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Down 5%.  Regardless of how you were invested in the first quarter of

2022 you were down 5%, give or take (okay, except for commodities and

housing).  As we reviewed performance for the quarter it was

interesting to note that net-net the world is worth about 5% less than it

was at the end of 2021. 

So, what happened over the quarter?  Inflation took a firm hold on the

global economy and continued its upward trajectory, Russia invaded

Ukraine, and the Federal Reserve began raising interest rates for the

first time in over three years. 

It has been an unsettling experience living with inflation for the first

time in decades.  Much of the developed world has not had to deal with

high levels of inflation since the 1980s.  The risk of deflation has been

more of a concern than the risk of rising inflation.  

 

Q1 2022:

"inflation took a firm hold on
the global economy and
continued its upward trajectory,
Russia invaded Ukraine, and the
Federal Reserve began raising
interest rates..."
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Living through an inflationary cycle you begin to see the

corrosive impact that it has on a functioning economy.  

 Employees job-hop to get a larger increase in pay than

they can get by staying with their current employer.   That

causes some companies to over hire for fear of not having

enough employees to cover shifts.  Housing prices soar as

people are willing to stretch themselves so they don’t have

to pay inflated rent.  

Inflation is not only damaging to fixed income assets (as

cash flows are now worth less), but it also creates a lot of

friction in an economy. The friction is what causes the

economy to recalibrate, perhaps in the form of a recession.

  The Equity Markets
 

Global equity markets, as measured by the MSCI All

Country World Index, were down -5.15% in the 1st quarter

of 2022.  The international developed equity markets

outperformed the US equity markets in Q1.  The US market,

overall, was down -5.28% and international developed

markets were down -4.81% for the quarter.  The worst

performing markets were emerging markets, which were

down -6.97%.  US REITs continued to outperform, with a

return of -3.71% for the quarter. 

 Small cap stocks again underperformed large cap stocks in

the US.  Small caps were down -7.53% in the 1st quarter

versus large cap stocks which were down -5.13%.  For the

quarter value stocks significantly outperformed growth

stocks with large cap value stocks down -.74% versus down

-9.04% for large cap growth stocks. 

 

 

  

The Fixed Income Markets
 

With the expectation of a significant increase in interest

rates by the Federal Reserve, the bond markets

experienced their worst quarter in four decades.  

The Bloomberg Barclays US Aggregate Bond index was

down -5.93% for the quarter.  The municipal bond market

performed even worse, declining -6.23%.  Yields across the

maturity spectrum increased.  In the 10-year part of the

yield curve yields rose by 80bps, ending the quarter at

2.32%.  The increase in yields on the shorter end of the

curve was even more dramatic; the two-year yield

increased 155bps, ending the quarter at 2.28%.  The non-

parallel shift in interest rates is what is referred to as a

‘flattening’ of the yield curve. 

  

The high-yield market was down for the quarter but

outperformed the investment grade market.  It returned

-4.84% in Q1.  Once again US TIPS were a strong performer

as investors sought protection from inflation.  Even still,

TIPS had negative performance due to their high

duration/interest rate risk, returning -3.02% in the 1st

quarter.  

 So, what did all of this mean for investors?  It was one of

the few quarters where it really didn’t matter what your

asset allocation was - you were down about 5%.  From

conservatively positioned portfolios with mostly bonds, to

more aggressive portfolios with primarily equity exposure,

portfolios were down 5% plus or minus 50 bps.  It was quite

remarkable. 



A P R I L  2 0 2 2 / Q 1  N E W S L E T T E R

Looking Ahead
 

The Federal Reserve has a tricky path ahead of it.  It is

focused on and determined to bring down inflation but

would like to avoid a recession if possible.  It does seem

that it is willing to err on the side of a recession given its

commitment to bringing down inflation.  It seems that even

if we do enter an economic recession, it may not be too

severe.  

There are still many factors in place that can keep the

economy relatively strong.  We have a strong labor market,

consumers are in pretty good shape financially, and

corporate balance sheets and earnings are still solid.  There

is also the denominator effect in calculating GDP.  When we

factor in the amount of government stimulus that was

pumped into the economy last year versus this year, it

would not be surprising if, on a year-over-year basis, the

economy dipped in 2022. 

As we look further down the road there are a few more

permanent shifts we expect to see longer term.  Gone are

the days of the Fed trying to thread the needle between

economic growth and inflation.  

By maintaining a low federal funds rate and employing

asset purchases as needed, the Fed has been able to

orchestrate a low-interest rate environment that has

pumped up economic growth.  In part due to the

efficiencies and increased productivity that technology has

afforded us, we have been in a prolonged period of low

inflation.  This caused a degree of complacency by the

Federal Reserve, which resulted in a focus on economic

growth and employment without much concern over

inflationary risk.  The current environment has been a

startling reminder that their mandate is, and should be,

focused only on inflation and unemployment.

 

 

We can also expect a decline in globalization.  Companies

are going to be less focused on the lowest cost of

production for their products and more concerned with

securing their supply chain.  The Russian invasion of

Ukraine will likely re-write the rule book on energy

dependency.  This will further incentivize Europe to move

to a non-fossil fuel energy system. 

All these factors will likely result in higher inflation and

higher interest rates.  The silver lining to this is that we can

finally begin to expect to earn a higher yield on our fixed

income assets again. 

As always, we would love to hear from you. Please contact

us at any time..
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The Russian invasion of Ukraine will likely
re-write the rule book on energy
dependency. This will further incentivize
Europe to move to a non-fossil fuel energy
system.


