mostly via social media. 
There were no mask mandates in 2019.   
In our client conversations throughout 2019 there was a mood of optimism and belief that the tail winds of 
lower corporate tax rates, good employment data, low inflation, low oil prices and rising corporate earnings 
would help us sail into 2020 and 2021 avoiding choppy waters. No one we spoke with in late 2019 said “It 
feels to me we are on the brink of a global pandemic.” 
We all endured and proved our resilience these last two years. We believed our economy was resilient, 
adaptable and durable. And it is. The US government spent billions of dollars (actually trillions!) on 
fighting the pandemic. It seemed like a competition between Congress, the US Treasury, Federal Reserve 
Bank and the White House as to which entity could claim they cared the most about saving our economy 
and keeping food on the table for all Americans. They sent money to small businesses, big businesses, 
individuals, families, pharmaceutical companies, banks, farmers, etc.     
https://www.nytimes.com/interactive/2022/03/11/us/how-covid-stimulus-money-was-spent.html 
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It seems the only thing that didn’t shut down in 2020 was the government printing press. Money in 
circulation in the US as measured by M2 (https://www.stlouisfed.org/financial-crisis/data/m2-monetary-
aggregate) increased from $15.5 trillion dollars in February 2020 to $18.84 trillion in October 2020. As of 
February 2022, the Federal Reserve reported M2 was $21.84 trillion. This significant increase is likely a 
result of the Federal Reserve's quantitative easing in their stimulus support and response to the COVID-19 
pandemic.  https://www.statista.com/statistics/1121054/monthly-m2-money-stock-usa/ 

 
 
A quick refresher on the role of the US Federal Reserve Bank. The Federal Reserve (Central Bank of 
the United States) provides a stable monetary and financial system. 
https://www.federalreserve.gov/default.htm  The Fed (and its current chair Jerome Powell) serve many 
roles in the global financial system.  To simplify our discussion, we will focus on their two primary 
mandates for the US economy.  The first is to control the level of asset prices and the other is to encourage 
full employment in the economy. In other words, the Fed wants everyone to have a job, contribute to our 
GDP, pay taxes and help keep the costs of goods and services at reasonable levels. Even more simply their 
role is attempting to influence employment and inflation. 
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The most common lever the Fed can pull/push to facilitate these objectives is short-term interest rates.  
When the Fed wants to assist the economy, it will take a ‘dovish’ stance and start lowering interest rates. 
Lower rates make it easier for borrowers (corporations and individuals) to repay debt.  When the economy 
is growing too quickly (think inflation), they attempt to put on the brakes by raising interest rates.  You 
may see described in the press or the news as the Fed taking a ‘hawkish’ posture. 
Technically, inflation is the rate of increase in prices over a period of time.  Inflation is caused when too 
much money is chasing too few goods. Your Econ 101 professor taught you about supply and demand.  
When there is an over-supply of something the general result is that the price of that good or service over 
time will decline.  When there is less supply and a higher demand, the price of that good or asset will trend 
higher. You may recall that during the pandemic there was a resurgence in home remodeling and the 
demand for lumber jumped significantly.  Production of lumber did not keep pace with demand and supply 
was limited.  The result? Lumber prices moved higher. In a 12month period prices for 1000 board feet 
went from $612 to $1,500 back to $482. https://tradingeconomics.com/commodity/lumber 
During the months-long quarantine experiment we all stayed home.  I think I drove a total of 11 miles over 
a two-month period March-April 2020. People were not traveling. Planes were not flying. Our county’s 
demand for natural gas, oil and gasoline plummeted and prices came down.  How do you think the large, 
diversified energy companies responded to this significant drop-off in demand and much lower prices? 
Exactly. Market forces rationally caused them to cut back on supply and stop drilling.  What would they 
do with all the oil and natural gas being produced if it wasn’t being consumed?  Why refine crude oil into 
gasoline if gas station tanks are full?  Refiners would have to store what was over-produced (and pay 
storage costs!).  So, in this scenario, over-supply led to reduction in market prices.  The response from 
energy companies was to cut back supply. It is logical that we as consumers and businesses are influenced 
by this simple supply/demand equation. 
Why spend this much effort looking in the rearview mirror? Because where we have been these last 
two years is framing where we may be heading. Very high levels of government spending/stimulus and 
rising inflation and high asset prices has led the Fed to announce plans to increase interest rates over time.  
Higher interest rates are good if/when banks decide to pass along higher yields to savers. Generally, higher 
yields are harmful to bond prices in the short-term. As we experience winds of geo-political uncertainty, 
war in Ukraine, persistent inflation, an actively hawkish Fed, and a flattening yield curve, the weathervane 
points to a slowing economy. 
How well can Jerome Powell and his team at Federal Reserve walk on a tightrope? How does the Fed tame 
inflation (mainly caused by the level of government spending and oil/gas shocks caused by the conflict in 
Ukraine/Russia) without subsequently stalling our economy so much that is pushes us into a recession? 
This note is not to be interpreted as a prediction. I want to point out the strong economic and political 
forces that are influencing stock and bond prices today and likely into the near future. We try to understand 
the facts to reinforce (and question) our current thinking and allocations.   
How to react? The US is a mature market economy with cycles that are influenced by current events and 
conditions both locally and globally. In hindsight, our economy responded over the last few years as we 
might have anticipated.  We consumers are a resilient bunch and the government was very accommodating 
during the worst of the shutdown. We all added to our savings when we could not spend while quarantined 
at home. Congress and the Federal Reserve stepped in quickly to fill the spending gap.  The unwritten 
economic chapters that follow will be part of normal market ebbs and flows. These next 24 months may 
seem more painful because we have not recently experienced a rising interest rate environment, a war in 
Eastern Europe, heightened market uncertainty or stubborn inflationary pressures.  It may feel like the boat 
is rocking and there is risk of taking on some water but I am not suggesting a leap overboard!  We just 
need a more coordinated effort to work together to bail out the overspray.  We also need to remember your 
boat is undamaged. This rough patch of high tide and waves is transitory. The sun will emerge again. 
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What is the plan? The old saying “it’s time in the market, not timing the market” is what we see deliver 
successful client outcomes. Market timers are challenged to accurately predict two data points – the first 
is the timing decision to execute a move out of a holding/asset class/market. The second timing decision is 
to correctly determine the perfect entry point back into holding/asset class/market. During 2020 the second 
worst day of market declines (03/12/2020) was followed by the best performing market day of the year. 
https://am.jpmorgan.com/content/dam/jpm-am-aem/global/en/insights/retirement-insights/guide-to-
retirement-us.pdf  
During market swings I like to reference a 2003 quote from a WSJ Intelligent Investor column written by 
Jason Zweig- At heart, "uncertainty" and "investing" are synonyms. In the real world, no one has ever 
been given the ability to see that a particular time is the best time to buy stocks. Without a saving faith in 
the future, no one would ever invest at all. To be an investor, you must be a believer in a better tomorrow. 
I believe. 
You are wise, longer-term investors with established behaviors committed to staying true to your goals.  I 
appreciate that you continue to maintain perspective and patience.  As you know, our firm works with 
clients to build diversified, durable portfolios to help weather temporary market dislocations.  We attempt 
to hold ample cash to cover anticipated withdrawals so we are not forced to be sellers when market prices 
are not favorable. We will continue to work with you to monitor how your investment portfolio is 
performing as market conditions evolve (which we expect them to do over time). 
Please reach out to us if you have any questions. We are here to listen and share ideas.   
Happy spring, 
 
Michael Matson 
 
The views stated in this letter are not necessarily the opinion of Cetera Advisor Networks LLC and should 
not be construed directly or indirectly as an offer to buy or sell any securities mentioned herein. Due to 
volatility within the markets mentioned, opinions are subject to change without notice. Information is based 
on sources believed to be reliable; however, their accuracy or completeness cannot be guaranteed. Past 
performance does not guarantee future results. 
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