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Introduction  

The past few weeks and months have been a rocky ride for the equity markets. Across 
multiple indexes, we have experienced double digit declines. With rising interest 
rates and elevated inflation, even bonds, which are historically a safe haven against 
equity volatility, have seen declines in price. We believe we saw this coming. 

The geopolitical concern of a Russia-Ukraine conflict (that we mentioned in January’s 
market outlook) has manifested itself. With it, oil prices have rocketed to new highs, 
commodities hopped along for the ride, and as a partial consequence inflation 
climbed as well (Dallas Fed, 2021). We have been prepared for this.  

But as with all volatility, there are silver linings. The market regularly experiences 
declines. Despite those declines, the market has consistently rewarded those who 
can patiently see through the short-term volatility.  

As mentioned in the outlook at the beginning of the year, there is no crystal ball. Only 
methodologies. Let’s take a look at an update on the markets and the portfolios we 
manage.  
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Inflation still a part of the story, but could be peaking 

We wrote in January that it would be wise to be cautious on both equity and bond 
markets for 2022. Both have done extremely well in 2021 (Bank of America, January 
2022). We explored how in 2021 the main theme was an inflation shock (Bank of 
America, January 2022). This did put downward pressure on equities and bonds and 
continued to grow until April 2022.  

Currently, energy and food costs are driving most of the inflation, which the Fed has 
little control over. It can classically only influence demand and not control supply. 
Energy and food prices, especially wheat from a commodities perspective, have 
soared due to Russia's war against Ukraine, and supply chains have been damaged 
by China's Covid-19 lockdowns. It will be hard gauge politically what will happen with 
these geopolitical concerns, however, pressure continues to be put on Putin and 
China is easing their restrictions. 

 

Higher rates and more hikes  

Powell has highlighted the strength of the economy, stating that the labor market is 

"extremely strong" and that while economic growth this year might not be as high as 

projected, consumer spending is still very good.  

 

Powell indicated the central bank would likely make similar moves at its meetings in 

June and July after this month's half-percentage-point interest rate hike. Rate 

increases this large haven't been seen since 2000 (Barron, 2022).  

 

Technicals 

PMIs and growth are still showing strong, valuations have normalized, and with this 
the Fed hasn’t tripped up these economic indicators just yet. From another technical 
perspective, you can note that the support levels are still beneath us. Valuations have 
returned to pre-pandemic levels and, though are still historically high, are supported 
by buyers. The below graph represents these support levels visually and add 
credence to the fact that secular bull markets are typically 8-10 years longer than 
secular bear markets (Toggle.ai, 2022).  

 



 

 

Now, specifically I wanted to show some technical analysis on the OFG portfolio models. Using a Bloomberg terminal, 

which can be argued to be the most advanced financial software on the market, I generated some scenarios to test 

interest rate hikes as well as different market conditions. Below show these scenarios for both the OFG Qualified Income 

Solutions model and the OFG Aggressive Growth model to show a comparison between the two risk classes. The 

scenario testing uses historical data points to predict how the models will react. As always if anyone would like more 

scenarios or any other form of technical analysis, please reach out.  

 

 

Figure 1. OFG Qualified Income Solutions showing predicted returns for the equity markets returning either 10% or -10% 

 

Figure 2. OFG Qualified Income Solutions showing predicted returns for a 100 bps interest rate hike and more 



 

 

 

Figure 3. OFG Aggressive Growth portfolio showing returns with detailed returns of holdings under various scenarios 

 

 

Oil and Gold 

Both asset classes have seen appreciate in the first quarter of 2022, but one stood out in particular. Crude oil top $130 a 

barrel in early May for the first time in 13 years (CNBC, 2022). Non-correlated assets typically are out of favor with the 

majority of investors, but when they run they can have a notable outperformance. We will be monitoring both closely. 
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Disclosure 

The material represents an assessment of the market environment at a specific point in time and is not intended to be a 

forecast of future events, or a guarantee of future results.  This information should not be relied upon by the reader as 

research or investment advice regarding any funds or stocks in particular, nor should it be construed as a recommendation 

to purchase or sell a security.  Past performance is no guarantee of future results.  Investments will fluctuate and when 

redeemed may be worth more or less than when originally invested. Any companies mentioned are for illustrative 

purposes only. It should not be considered a solicitation for the purchase or sale of the securities. Any investment should 

be consistent with your objectives, timeframe, and risk tolerance. The forecasts or forward-looking statements are based 

on assumptions, subject to revision without notice, and may not materialize. 

Investing involves risks, and investment decisions should be based on your own goals, time horizon and tolerance for risk. 

The return and principal value of investments will fluctuate as market conditions change. When sold, investments may be 

worth more or less than their original cost. The market indexes discussed are unmanaged and generally considered 

representative of their respective markets. Individuals cannot directly invest in unmanaged indexes. Past performance 

does not guarantee future results. 
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