
      
    
            
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
             

   
    
 
 
             

 
(Total 
Return)   

Benchmark Indx & 
Category Average* 

1st Q 
2022 

12 
Mos. 

S&P MC 400 Growth -9.04 -0.38 
Mid Cap Gr Avg -13.39 -4.53 

S&P MC 400 Value -0.60 9.66 
Mid Cap Val Avg -0.15 11.24 

S & P 400 Index -4.88 4.59 
Mid Cap Blnd Avg -5.68 6.73 
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Investment Market Commentary 
 

It was a grim start to 2022. The 
Russian invasion of Ukraine on 
February 24th continues to inflict 
immeasurable carnage and human 
suffering. The fallout is rippling 
through global economies stoking 
inflation to loftier heights that 
threaten to be more persistent than 
we hoped.  
 
Russia’s economy is relatively small, 
accounting for less than 2% of 
global GDP, but it is a commodity 
powerhouse supplying 11% of 
worldwide oil, 17% of natural gas 
consumption, 30% of fertilizers and 
40% of the world’s palladium 
(critical in manufacturing catalytic 
converters). Russia has become a 

Bleak Beginnings 

Selected Benchmark and Category Average Returns 

major source of neon gas (a key 
input in semiconductor 
manufacturing). Ukraine and Russia 
delivered 18% of the world’s wheat 
provisions.  
 
Brent crude surged nearly 65% from 
year-end to peak at $139 per barrel, 
while wheat futures jumped nearly 
68%. Trading in Nickel was halted 
for over a week after prices vaulted 
4-fold in a matter of days.  Prices 
then cratered just as quickly in 
response to China’s Covid 
lockdowns that could stifle the 
world’s efforts to restore healthy 
economic growth. Extreme 
commodity price volatility reflects 
the reactions of fanatical spot traders 

 
(Total 
Return)   

Benchmark Indx & 
Category Average* 

1st Q 
2022 

12 
Mos. 

S&P 500 Growth  -8.59 18.16 

Large Cap Gr Avg -11.39 5.00 

S&P 500 Value -0.16 12.58 

Large Cap Val Avg 0.11 13.23 

S&P 500 Index -4.60 15.65 

Large Cap Blnd Avg -5.41 11.56 

 

when faced with news of calamity 
– whether or not expectations come 
to fruition. 
 
Prospects for another invasion of 
the virus and Putin’s unrelenting 
assault on its neighbor both 
exacerbated inflation – real and 
anticipated - and sent financial 
securities into a nosedive. The S&P 
500 and S&P Mid Cap 400 indices 
sank into correction status, down  
-12% and -13% from recent highs 
before recouping some losses to 
finish Q1 -4.6% and -4.9% lower. 
The Russell 2000 Index plunged  
-20% from its all-time November 
2021 peak into bear market 
territory only to claw back more 

Large Cap Equity 

 
(Total 
Return)   

Benchmark Indx & 
Category Average* 

1st Q 
2022 

12 
Mos. 

Russell 2000 Growth  -12.63 -14.33 
Small Cap Gr Avg -13.85 -10.63 

Russell 2000 Value -2.40 3.32 
Small Cap Val Avg -2.15 6.37 

Russell 2000 -7.53 -5.79 

Small Cap Blnd Avg -6.50 0.96 

 

Mid Cap Equity Small Cap Equity 

International Equity  

 
(Total 
Return)   

Benchmark Indx & 
Category Average* 

1st Q 
2022 

12 
Mos. 

MSCI EAFE -6.61 -1.21 

Intl Equity Avg -8.62 -2.11 

 

* Category average calculated using 
Morningstar Direct. Fund universe screened 
to include funds that meet the following 
criteria: 
 

A. M-Star Category consistent with 
designated asset class and 
management style. 

B. M-Star Style Box consistent with 
designated management style. 

C. Fund’s Objective consistent with 
asset class. 

D. Excludes Index Funds.  
 

We have not independently verified 
Morningstar data. 

 

1st Quarter 
Equity Market Results 

 1st Qtr. 
% Chg. 

12-mo.  
% Chg. 

S&P 500 -4.60 15.65 
S&P 400 -4.88 4.59 

Nasdaq -8.95 8.06 

Russ 2000 -7.53 -5.79 
MSCI EAFE -6.61 -1.21 

MSCI Emg 
MMkt 

-6.97 -11.37 
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natural gas – mostly for heating. When 
temperatures rise price gouging could subside. 
Then again, Russia might turn off the spigot leaving 
Europe to scour up other resources and that takes 
time. 
 
The MSCI Emerging Markets Index slid -7% in Q1, 
pulled lower by Chinese stocks that comprise more 
than 30% of the index. Adding to concerns about 
Covid-related deceleration were fears that 
hundreds of Chinese companies may soon be 
delisted in the US for failing to comply with US 
audit standards. Chinese officials signaled 
willingness to back off on some regulatory 
crackdowns to avoid fallout. 
 
Emerging Market equities were also shunned by 
their propensity to topple in the wake of rising US 
interest rates. Higher yields, not to mention the 
flight to USD safety that accompanies crises, 
strengthen appetites for the dollar. Developing 
nations bear the burden of servicing dollar 
denominated debt with more expensive currency. 
EM countries have been known to counter by 
raising interest rates risking detrimental side effects 
to their economic growth rates.  
 
The Federal Reserve raised short-term interest rates 
by 0.25% in March – the first such move since 2018. 
While meager and telegraphed well in advance, 
they indicated more is likely on the way. Solid 
economic growth and stable labor supply could 
make the Fed’s job a tad easier. The market is 
pricing in higher but not runaway inflation. The 5-
year TIPs breakeven suggests inflation will average 
3.3% over the next 5 years while longer-term 
forward contracts are signaling a milder 2.3% trend. 
 
The 2-year Treasury yield, the most sensitive to Fed 
action, rose to 2.28% essentially pricing-in most of 
the expected future rate hikes. As we know all too 
well, Fixed Income is anything but Fixed.  The 
Bloomberg US Aggregate Bond Index reacted by 
sloughing off -5.3%, its worst performance since Q2 
1980 when it dropped -8.7%. Back then inflation 
was cresting at over 14% - a far cry from where we 
are today. 
 
Longer-term yields also advanced but by a much 
smaller margin.  The 10-year ended the quarter at 
2.3% just a tiny hair below the 2-year flattening the 
curve – which briefly inverted shortly after quarter-
end. Rumor has it that an inverted yield curve is a 
harbinger of recession. To be relevant, however, the 

than 12% ending the quarter down -7.5%.  
 
Growth style stocks, particularly in the Technology 
sector, suffered intensely. The Russell 2000 Growth 
Index was the biggest loser, down -12.6%. Value style 
companies held up much better. Uplifted by a 39% 
advance in Energy stock prices, the S&P 500 Value 
Index ceded just -0.2%. It is this experience that keeps 
us from overloading on what was once in style. 
 
Q1’s impact on stock prices brought the S&P 500 
Index’s 12-month forward P/E ratio down to 19.5x 
from 21.3x at year-end 2021. It remains elevated, 
however, compared to 5- and 10-year averages of 
18.6x and 16.8x, respectively.  Could this mean 
valuations are poised for another trimming? 
 
Consumers are feeling the squeeze as wages rise at a 
much slower pace than overall inflation. A recent 
survey suggests people expect future degradation in 
their personal financial circumstances to an extent 
not seen since the mid 1940’s.  According to JP 
Morgan, historically, extreme consumer pessimism 
hasn’t kept the S&P 500 from pressing forward in 
double-digits over subsequent 12-month periods. 
Maybe consumer sentiments are lagging indicators. 
 
The unemployment rate sank to 3.6% in March as 
non-farm payrolls climbed by 431,000. The US has 
added over 400,000 jobs for 11 straight months—the 
longest stretch since 1939! Another bright spot shines 
in labor force participation - up to 62.4%. About 1% 
below pre-pandemic levels, the trend is promising 
but in January there were still ~ 11.2 million unfilled 
jobs according to the Bureau of Labor Statistics.  This 
is nearly double the 5.9 million people currently 
unemployed. Turning this disconnect around could 
help put the brakes on inflation by ramping up 
supplies and curbing labor costs. Up to this point, 
however, much of the hiring has centered around 
battered leisure and hospitality sectors. 
 
Overseas, the MSCI EAFE Developed Foreign Equity 
Index tanked -6.6%. The Russian invasion knocked 
the STOXX Europe 600 Index down -8.1%. Eurozone 
inflation hit 5.8% in February – well above the 
European Central Bank’s 2% target – prompting an 
end to their bond purchase program. The ECB left the 
door open to rate hikes later this year, but kept the 
benchmark stuck at 0%.  
 
Despite rock-bottom rates, EU savings increased 
sharply. Consumers are sitting on nearly €1 trillion—
a buffer against rising prices. Energy is the big wild 
card since Russia supplies the EU with ~40% of its 
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curve needs to remain upside down for weeks. 
There is often a long lag between an up ended 
curve and an actual recession.  In the meantime, 
Goldman Sachs reports that since 1985 the S&P 500 
has returned over 9% in the 12 months following an 
inversion. An inverted curve implies rates will rise 
and growth will slow during the next two years--
hardly a newsflash given unsustainable “post” 
pandemic recovery rates and the Fed’s posture. 
 
Aggressive tightening by the Fed is not 
unprecedented. Back in 1994, they boosted rates by 
300 bps within 12 months but pulled off a 
proverbial “soft-landing.” The outcome was similar 
in 2015. Equity investors were initially disgruntled 
– as Warren Buffet famously mused, “Rising 
interest rates act like gravity on stock valuations, 
pulling the highest back down to earth.” Investors 
took the bait in Q1 2022.  Looking back we find 
equity market recoveries following 1994 and 2015 
were strong and swift reinforcing our view that the 
best course of action in response to an about face in 
rates is to ride out temporary tumult.  
 
Many people are blaming the Fed for failing to take 
a less accommodative stance sooner in response to 
early signs of rapidly accelerating prices. Many 
people are also now depending on the Fed to turn 
the heat down with monetary policy.  Sometimes 
many people aren’t the smartest!  Perhaps more 
perceptive people understand that this bout with 
inflation is more than just a case of economic 
overexuberance. 
 
This time the roots lie in the constraints on the flow 
of goods and services first triggered by pandemic 
lockdowns and now intensified by the fallout from 
Russian aggression.  Secondly, Congress, in its 
usual fashion, responded to the Covid crises with 
excessive, poorly focused stimulus padding the 
pockets of many Americans who didn’t need 
assistance – but could hardly be expected to send 
checks back to the Treasury or turn down free 
loans. Why, then, is it reasonable to believe 

increasing interest rates alone will fix inflation? 
How do higher interest rates keep Covid relapse 
under wraps, open up supply chains or end the 
Russian attacks on Ukraine?  How do higher 
interest rates help employers fill vacancies so they 
can meet existing demand? It is no wonder some 
people feel recession is an inevitable outcome. 
 
Whether it proves to be an effective weapon against 
inflation, tightening is here to stay for a while.  
What does this mean to us?  Our readers know each 
client’s investment policy is centered around 
meeting liquidity needs with minimal risk of loss of 
principal. For years we accomplished this goal by 
constructing laddered portfolios of individual debt 
securities of the highest credit quality and very 
short duration. When yields on these coveted assets 
hovered barely above money-market, we 
broadened the universe to include a selection of 
bond mutual funds.  We knew net asset values 
would fall with rapidly ascending market rates, but 
over reasonable time frames they deliver superior 
return potential. 
 
Those days are likely coming to an end. The most 
volatile of the lot (and also least favored!) is 
Vanguard GNMA down -4.6% over the 12 months 
ending 3/31/22. The two funds experiencing the 
worst first quarter 2022 declines (>-6.5%) have lost 
~-3.4% over the past year.  The savviest manager 
has given up -4.2% so far in 2022 but lost less than   
-1.5% over a year. The highest quality shortest 
duration strategies have done what we expected by 
breaking even. Over the past two years 
recommended bond funds, with very limited 
exceptions, have delivered total returns well in 
excess of yields that were then available using our 
preferred approach. As capital with short-term time 
horizons and super conservative objectives comes 
up for investment, we will be shopping again for 
brokered CDs, pre-refunded municipals and maybe 
even Treasuries.  In the meantime, we will wait for 
funds that bent under recent pressures to recover 
and/or look for opportunities to benefit from tax 
losses. 
 

 
 


