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April 2022 
 
 
Dear Clients and Friends, 
 
 

What an amazing and volatile quarter for the markets!   Stocks managed to fall AND rise over 10% during the 

quarter; while bonds, depending on which bonds you look at, had their worst start of the year in 4 decades 

(when Reagan was president!). First quarter bond returns are boxed in blue in the table below. 
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Company valuations had been running near historic highs last year as the Fed used all the tools at their 

disposal to reinvigorate the economy after COVID containment policies ravaged consumption the year prior.  

The obvious problem, which the Fed has not formally acknowledged, is that they have always been aggressive 

at cutting interest rates, but much slower to bring interest rates back to “normal”. In 2021, with the economy 

opening back up, consumers and commercial customers opened up the spigots in an environment of artificially 

low interest rates and massive pent-up demand.  Housing prices in many areas of the country witnessed price 

growth not seen since post-WWII while inflation jumped to shockingly high levels.  At first, the Fed was timid 

saying that inflation was “transitory,” maybe a 2-3 quarter phenomenon that would adjust as supply chain 

shortages recovered. But here we are in the spring of 2022 and inflation is still running around ~8% depending 

on what government measure you look at -- for some consumers the reality is likely much higher.  As a result, 

the Fed is in a position where they must hike rates aggressively to quell inflation. It’s now clear that stock and 

bond investors alike have become very wary of this path.  Will the economy be able to withstand these 

aggressive rate hikes?  It’s not at all clear.  One of the bond market’s preferred barometers for the future health 

of the economy, the yield curve, is signaling a forthcoming recession in 6-18 months.  While home sales have 

held up so far (we are very early in the Fed’s proposed cycle of rate hikes), companies that benefit from home 

sales such as Lowes (LOW) and Home Depot (HD) have seen their share prices get slammed in the most 

recent quarter (see below) – this certainly is not what you’d expect in a booming economy. 
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Notice that we haven’t even mentioned the war in Ukraine yet. The war in Ukraine contributed to market 

volatility, pushing oil prices up dramatically, while causing additional concerns about the potential of food 

shortages and further supply chain disruptions.  Russia is a significant supplier of oil, gas, and other 

petrochemicals as well as mining and metals.  Sanctions against Russia are already having far-reaching 

implications for manufacturers, and for the world’s largest banks as they hold Russian government and 

corporate bonds, which are now in a precarious position.  The full implications of Russia’s financial situation 

likely won’t be apparent for several months if not years. But for investors, the potential for secondary and 

tertiary effects will continue to make them uneasy. 

We’d be remiss if we failed to look explicitly at interest rates, which have shot dramatically higher in anticipation 

of Federal Reserve rate hikes.   From the chart below you can see the yield on the 10yr treasury note has risen 

over 80% in little more than 3 months while the NASDAQ 100 stock market index has fallen about 14% in the 

same time frame. 

 

 

 

 

Rate increases will reach every corner of the economy, most obviously cooling down the housing market as 

well as car sales, and eventually even credit card purchases.  As one prominent pundit recently put it 

(paraphrasing here) “the Fed wants you to suddenly feel poor. This will lead you to spend less, causing prices 

to fall and easing inflation.”  Ouch. 
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With earnings season just getting underway, S&P500 1Q22 earnings are set to rise, but that rise is expected 

to be all due to the rebound in oil prices – leaving S&P500 earnings ex-energy to be slightly negative, 

something no one anticipated only a few months ago.  There’s no question that it’s challenging to feel bullish 

in this environment making us glad to have strategies to navigate the choppiness.   In the next few weeks, 

earnings calls will provide outlooks on the coming quarters that could set the stage for significant market 

moves.  No matter the direction, our strategies remain well equipped for the volatility.  

 

To future profits, 

 
 
 
   
  Don Lansing  Garrett Beauvais 
               Chief Investment Officer Portfolio Manager 
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