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• With exception of commodities, which were up 25.5% as an asset class, most asset classes finished in negative territory during the first quarter of 
2022.  Small company stocks off the most, down 7.5%.  At one point, the S&P 500 was down more than 14% solidly in correction but recovered to 
finish the quarter down just 4.6%.  Taxable and municipal bonds were down 5.9% and 6.2% respectively. 

• The war in Ukraine, on top of inflation at 8.5%, the highest level since 1981, and COVID restrictions, now being reintroduced or extended in the 
U.S., has weighed the general psyche of investors, and created some anxiety in the markets. Sentiment readings are at levels not seen since the 
Great Recession of 2008, but consumer spending has not slowed.  

• Since the start of the pandemic, the Federal Reserve increased the money supply by more than 30% which has led to an increase in household 
net worth of about $38 trillion. More than 95% of that increase went to the top 50% of households adding to the divide between the haves and 
have nots. The increase in the value of financial assets has allowed many people to retire much earlier than would be typical. 

• New household formation, led by the millennials, and increased travel, are driving economic demand. Demand for housing may slow has most 
buyers now are expecting high mortgage rates. Delta reported, on April 13, 2022, that it is seeing robust consumer demand and an accelerating 
return of business and international travel with an upbeat outlook for the summer travel season, saying strong demand is providing enough 
pricing power to make up for soaring fuel costs. 

• In the short run, higher prices are positive for corporate earnings. Ultimately, margins get squeezed by higher input and borrowing costs leading 
to lower valuations. Based on 2022 earnings estimates, the stock market is 39% overvalued should inflation remain in the 6% to 8% range.  

• The war in Ukraine is splitting the world into “East” versus “West”.  141 countries voted in favor of UN proposal to condemn the Russian invasion 
of the Ukraine, but 53 countries either voted against, abstained, or did not vote for the proposal. In addition to producing a majority of the 50 
commodities the Whitehouse has deemed critical to the U.S. economy, the “East” countries also produce 73% of the world’s silicon, 50% of the 
world’s copper, 53% of the world’s wheat and 37% of the world’s oil.  

• The Federal Reserve is behind and will be forced to raise interest rates more aggressively going forward. Recent statements from the “FED” 
suggest a federal funds rate of about 2% by the end of the year and 2.75% by the end of 2023.  There is room for rates to go higher more quickly 
as a recession is not likely until the 3-month T-bill rise above the 10-yr treasury note, which is currently about 2.8%. 

• Given high market valuations, high inflation, the potential for higher interest rates, and the war in Ukraine, we suggest that clients should be 
underweight more risky asset classes. 

Summary: With exception of commodities, most asset classes were down during the first quarter. The war in Ukraine, on top of dramatically 
rising inflation and ongoing COVID restrictions, has increased the level of anxiety in the markets and caused sentiment to decline further. 
By focusing on boosting the “wealth effect”, the Federal Reserve’s policies to combat the economic fallout from the pandemic created a 
significant increase in household wealth, which led to extremely strong consumer demand and allowed many people to retire much earlier 
than what would be typical. The unintended consequences of the Government’s pandemic response have been a worsening of the labor 
shortage, which has added to inflation pressures, and a widening of the divide between the haves and the have nots, which has weighed on 
sentiment. Inflation, which had moved beyond transitory prior to the war in Ukraine, recently hit levels not seen in forty years. The Federal 
Reserve will likely be forced to raise interest more aggressively going forward. Fortunately, there is room to do so given the strength of the 
underlying economy. However, even with higher interest rates, energy prices are likely to remain high unless more capital is made available 
for domestic production. The immediate impact of the war in Ukraine has been devasting for the Ukrainian people. The longer-term impact 
may put the dollar’s reserve currency status at risk and cut-off our country’s ability to access commodities critical to the economy. The 
dramatic rise in food prices will further destabilize the world with unpredictable outcomes. Given high market valuations, high inflation, the 
potential for higher interest rates, and the war in Ukraine, we suggest that clients should be underweight more risky asset classes. 
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