
Dear Valued Client,
 
I am traveling today but wanted to get out a few quick comments from me to you regarding the
current market volatility and correction we are experiencing together. In times like these it is best to

remain calm and not let the talking heads on television alter your financial plans. Also, below my comments you will
find insights from FS investments which is an alternative investment provider. Finally, I wanted you to see thoughts
from Brian Wesbury, Chief Market Strategist with First Trust Investments, a major investment manager out of
Chicago.
 
Brian speaks on the current strength of Durable goods orders, which in his opinion, will provide a tailwind the rest of
the year for the economy as companies continue to re-open from Covid shutdowns. Brian also speaks on the Federal
Reserve, Inflation and what the moves in interest rates look like for the remainder of the year.
 
My market opinion is that we continue to test the lows set on March 14 th of this year when the intra-day low was just
above 4,100 on the S and P 500 and it closed that day at 4,172. We have breached that level and now will open today
at 4,120. Under cutting the previous low during a correction period happens often but is not necessarily a bad omen.
The market of course could continue to correct a bit longer as I mentioned in our February newsletter.
 
In the February newsletter to our investors, I talked about the headwinds we would face until the June/July period
regarding inflation and that our returns this year would come towards the end of the year not the first half. It
appears that although the Fed is being aggressive to combat inflation with its first 50 basis points increase in two
decades (and they should be aggressive now with inflation running too hot), what will be interesting to see play out is
how many times they can actually raise rates as the consumer is already pulling back on spending and housing is
already beginning to fall in sales and sales prices for the first time in a long time.
 
I truly do not believe the Fed will get in more than two to three more rate hikes before they see a weaker economy
negating the need for further punishment. Those rate hikes will more than likely be 50 basis points each as the Fed is
targeting a 2.50% Fed Funds rate by year's end. It is better, in my opinion, to take larger rate hikes and get them
over with than a slow drip campaign. If the goal is truly to "kill inflation" then use heavy weapons and not fly
swatters. 
 
As we spoke of in our previous newsletter to our Clients, inflation experts expect inflation to peak mid-year and then
gradually fall into year's end and normalizing in the 2.5% range next year. With the consumer beginning to pull
back on spending and traveling and the Fed reducing money supply and raising interests, you can see how this is the
perfect storm to crush inflation, build supplies and unfortunately experience a mild recession or as Fed Chairman,
Jerome Powell, likes to call it a "soft landing". 
 
The good news is the economy is still chugging along, the Ukraine/Russia conflict will hopefully resolve itself over the
coming couple of months, which would coincide with inflation and energy prices peaking and then abating. It would
not shock me to see the Fed begin cutting rates shortly after the New Year and then Congress sometime in 2023
passing a huge spending bill that would juice the economy as we head into the election cycle.
 
One important note before the important information to follow my comments below. Keep in mind the first two to
three years of each new decade has historically been the roughest, while the last several years of a decade usually
produce the most returns. This is especially true during secular bull markets which we have spoken ad nauseum
about here previously. For example, 1990-1992 was a rough period including a recession. However, 1993-1999 was
the greatest stock market return historically speaking. 
 
Will we get a repeat? I don't know but I like our chances with several productivity boosting technologies converging
all at once over the next several years:
 

1. Artificial Intelligence
2. Robotics



3. Autonomous Vehicles and Energy Storage
4. Genomics and gene therapy
5. Blockchain technology

In the 1990's, we had one game changer: The Internet
 
Imagine five equally impressive game changers happening simultaneously? More to come on this in our next
newsletter.....

Below find the comments from FS Investments and Brian Wesbury and First Trust Portfolios. I hope it to be helpful
to you in times where the markets can be scary and make us emotional instead of our normal rational selves.

CLICK HEREComments from FS Investments, Brian Wesbury, and FirstCLICK HEREComments from FS Investments, Brian Wesbury, and First
Trust PortfoliosTrust Portfolios

 

“Transitory” is out, “expeditious” is in. As most investors
expected, the Fed raised short-term interest rates by half a
percentage point (50 basis points) earlier today, leaving
the range for the federal funds rate at 0.75 – 1.00%. The
50 bp rate hike was the largest at any one time since May
2000, near the peak of the first internet boom. And at
least two more 50 bp hikes are likely at the meetings in
June and July.

Prior to the meeting we had anticipated a half percentage
point rate hike today, another half point in June, and at
least an additional one percentage point in hikes spread
over the four meetings in the second half of the 2022,
with more to come in 2023. Chair Powell’s press
conference reinforced this view, noting that the Fed
expects to have 50 basis point increases on the table for at
least the next two meetings. However, when asked if a 75
basis point increase could be in the cards, Chair Powell
said that is not something that the Fed is actively
considering. Taken as a whole, we expect the path
forward will bring the Feds Fund rate to at least 2.5% by
year-end. 

1980s. Yes, some of the rapid pace of inflation is due to
volatile food and energy prices, but “core” inflation is
also running unusually hot and rapid housing rent
increases should keep inflation elevated the next few
years even as the Fed becomes less loose and, eventually,
tight.

Brian S. Wesbury, Chief Economist Robert Stein,
Deputy Chief Economist

Text of the Federal Reserve's Statement:  Although
overall economic activity edged down in the first quarter,
household spending and business fixed investment
remained strong. Job gains have been robust in recent
months, and the unemployment rate has declined
substantially. Inflation remains elevated, reflecting supply
and demand imbalances related to the pandemic, higher
energy prices, and broader price pressures.

The invasion of Ukraine by Russia is causing tremendous
human and economic hardship. The implications for the
U.S. economy are highly uncertain. The invasion and
related events are creating additional upward pressure on
inflation and are likely to weigh on economic activity. In
addition, COVID-related lockdowns in China are likely to
exacerbate supply chain disruptions. The Committee is
highly attentive to inflation risks.

The Committee seeks to achieve maximum employment
and inflation at the rate of 2 percent over the longer run.
With appropriate firming in the stance of monetary policy,
the Committee expects inflation to return to its 2 percent
objective and the labor market to remain strong. In
support of these goals, the Committee decided to raise the
target range for the federal funds rate to 3/4 to 1 percent

https://fsinvestments.com/fs-insights/the-sloppy-choppy-mess-in-markets-continues/?utm_source=Marketo&utm_medium=email&utm_campaign=Insights&utm_term=Troy&utm_content=MarketUpdate552022&mkt_tok=MTIwLVZBRC01NTcAAAGENFu_Nk_0q1m3yzzGD66mZqXlAEI8HYSuPmBb5Wv2likG2OdvYtoRb3fnLKTTDTUHNh9ICxP27GlaFDmFtt7yjvQMh0w3Ecud14IBy20RfpAR


With regards to quantitative tightening, the Fed
announced that reductions to the balance sheet will begin
on June 1 at a pace of $47.5 billion per month, broken
down to $30 billion per month of Treasury securities and
$17.5 billion of mortgage-backed securities. On
September 1 the pace of tightening will double to $95
billion per month, broken down to $60 billion in
Treasuries and $35 billion of mortgage-backed securities,
with the pace maintained for the foreseeable future.

Many have questioned if the Fed would flinch on hikes
due to the Russia/Ukraine conflict, due to slower activity
out of China, or due to last week’s weak report on first
quarter economic growth. Powell squashed those
concerns repeatedly, stating the Fed has the resolve that it
will take to bring inflation back down and the
fundamentals to support action now. In a direct address to
the American people, Powell said that inflation is far too
high, demand is strong, unemployment is low, and
households and business are in good financial strength.
From their vantagepoint, interest rates are far from
neutral, and need to be raised to address inflation.

While the Fed plans to act expeditiously and today’s
actions were a notable step forward, the Fed remains well
behind the inflation curve. The Consumer price Index is
up 8.5% from a year ago and the PCE Deflator – the
Fed’s preferred measure of inflation – is up 6.6% from a
year ago, both the largest increases since the early

and anticipates that ongoing increases in the target range
will be appropriate. In addition, the Committee decided to
begin reducing its holdings of Treasury securities and
agency debt and agency mortgage-backed securities on
June 1, as described in the Plans for Reducing the Size of
the Federal Reserve's Balance Sheet that were issued in
conjunction with this statement.

In assessing the appropriate stance of monetary policy,
the Committee will continue to monitor the implications of
incoming information for the economic outlook. The
Committee would be prepared to adjust the stance of
monetary policy as appropriate if risks emerge that could
impede the attainment of the Committee’s goals.
The Committee's assessments will take into account a
wide range of information, including readings on public
health, labor market conditions, inflation pressures and
inflation expectations, and financial and international
developments.

Voting for the monetary policy action were Jerome H.
Powell, Chair; John C. Williams, Vice Chair; Michelle W.
Bowman; Lael Brainard; James Bullard; Esther L.
George; Patrick Harker; Loretta J. Mester; and
Christopher J. Waller. Patrick Harker voted as an
alternate member at this meeting. 

March Durable GoodsMarch Durable Goods

New orders for durable goods rose 0.8% in March
(+1.2% including revisions to prior months), versus a
consensus expected +1.0%. Orders excluding
transportation increased 1.1% in March (+1.3%
including revisions to prior months), beating the
consensus expected gain of 0.6%. Orders are up 10.2%
from a year ago, while orders excluding transportation
are up 8.9%.



The rise in orders in March was led by autos, computers
& electronic products, and electrical equipment.

The government calculates business investment for GDP
purposes by using shipments of non-defense capital
goods excluding aircraft. That measure increased 0.2%
in March and was up at an 15.8% annualized rate in Q1
versus the Q4 average.

Unfilled orders rose 0.4% in March and are up 8.3% in
the past year. 

Implications: New orders for durable goods ended the first
quarter on a healthy note, rising 0.8% in March on top of upward
revisions for February. While auto orders boomed, rising 5.0% in
March, orders for both commercial and defense aircraft fell,
nearly fully offsetting autos to leave transportations up a more
modest 0.2%. As a result, if you strip out the typically volatile
transportation sector, orders grew a healthy 1.1%. Electrical
equipment orders rose 3.9% – the largest monthly increase for
that category in more than a year – followed by computers and
electronic products (+2.6%), primary metals (+1.5%), fabricated
metal products (+0.8%), and machinery (+0.7%). With unfilled
orders continuing to rise – and standing today at a record high –
we expect activity to remain robust as companies battle to keep
up with demand growth that has far outpaced supply. One of the
most important pieces of today’s report, shipments of “core”
non-defense capital goods ex-aircraft (a key input for business
investment in the calculation of GDP), rose 0.2% in March
following strong prints in January and February. These
shipments rose at a 15.8% annualized pace in Q1 versus the Q4
average, and provide a healthy tailwind to first quarter GDP
growth, at which we will get our first official look this Thursday.
Companies have seen an extremely sharp recovery, with orders
up a combined 69.9% since the April 2020 bottom and now sit
19.1% above the pre-pandemic high set in February 2020. We
expect business investment will remain a tailwind for GDP
growth throughout 2022 as companies continue to reopen and
recover from the severe economic consequences of the COVID
shutdowns.
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