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March 14th, 2022  

 

A vortex of negativity… 

One thing was clear as I went through my 

weekend research and reading – the confusion 

is widespread, uncertainty is high, fear is 

surging, and there is little to no sign of 

optimism out there.  I don’t write that opening 

sentence in this missive as a contrarian 

indicator that we are at some downside, 

capitulative pivot point or that the worst is 

over.  Rather, I think any investor who is 

objective and grounded in reality will admit 

that the potential path of outcomes is as clear 

as an early morning stroll along the San 

Francisco Bay.  We came into 2022 with the 
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view that this was going to be a transitional 

year for the economy and capital markets as 

policy normalized from the unprecedented 

stimulus that was injected into the system to 

combat a global pandemic.  However, a 

complicated investment setup has only 

become more challenging with geopolitical 

tensions unseen since the height of the Cold 

War.   

 

Consider that beyond the Russia/Ukraine 

conflict that has been front-page news for the 

past three weeks, tensions between Iran and 

Iraq are percolating, and India and Pakistan 

are feuding once again.  Intelligence just 

revealed that the missiles North Korea 

launched in late February and early March 

contained warheads with much greater 

distance capability than previously believed.  

Then there is the unknown role and allegiance 

of China in this Ukraine conflict.  As if the 
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globe wasn’t already grappling with enough 

ongoing supply chain problems, we have 

logjams in the Black Sea from Russian 

sanctions, intensifying energy price pressures 

in Europe and food prices around the globe.  

And to top it all off, we have the biggest 

Covid outbreak in two years occurring in 

mainland China with Hong Kong experiencing 

550,000 infections since late December.   

 

With all that being said, I do want to get one 

thing off my chest, and that it is to say that 

any investors positioning for the end of the 

world via a kinetic World War III outcome is 

playing for a low-probability outcome.  

What’s more is that if nuclear war did break-

out, how do you know that the counterparty on 

the other side of your positioning is still going 

to be solvent to payout your profits?  I guess 

this is just me venting as I’m growing tired of 

hearing the “this is only going to end badly…” 
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narrative.  I don’t know – nor do I think 

anybody knows – how this is going to play 

out, and I don’t really care to guess.  I’ll defer 

to those armed with much more intelligence 

on the situation, and right or wrong, trust the 

decisions they make.  This is not a denial that 

what lies ahead doesn’t have the potential to 

be extremely disruptive, perhaps very harsh 

for many societies, and/or require a long 

period of healing, but don’t forget all the good 

that has occurred throughout time that has 

gotten society to where it is today.  We will 

figure things out in the end and while things 

may break in the process, we will find 

resolution and move forward.  Without 

question, in such an outcome there will be 

winners and losers, and it’s likely the global 

world order as we’ve known it since the fall of 

the Berlin Wall in 1989 is changing – but 

that’s life, a sequence of changes.   
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The three decades of a more integrated and 

globalized world as we’ve known it is fraying, 

and likely to only move further in this 

direction as a result of the decisions made 

during this period.  Russia will be a recluse 

and shunned from the global community for 

many years to come.  Given the significance 

of global energy, commodity and food 

production stemming from Russia, investors 

will have to come to grips with a changing 

commodity cost curve, which will keep global 

prices elevated given that most are necessities 

and this will levy a squeeze on real economic 

growth.  From an investment standpoint, it 

would seem to me that there will be a 

geopolitical premium priced into all asset 

classes for some time to come, and as a result 

investors will have to be mindful of the risks 

that they are willing to take.    
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Alright, now that I got the philosophical 

segment of this missive over, let’s get to some 

market thoughts.  Let me start by admitting 

that I’m as confused as the next guy when it 

comes to understanding what the market is 

signaling.  My take is that the market itself is 

confused, and a confirmation of this is the 

heightened level of volatility and breathtaking 

daily price gyrations.   

 

Just consider the year-to-date performance of 

major asset classes: 

 

• Oil: +40% 

• Commodities: +36% 

• Gold: +7% 

• Aggregate Treasury Bond Index: -5% 

• High Yield Bonds: -7.5% 

• Investment Grade Bonds: -10.5% 

• All-Cap World Equity Index Ex-US:         

-12% 
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• Emerging Markets: -12% 

• S&P 500: -12.5% 

• Bitcoin: -16% 

 

So far this year, the only place to make money 

has been in commodities, and this is an area 

that most investors have shunned for nearly a 

decade now.  What’s more, is those late-to-

the-party investors who have chased these 

returns in the last two weeks (after realizing 

they were the only thing working this year) 

are getting a first-hand experience of just how 

volatile this asset class can be.  Take gold for 

example (one of the most stable commodity 

investments) – it’s trading at $1,955/oz and is 

down $115/oz from the $2,070/oz level it 

reached just last Tuesday.  WTI oil was up to 

$130/bbl last Tuesday and today slipped 

below $100/bbl.  I could keep going, as I’m 

seeing a plethora of commodity prices rolling 

over in a decisive manner in the last couple of 
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trading days.  Uranium is another one that 

comes to mind where it shot up 18% last week 

on rising sanction risks, but has since plunged 

nearly -12% over the last two trading days.   

 

What I’m getting at is that with regards to the 

commodity space, no matter how constructive 

an investor might be on any certain area, it is 

not for the faint of heart.  And the type of 

volatility swings experienced in this area 

precludes most institutional investors from 

being able to allocate a significant portion of 

their capital to the space.   

 

With inflation remaining front and center, it 

has pressured interest rates higher pretty much 

all year long.  Bond prices move inversely to 

yields, so bond markets have been selling off.  

The yield on the 10-year T-note popped above 

the upper end of its trading range to 2.14% 

today.  It’s up 44 basis points since the end of 
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February, and this is in the face of the threat of 

a new world war.  The yield on the 5-year T-

note has taken out the 2% threshold for the 

first time since May of 2019, with Fed 

officials stepping up their hawkish rhetoric 

going into this week’s Fed meeting.  The Fed 

Fund Futures market is now back to pricing in 

seven hikes for the balance of 2022 – that’s 

one at every meeting for the remainder of the 

year.  Good luck with that.    

 

Normally in risk-off environments, bonds and 

Treasuries in particular act as safe havens and 

a ballast to a diversified portfolio, but thus far 

this year they haven’t provided that offset.  

Sure, they’ve gone down less, but they are still 

pulling down the absolute performance of a 

portfolio.  Even on a fundamental basis, where 

an investor was buying Treasuries on slowing 

growth and rising recessionary risks (a 

backdrop where Treasury bonds have 
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historically performed very well…), this asset 

class hasn’t been working as inflationary 

headwinds are overwhelming the growth 

slowing tailwinds for the asset class.   

 
As for the equity market, it’s ugly – there 

really isn’t any other way to say it at the 

moment.  I do think it is vital for investors to 

understand that the equity market was weak 

even before the onset of the Russia/Ukraine 

war.  This event intensified the volatility in all 

markets, but the S&P 500 was already down    

-10%, the Nasdaq by -15%, and Small Caps 

were down -13%.  The driver of this weakness 

in the opening two months of the year was 

reality setting in on the level of fiscal and 

monetary withdrawal coming down the pipe.  

Beyond the significant declines equities have 

experienced over the course of the past twelve 

months (yes, the most speculative areas of the 

equity market peaked last February…), what 
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is most troublesome of late is the complete 

inability for the major indices to sustain any 

semblance of a rally.  Equity market bounces 

can’t even last more than half a trading day 

later, and the net result has been a market that 

is making lower highs and lower lows.  This is 

emblematic of what you see during bear 

market periods, not bull markets (as if that is a 

revelation to anyone paying attention at this 

point of the game).   

 

Below are the biggest headwinds for the 

economy and risk assets as I see it on the 

horizon: 

 

• Interest Rates and The Fed: The two go 

hand-in-hand, and while I do think the 

market has already priced in a pretty 

aggressive tightening path (seven hikes this 

year), I do not think the Fed can follow 

through on this without pushing the 
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economy into a recession.  Let me say this 

before continuing – at this junction, there 

are no easy or perfect solutions for what 

confronts the Fed.  Every path they 

consider taking comes with a trade-off – 

this is not a situation where “you can have 

your cake and eat it too”.   

 

Sure, they could crush inflation within the 

next twelve months by tightening 

aggressively and causing a recession.  But 

doing so would completely nullify 

everything they did to resuscitate the 

economy from the pandemic crash just two 

years ago.  In such a scenario, 

unemployment would rise and they’d be 

back to square one of trying to stimulate 

the economy once again.   

 

If they don’t tighten enough, then the risk 

increases that inflationary-expectations get 
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embedded into the economy for a more 

prolonged period of time.  This is the 

Stagflationary outcome investors are 

gravitating towards, where real-growth 

weakens (stagnates) and price pressures 

pinch consumers with unemployment 

likely to rise as well. 

 

Then there is the optimal soft landing, but 

given the mounting pressures from a lot of 

variables in which monetary policy has no 

control over, this scenario seems less 

probable with each passing day.   

 

No one knows how this is going to play out 

at this moment, and this is a very tight 

needle for the Fed to thread.  Wednesday’s 

Fed decision and press conference will be 

very revealing in this light and we will all 

have to take it from there.  One step at a 

time. 
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• Food and Energy Shock: These two 

essential items are up more than 15% year-

over-year, which also happened in 1973, 

1979, and 2008 – not exactly the historical 

company an investor wants to see as all of 

those years closely coincide with an 

economic recession. 

 

• Fiscal Cliff: Last year, fiscal stimulus 

added roughly 5 percentage points to real 

GDP growth, and by the end of this year 

(assuming no new stimulus is passed) this 

will swing to a near 3-percentage point 

drag. 

 

• The Wealth Effect: The decline in asset 

markets has now become pronounced 

enough, as -$10 trillion in equity wealth 

has evaporated globally since the start of 
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the year, and that is going to start 

impacting behavior.   

 

If you’ve managed to read along this far, I 

imagine you’re wondering why would one 

invest in anything at the moment?  The Fed is 

stuck and unable to come to the rescue.  

Geopolitical tensions are high and rising.  The 

global world order as we knew it is 

unraveling.  U.S. politics can’t look beyond 

one election cycle to the next in the interest of 

coming together to put forward impactful 

strategic long-term policy/investment 

initiatives.  Recession risks are rising.  

Inflation is crushing everything and everyone. 

Stocks stink.  So do bonds.  Commodities are 

doing okay, but the volatility is gut-

wrenching.  Cash is stable, which has been a 

good thing over the last four months, but in an 

era of financial repression this asset is going 

to lose value (slowly) over time as well.   
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My answer to this vortex of negativity?  This 

is what investing is all about.  And I stress 

investing, not managing a portfolio for a day, 

a week, a month, or even a year.  Don’t forget 

what 200 years of investing history has taught 

you: 1) Over time, all asset prices rise, 2) 

Don’t hold cash for a prolonged period of 

time, and 3) Over the course of 200 years, we 

all die several times over, so time horizons 

matter and be sure to have some fun along the 

way.   
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Let me end with stating the obvious: This 

investment environment we are in at the 

moment is one of the most challenging any of 

us have ever confronted.  The most important 

thing I can stress is that in such a backdrop, 

your goal should be to simply live to fight 

another day.  That implies that you will take 

some losses along the way.  You won’t be 

perfect, but understand that we will get 

through this at some point with none of us 

knowing when, how, or why in the heat of the 

moment.  Reflect upon the GFC back in 2008-

‘09 and how bad that was, but it worked itself 

out and few of us would have thought equity 

prices would be making new all-time highs 

and never looking back just six years later.  

And what about the Covid pandemic just two 

years ago?  Who could have imagined that 

markets would rip the way they did following 

such a disruptive event? 
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I’m not trying to be a Pollyanna here or look 

at the current situation through rose colored 

glasses, but keep in mind these wise words 

from Warren Buffett: “The stock market is a 

device for transferring money from the 

impatient to the patient”.  There is a lot of 

pain, anxiety, and fear already priced into 

asset markets at this point.  The below chart 

from Charlie Bilello highlights that through 

the first 48 trading days of the year, 2022 is 

the fourth worst start to the year going back to 

1928.  When you look at all the years in this 

table, you also see that the returns through the 

rest of the year have all been positive with the 

exception of 2001 and 2008.  Both were 

recessionary years, so that’s something to 

keep in mind, but history is on the side of not 

getting overly negative at this point – at a time 

where a lot of the negatives I highlighted in 

this missive are already widely acknowledged. 
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I’ll end this week’s missive with an updated 

table from Carter Worth, breaking down the 

degree of pain that has been experienced in the 

constituents of the Russell 3000 Index (a 

proxy for the overall stock market): Over 50% 

of the stocks in the index are down -25% or 

more from their 52-week highs, and almost 
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25% of the stocks in the index down -50% or 

more.    

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


