
 
 

1st Quarter 2022     

2022 1st Quarter in Review & Outlook 

“It is a way to take people's wealth from them without having to openly raise taxes. Inflation is the most universal tax of 

all.”  —Thomas Sowell 

Inflation runs hot 

Despite a rally in stocks in the second half of March, it was a difficult first quarter of 2022 for global asset classes.  

Markets were faced with a number of headwinds. Inflation, which spiked to a 40-year high, was the biggest headwind. 

The Federal Reserve has begun the process of raising the Federal Funds discount rate and may have 4-5 rounds to go, 

according to most Fed watchers. 

The Fed would also like to shrink its massive balance sheet which exploded from the Quantitative Easing (QE) during the 

pandemic.  QE involved electronic “money printing” which many economists attribute as the main culprit to this current 

spike in inflation. Of course, there are other factors. Shifting consumer preferences due to pandemic shutdowns have 

disrupted global supply chains. This is still going on. The Chinese communist government still hasn’t learned yet that only 

herd immunity can stop an upper respiratory pandemic. China recently locked down its largest and most modern city of 

Shanghai where many people were not even allowed to leave their high-rise apartments for food and water. If their 

government’s zero tolerance policy to Covid continues, future lockdowns and supply chain disruption will likely 

continue.  

Less than two years ago the 

world was awash in an oil glut 

after the global pandemic 

shutdown cratered demand. 

The price of crude oil was 

barely $20 per barrel, well below the minimum profitability price for producers. Many with marginal balance sheets 

were forced out of business. Demand has since returned. However, production after a glut typically lags and, the price of 

oil and gas has risen. Thus, increased transportation costs are a key factor in this inflation spike. The kicker on top of that 

is the tragic Russian invasion of Ukraine contributing to an additional spike in energy and other commodity prices. With 

Russia being the world’s third largest producer of oil, supply has been further constrained. Both Russia and Ukraine are 

also fairly large exporters of various commodities. 

Per the table above, most broader equity asset classes posted negative returns for the 1st quarter. Fixed income and 

equity normally work well together in a portfolio because their price movements are uncorrelated with each other. That 

has not been the case this year thus far with the Bloomberg U.S. Aggregate Bond Index down -5.9%. It is now likely that 

bonds will post a second year of negative total returns in a row, a first since 1977, according to Blackrock. We included in 

our table an index of physical commodities, which clearly bucked the trend of declining financial assets and is reflective 
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of the spike in producer price inflation. For consumer prices, the Ibbotson and Association SBBI inflation index was up 

3.1% for the quarter and up 8.5% over the last year.  

Our Core & Factor portfolios proved resilient during the quarter. We think managing risk is as important as seeking 

returns in our portfolio management process. We maintain an asset-weighted composite of our separately managed 

accounts which allows for the calculation of periodic returns as though the accounts are one large portfolio. Our average 

portfolio was down just -3.3% for the quarter. Our individual Core Equity U.S. stocks proved the most resilient down just 

-1.7%. Our Core ADRs (foreign-based companies traded on U.S. exchanges) were down -4.4%, and our fixed income was 

down -3.7 for the quarter. The weighted-average duration of our fixed income portfolios is significantly lower than the 

Barclays Aggregate Bond Index, resulting in a better total return during rising interest rates. No matter what happens in 

the short-term, we have a lot of confidence in the long-term cash flow generating capability of our portfolio companies, 

which is the true source of intrinsic value. 

Bad times for bonds 

Bond prices have an inverse relationship with interest rates. After many years of interest rate declines, rates have risen, 

and the last two years ending March 31st has been the third worst 2-year stretch for bonds since 1926 down -1.8% on an 

average annual basis, according to Blackrock. Only March of 1980, down 3.1, and August of 1981, down 2.7, were worse. 

In fact, it is pretty rare for bonds to lose money over a two-year period of time. It has only happened about 2% of the 

time since 1926. However, a bad two-year period for bonds is often followed by a good next two years. So, if history is 

any guide, the next two years could be better for bonds.  
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Consumers dissatisfied 

We are in a mid-term election year, and recent Gallop polls are showing that Americans are pretty dissatisfied at how 

things are going. Recent Gallops polls indicate that only 21% of the country is actually satisfied with how things are going 

here in the U.S. It is off the lows from last January where it stood at 11%. While this may not make the political party in 

power very comfortable, low consumer satisfaction levels have often been a contrary indicator to stock market 

performance.  

 

Any time satisfaction levels were less than a third, stock returns over the next 12 months were 15%. On the other end of 

the spectrum, whenever satisfaction was greater than 50%, as per February of 1999 when 71% of the country was 

satisfied with how things were going, stocks only returned 6% over the next 12 months. Obviously, stocks are down, 

inflation is up, war is raging in eastern Europe, and consumers aren’t happy. This could certainly mean that the bad news 

is getting baked in to securities prices making the future potentially brighter for the stock market as well. 

Looking ahead 

Economic conditions are currently still robust. However, rising prices due to inflation can dampen economic activity on 

its own. Stocks have historically performed well in inflationary environments as long as economic activity and corporate 

earnings are strong. The Federal Reserve has a dual mandate of robust economic growth while keeping inflation in 

check. Since 2008 the Fed has had to resort to crisis management twice to combat recessions and deflation. Some 
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economists are concerned that the pandemic-related QE programs have been excessive and the Fed has lost control of 

inflation. Certainly, there is little the Fed can do on the supply side of the equation. However, we think the supply chain 

issues will eventually resolve on their own. We cited above how a massive glut in oil turned into a shortage within two 

years. Current shortages can also turn into gluts on their own. The Fed can only control the demand side, and their 

challenge will be to tame inflation with an economic soft landing. If they act too aggressively, they run the risk of 

pushing the economy into recession. The market, however, is already pricing in this possibility.  

The war in Eastern Europe is certainly a wild card. We don’t think there is any possible way that Russia can win with an 

unmotivated and ineffective army. 

All they have done is wreak havoc 

with long range missile strikes. 

Ukraine has been very effective in 

guerilla warfare tactics but lacks 

the means to eject Russian forces 

out of the country entirely. With an 

economy in shambles and growing 

discontent in Russia, we think 

Vladimir Putin will eventually be 

forced to seek an offramp. The 

best resolution, however, in our 

opinion, would be a coup from 

within as long as whomever takes 

control is much saner than Putin. 

In the meantime, it’s important to 

remember the important principles of adequate diversification, owning high quality, cash flow-generated assets, and 

having enough liquidity to meet current spending requirements over the next year. We think the current bout of 

inflation will eventually be tamed and, per the chart above from Charles Schwab, we are well hedged against it. 

Please let us know if you have any questions. We look forward to talking with you soon. 

—Dana L. Crosby, CFA, CFP® 
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IMPORTANT DISCLOSURES: 
 
Educational use Only. The market update published by SC Capital Advisors (“SC Capital”) is intended to be educational 
in nature and is not intended to be a recommendation for any specific investment product, strategy, plan feature or other 
purposes. Accordingly, it should not be construed by any consumer and/or prospective client as solicitation to effect, or 
attempt to effect transactions in securities, or the rendering of personalized investment advice for compensation. 
 
Advertising and Marketing. Communications such as this are not impartial and are provided in connection with 
advertising and marketing. This material is not suggesting a specific course of action or any action at all. Prior to making 
any investment or financial decisions, an investor should seek individualized advice from a personal financial, insurance, 
legal or tax professional that takes into account all of the particular facts and circumstances of an investor's own situation. 
No person associated with SC Capital is a licensed attorney or tax professional and the information contained herein 
should not be considered tax or legal advice. 
 
Links to Third Party Content. This Market Update contains links to articles or other information maintained by unrelated 
third parties. You acknowledge and agree to the following: All such information is provided solely for convenience 
purposes only because we believe that it may provide useful content and all users thereof should be guided accordingly. 
We disclaim any responsibility for the link’s performance or interaction with your computer, its security and privacy policies 
and practices, and any consequences that may result from visiting it. We do not control the content published by the third-
party; we do not guarantee any claims made on it, nor do we endorse its sponsor or any of the content, policies, activities, 
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products or services offered by any advertiser on the site. SC Capital assumes no liability for any inaccuracies, errors or 
omissions in or from any data or other information provided by the third party and inclusion or reference by SC Capital to 
any third-party link should not be construed by any consumer and/or prospective client as a solicitation to effect, or 
attempt to effect transactions in securities, or the rendering of personalized investment advice for compensation, over the 
Internet. 
 
Important Information regarding Registration. SC Capital Advisors offers Investment advisory and financial planning 
services through Belpointe Asset Management, LLC, 500 Damonte Ranch Parkway, Building 700, Unit 700, Reno, NV 
89521 (“Belpointe), an investment adviser registered with the Securities and Exchange Commission (“SEC”). Registration 
with the SEC should not be construed to imply that the SEC has approved or endorsed qualifications or the services 
Belpointe Asset Management offers, or that or its personnel possess a particular level of skill, expertise or training. SC 
Capital Advisors is not affiliated with Belpointe Asset Management, LLC. Additional information about Belpointe Asset 
Management is available on the SEC’s website at www.adviserinfo.sec.gov. 
 

http://www.scadvisors.net/
https://adviserinfo.sec.gov/firm/summary/143440

