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Highlights 

  

 

 

● The Economy:  Inflation & rising interest rates menace stock returns  
April was the worst month for the S&P 500 since March 2020 
 

● Real Assets:  Checking in on “investment Scotch”  
So far this year, an index of rare Scotch bottles has beaten the S&P 500 by 18%  
 

● American Life:  Baby formula crisis? 
Supply chain disruptions and FDA recalls have made baby formula scarce 

 

 

Stocks are down in 2022 
In April, the total return of the S&P 500 fell 8.7%, in the worst month for the index since pandemic-blighted 
March 2020. Q1’s return was -4.6%. The tech-heavy Nasdaq Composite index did even worse with an April 
loss of 13.3%. Volatility as measured by the CBOE VIX (the so-called “fear index”) increased sharply from mid-
April, moving from around 20 on Apr. 20 to above 33 nine days later. The S&P 500 TR fell another 3.1% May 
2-10, bringing its loss for the year to -15.6%. 
 

 
A photo of NYSE floor trader Peter Tuchman is mandatory after a market shock 

 

For U.S. bonds, an index fund of all U.S. investment grade bonds fell 3.9% in April after falling 5.9% in Q1 
(iShares Core U.S. Aggregate Bond ETF). The benchmark 10-year U.S. Treasury yield ended April at 2.89%, up 
from 1.63% at the beginning of the year. The yield moved above 3% on May 5. In its May meeting, the Fed 
raised the benchmark short-term rate another 0.5 percentage point (50 bps), as expected, after raising it 25 
bps in March. 
 

Headline inflation (the CPI-U) is at an 8.3% 12-month trailing rate. The core rate (ex-food and energy) is 6.2%. 
Ongoing supply chain problems are a major contributor to inflation, but economists now mention accelerating 
labor costs is another significant contributor. Politically, rising gasoline prices have caused the most angst for 
Congressional Democrats and the Biden Administration. A gallon of regular cost $4.40 as of May 11, up 48% 
from a year ago. 
 

The first read of Q1 U.S. GDP was -1.4% annualized, far below estimates. The ballooning U.S. trade deficit 
reduced GDP by more than three percentage points, overtaking continued strong demand, low 
unemployment, and rising capacity utilization in U.S. factories. The Atlanta Fed’s GDPNow model, based on 
recent economic reports, estimates 1.8% annualized U.S. GDP growth for Q2 as of May 9. Any positive number 
would head off an official recession, which is two consecutive quarters of declining GDP. 

ECONOMIC HEADWINDS/TAILWINDS     June 2022 
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Can the Fed 
stop inflation 
without too 
much pain? 

 
 
 
At its May meeting, the Fed raised the benchmark interest rate by 0.5 percentage points (50 bps). It’s the 
second in a series of rate hikes the policymakers have guided. Market expectations of the Fed’s actions have 
affected interest rates generally as well as the sectors of the economy they influence. According to Freddie 
Mac, the average 30-year fixed rate mortgage rate is now 5.1%, up 200 bps since the beginning of the year. 
The higher rates will price some would-be homebuyers out of the market. 
 

Unsecured consumer debt balances, too, are set to increase, since most credit cards have adjustable rates. 
The variable part of the rate is the prime rate, which is tied to the benchmark overnight rate the Fed has 
raised. According to Experian, the current APR for credit cards is 16.54%. 
 

The market now expects 150-200 bps more in hikes by year’s end. The purpose of the rate hikes is to reduce 
inflation. A low unemployment rate is the Fed’s other monetary policy goal. The headline unemployment rate 
is 3.6%, near its historical low. The Fed’s challenge is to curb inflation without causing a recession and/or a 
stock market crash. 
   

“Headline inflation” (CPI-U), from the March report, is running at an 8.3% rate over the last year. The “core 
PCE” rate, an alternative measure of prices excluding food and energy, is now 5.2% (trimmed mean 3.7%). 
 

 
Trimmed mean PCE inflation rate is what the Fed tries to keep at 2% 

 

COVID-19: April saw a significant increase in the number of new U.S. cases. The 7-day moving average of new 
cases, which peaked in mid-January above 800,000, is now around 75,000. On March 31 it was around 25,000.   
The FDA approved a second booster (fourth shot) for recipients of the Pfizer-BioNTech or Moderna vaccines 
who are over 50 years old. The EU’s equivalent of the FDA, the EMA, said it expects to approve variant-adapted 
vaccines by the fall. The World Health Organization estimated total deaths from the pandemic as of the end 
of 2021 at nearly 15 million, about three times the “official” total deaths countries have confirmed. 
 

U.S. jobs: The increase in nonfarm payroll jobs in April was 428.000 vs. consensus expectation of +395,000. 
The headline unemployment rate was unchanged at 3.6% (vs. a pre-pandemic low of 3.5%). Wages increased 
5.5% over the last 12 months (vs. a CPI increase of 8.5%). The percentage of employed people working from 
home (telework) was 7.7% in April, down from 10.0% in March. 
 

The housing market is weakening further as higher interest rates kick in. March new home sales were down 
8.6%, and 12.6% below a year ago. The median sale price was $436.700 and the average price $523,900. These 
prices, along with increasing mortgage costs, are pricing many buyers out. 
 

March existing home sales fell 2.7% after a 7.2% plunge in Feb. (after a 6.7% increase in January), and -4.5% 
from a year ago. The median sale price was up 15% from a year ago to $375,300. According to Freddie Mac, 
the average commitment rate for a 30-year fixed rate mortgage was 4.17%, compared to a 2021 average rate 
of 2.96%. (Since the report, it has increased to 5.6 %.) 

2.0% 
(Fed target)

3.7%
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Real Assets:  The drinkable inflation hedge 
Every few years, we check up on the market for so-called “investment grade” Scotch whisky – rare bottles 
have sold for as much as $1.5 million, though most fetch much less. Not only Scotch aficionados, but investors 
looking for a hedge against inflation, could give Scotch a look in 2022. The RW Apex 1000 Index, tracking the 
1,000 costliest bottles in the UK auction market, and maintained by the brokerage Rare Whisky 101, was up 
6.15% year-to-date through April 26, vs. a total return for the S&P 500 of -12%. 

 
This 1926 Macallan sold for £1.2 million in 2018 

 

In addition to buying bottles, investors can splurge on a whole cask. No index tracks the investment returns 
of casks, and the category historically has been plagued by scammers promising 500%+ annual returns. Cask 
investing often involves fractional ownership, and even sole owners who are retail investors rarely take 
delivery – no drinking your investment if it doesn’t work out financially. The UK auction houses which offer 
rare bottles have reputations to uphold, but even so, fake bottles have been a problem. 
 

In the RW Apex 1000 Index, some distilleries show increases in value over the course of a year, while others 
decrease. In 2020, the last full year for which data are available, investors saw the most profit, relatively, from 
Springbank bottles, which increased 43% in value, going by auction hammer prices. Ardbeg rose 33% and 
Macallan 8%. The other distillers’ bottles collectively declined in value. 
_________________ 
 

Rare Whisky 101, “RW101 Whisky Report 2020/21: Rare Whisky Through a Global Pandemic.”  
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American Life:  Why is there a shortage of baby formula? 
Parenting an infant comes with many aggravations, but not being able to find baby formula in the store 
shouldn’t be one of them. A nationwide shortage has driven parents to try to stockpile scarce formula, visit 
multiple stores to find a favorite brand, and even, according to a media report, pay up to $199 for a can of 
formula powder on eBay. 
 

The causes of the shortage are a triple whammy of supply chain disruptions, recalls driven by safety concerns, 
and changes in the marketplace. Industry experts say formula makers cut production last year after demand 
fell because parents had stockpiled formula as the COVID pandemic began in 2020. Demand was also 
underestimated as the birth rate rose during the pandemic and mothers turned away from breastfeeding in 
numbers greater than predicted. 
 

Supply was further reduced after the FDA recalled several brands due to bacterial contamination. Abbott, the 
largest U.S. formula maker, has closed its Michigan plant producing Similac, the leading U.S. brand. Other 
brands announced voluntary recalls to forestall agency action. An estimated 40% of formula is now out of 
stock nationwide. Complicating things further, many parents tell reporters their baby needs a particular brand 
of formula and no other will do. 
 

 
Formula for chaos 

 

What about importing formula to cover the gap?  U.S. trade policy and product safety regulations make this 
difficult. For example, many European formula brands which meet the FDA nutritional guidelines cannot be 
sold in the U.S. because they don’t meet labeling guidelines. Meeting this requirement takes quite some time, 
as does almost everything which comes before the FDA. The U.S. formula industry also benefits from 
protectionism, with tariffs sometimes exceeding 17%.  
 

The FDA is well aware of the shortage and its effects and on May 11, announced actions to ease the crisis. 
These include meeting with manufacturers, monitoring supply, and taking steps to expedite production. The 
agency also says the Michigan plant making Similac should reopen in about two weeks and meanwhile, Abbott 
can sell stocks on hold at the plant to “individuals needing urgent, life-sustaining supplies.” 
 

The White House is also well aware of the issue. New press secretary Karine Jean-Pierre said “We are working 
to pull every lever, which means getting more supply to the markets.” 
_________________ 
 

Derek Thompson, “What’s Behind America’s Shocking Baby-Formula Shortage?”, The Atlantic (May 12, 2022). 
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