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Investment Commentary 
 
Over the past few months, investors have struggled to reconcile the stock market’s poor performance as the economy 
remains strong.  For example, the unemployment rate is now at a low of 3.6% and American corporations are expected 
to achieve their highest profit margin ever this year. 1 2  In the first three months of 2022, however, the S&P 500 
dropped as much as 10% and the Nasdaq dropped over 20%.  So, what is causing this disconnect? 
 
Given the news coverage, many would assume the war in Ukraine is driving the movements in the stock market. Yet, 
the stock market has actually risen over 3% since the Russian invasion began.  Evidently, it is not a fear of the war 
itself but rather three other factors that are driving the stock market’s volatility: 
 

1) Inflation: The price of almost every service and product had been rising even before the war started.  The 
war accelerated the issue, leading inflation to recently hit 8.5%.  This is the highest level of inflation in 40 
years.  Investors are worried that these higher prices will start to reduce Americans’ ability to travel, eat and 
spend…all of which would eventually decrease corporate profits.3  The impact of this inflation is already 
disproportionately affecting the 32% of the US workforce that makes less than $15 an hour. 

2) Interest Rates:  The primary way of stopping inflation is by increasing interest rates, and this is exactly what 
the Federal Reserve has started to do.  Ironically, this “solution” to inflation is also worrying investors.  As 
we have mentioned in our past newsletters, raising interest rates has a similar effect on the economy’s growth 
as pushing the brake has on your car’s speed…everything slows down.  This is because higher rates make 
everything more expensive (ex: mortgages, business loans, etc.). The fear is that the Fed will push this 
“brake” too hard or too quickly, leading the economy into a premature recession. This is exactly what 
happened in the early 1980s when the Fed raised interest rates. 

3) Midterm Elections: This year we have congressional midterm elections which does not bode well for the 
stock market. Since 1960, the S&P 500 has had declines of 19% or more fourteen times. Ten of those declines 
occurred during a midterm election year. 4 This underperformance is likely the result of both the fact that 
investors dislike political uncertainty and the fact that fiscal policies tend to be tighter during midterm 
election years compared to presidential election years when policymakers try harder to boost the economy.   
 

We like to think that the best investment strategy in this uncertain environment is most akin to that of an eagle that 
feels the wind picking up around it, which could indicate an impending storm or a mere gust passing before the sun 
comes back out.  An eagle will often use these strong winds to help it gain altitude. It is then able to take advantage 
of the strong wind pressure below to soar over long distances without having to flap its wings and exert energy.  It 
does not matter to the eagle whether a storm forms below it because it can still reach its ultimate destination. 
 
In the same way, we, as investors, can use the headwinds we are now facing as an opportunity to reposition our 
portfolio to better help us achieve our ultimate financial goals regardless of what the future brings.  We can do this 
by ensuring that the conservative portion of our investment portfolio still provides sufficient protection should the 
market downturn continue while simultaneously keeping the stock or growth portion of the portfolio positioned for 
the long-term.  We believe these three themes are helpful in achieving this balance: 
 

 
1 CNN “Jobless claims match 1968 low”  
2 MarketWatch “Corporate profit is at a level well beyond what we have ever seen, and it’s expected to keep growing” 
3 MFS “By the Numbers – Week of 4/11/22” 
4 US Bank “How midterm elections affect the stock market” 
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 Do Not Be Greedy with Bonds: In our last newsletter, we identified the fact that the bond market, 
particularly bonds that have long maturities, could perform poorly when interest rates rise. Bonds have had 
their worst performance since 1980, with the overall US bond market index down close to 9% so far this 
year (that is more than the S&P 500 has fallen!)  5 

o Investment Implications: As the Federal Reserve continues to raise rates over the next few months, 
bonds with long maturities will continue to struggle.  Investing in bonds that have shorter maturities 
(1-3 years) will provide more security.  They will not provide a very high-income yield, but they 
will provide more protection should a recession occur in the next few years.  
 

 Do Not Treat All International Investments the Same: It is always a good idea to maintain some 
geographic diversification in a portfolio’s investments.  Yet two of the largest international investment 
markets, the EU and China, are struggling today.  China continues to battle rising cases of COVID, and 
Europe is scrambling to cut its reliance on Russia for oil and gas.  For example, before the war, Russia 
accounted for 50% of all gas used in Germany and Italy, and almost 100% in Finland and Latvia. 

o Investment Implications: Re-allocating some of a portfolio’s international exposure to other 
emerging nations could add more diversification.  In particular, India and Mexico look attractive 
since a shocking 79% of their population is expected to be part of the middle class by 2030. 6 
 

 Focus on Strong Companies with Long-term Trends: Over the past decade, the stocks of high-growth 
companies have been the best performers.  The stock market’s growth index had an annual return of 16.4% 
versus 11.9% for the value index over the same time period. 7 This year, however, the trend has completely 
reversed as investors have started prioritizing companies that will not only benefit from growth trends but 
will also generate strong cash flow without taking on too much debt. 

o Investment Implications: Some healthcare and real estate companies look particularly well-
positioned.   Last year, Americans spent $4.3 trillion (or 18% of the entire economy) on healthcare.3  
This trend will only accelerate as the population continues to age.  Similarly, over the past year, 
home prices have outpaced income growth in 82% of US real estate markets.  This means that more 
Americans will be forced back into the rental market.  Consequently, real estate companies that 
operate apartment buildings should be able to increase their rents to keep up with inflation due to 
the high demand they are seeing.8 

 
A logical question that may come from our analysis above is why someone would not sell most, if not all, of their 
stock investments in case the stock market does continue to fall.  History, however, shows us that for the majority of 
investors, it is rarely wise to radically reduce exposure to stocks…even when challenges face the market.  For 
example, since 1926, the S&P 500 has had an average of three corrections of 5% per year and one correction of 10% 
per year.  And yet, over the same period, the S&P 500 grew in 73.6% of those years with an average return of around 
8%. 7  What that tells us is that investors cannot afford to let their emotions affect their investment strategy. Like the 
eagle, we need to set ourselves up to soar throughout the entire market cycle rather than just trying to protect ourselves 
in case the strong winds we are seeing turn into a passing storm. 
 
Wishing you a warm and happy Spring Season, 
The Glen Eagle Investment Team 
 
Disclosure: This commentary is furnished for the use of Glen Eagle Advisors, LLC, Glen Eagle Wealth, LLC, and their clients. It does not constitute the 
provision of investment advice to any person. It is not prepared with respect to the specific objectives, financial situation, or particular needs of any specific 
person. Investors reading this commentary should consult with their Glen Eagle representative regarding the appropriateness of investing in any securities or 
adapting any investment strategies discussed or recommended in this commentary. 

 
5 Barrons - The Stock Market Is Heading for a Summer Plunge. It Will Be a Buying Opportunity  
6 JPMorgan “Guide to the Markets” 2Q22  
7 WSJ – Value Investing Is Back. But How Do You Choose the Right ETF   
8 Barrons - First-Time Home Buyers Are Simply Walking Away: "We've Been backed Into a Corner"  


