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The New Year got off to a fast start with the Dow Jones Industrial Average and S&P 500 Index hitting

all-time highs during the first week of January.  One was quick to ask if 2022 would prove to be as great a

year for the market as was 2021?  Fast forward a couple of months and we are now dealing with a long

list of concerns for the year ahead: A Russian/Ukraine conflict; inflation that was already running hot,

now exacerbated by higher energy prices due to that conflict; a Federal Reserve that has started a

tightening process; and a global Covid-19 pandemic that is still causing issues around the world.

Geopolitical events are not uncommon and Vanguard has taken a look at some events over the last 60

years, analyzing the market performance after the initial sell off and then looking at its performance 6

months and 1 year later. (Please see the attached handout).  While each event has happened against

different economic backdrops over the years; 6 to 12 months out from the initial Geopolitical sell off –

the market, (represented by the Dow Jones Industrial Average) has been higher in 7 out of the 8 events.

My experience leads me to believe in Mark Twain’s famous quote “History never repeats itself, but it

often rhymes” (A quote used by Seth Pearson many times over the years)!

In late February the S&P 500 Index closed in “correction” territory, defined as a more than 10% pullback

from its all-time high. According to David Koenig, CFA, Chief Investment Strategist for Schwab, this was

the most significant pullback since the 34% decline that occurred in Q1 2020, as the Covid-19 pandemic

first started.  At the writing of this letter, the S&P is down approximately 6% from all-time highs.  Stock

valuations have come down into a slightly more comfortable level, trading at approximately 19X

earnings.  Growth is slowing a bit but corporations are still in a relatively strong position and have shown

great ability to maintain earnings against a rise in costs.  According to FACTSET, the estimated earnings

growth for S&P 500 Index companies for the 1st quarter is 4.8%.  Revenue growth for these same

companies is estimated to be 10.7%.  Certainly not an environment that would warrant a discussion of

an immediate recession on the horizon.

Keep in mind, the stock market never goes straight up and sudden 10% or greater corrections along the

way should be expected.  That is why it is always important to have a plan with a balanced allocation to

stocks and bonds, and sufficient cash/short term bonds to weather a protracted downturn.  As always,

we are going to be here to help you make these important decisions.

According to Debbie Carlson of the ETF Report – Interest rates peaked in September 1981, with the US

10 Year Treasury note yielding 15.8%, and have sloped downward ever since.  As recently as November

2018, the benchmark yield topped 3% and a year later, they were at 1.8%.  When the global pandemic

happened, rates dropped sub 1% on the US 10 Year for the first time in history, falling as low as 0.55% in

July.  Today the US 10 Year yield stands close to 2.35%.
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Recently, in its efforts to curb the rise in inflation, The Federal Reserve has raised Fed Funds Rate interest

rates by.25%, and has signaled more hikes at all six remaining meetings this year.  The Federal Open

Market Committee said in its recent policy statement, “The invasion of Ukraine by Russia is causing

significant human and economic hardship and that the implications for the US economy are highly

uncertain, but in the near term, the invasion and related events are likely to create additional upward

pressure on inflation and weigh on economic activity.”  Therefore, with all the uncertainty that we are

facing, I do not believe that six more interest rate hikes are a forgone conclusion, as risks to economic

growth could grow stronger in the year ahead.

To be sure, fixed income has been a tough place to be invested in over the past few months.  As interest

rates have spiked, many bond funds have struggled to post positive returns for the past 12 months.  In

fact, the bond market has suffered its worst quarter in more than 40 years.  However, it’s important to

understand that holding bond funds over a longer period of time tends to smooth out these short-term

volatile bond market moves.  Historically, bond funds have done just fine when you look at the 3, 5, and

10 year (or longer) periods, through many different interest rate cycles.  As interest rates move up, and

existing bonds mature, bond fund managers will be able to replace them with new higher rate bonds.

One bright spot is that we can start to look toward shorter-term CD’s, Treasuries and high quality

corporate bonds that are now offering interest rates of 2% and higher.  As low as that sounds, it’s a

significant improvement from just a few months ago.  It’s always our goal to help you earn the highest

rates you can in the fixed income market with the least amount of risk.  While bond interest rates have

already moved up some, pricing in advance to projected multiple interest rate hikes by the Federal

Reserve, we will have to continue to monitor the bond market closely to see how bond rates react to this

year’s complicated tightening cycle.

Another concern to our economy is how oil prices have skyrocketed over the past few weeks in response

to the conflict with Ukraine and Russia.  Dependence on Russia is certainly more of an issue for Europe

but the spike in prices has affected us all.  Russia is the main supplier of crude oil and natural gas to

Europe, supplying 40% of Europe’s Gas and about 25% of its oil.  Last year the United States relied on

Russia for about 3% of its oil imports.  Interestingly enough, experts in the 1970’s said the world would

run out of oil in 20 years and now some 50 Years later, the American Petroleum Institute estimates that

that oil will not run out for another 50 years.

Of course, there can’t be any guarantees associated with these current forecasts.  Unknowable events

will always be the norm, as they have been in the past.  Whatever the rest of this decade brings (good

and bad) just like the 4 decades that preceded it, we are here to help you along the way.  That’s what we

do, that’s why we’re here.  Please do not hesitate to reach out to us with any questions or concerns.

Sincerely,

Bryan Bastoni, CFP


