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April 18th, 2022  

 

Just grinding along… 

Stocks ended the week on a soft note with the 

Dow losing -0.78% on the week, the S&P 500 

-2.13%, and the Nasdaq slipping -3.03%.  In 

the process, the S&P 500 slipped back below 

its 50-day moving average and really at this 

point it’s carved out a trading range of 4,600 

on the upside and 4,200 on the downside.  A 

breakout of this range in either direction 

is/will be noteworthy, but until then, the day-

to-day volatility is little more than noise.   

 

Treasury yields across the curve continued 

their upward ascent, with the 10-year touching 
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2.88% this morning – the highest level it’s 

traded at since December 2018.  The 30-year 

Treasury at 2.97% moved up to its highest 

level since May 2019.  David Rosenberg of 

Rosenberg Research put out some interesting 

analysis last week in regards to this sharp rise 

in rates that I think provides some valuable 

perspective for what we are experiencing:   

 

“We went back to all the cyclical bear 

bond cycles of the past four decades – 

1986-87, 1988-90, 1993-94, 1998-2000, 

2003-07, and 2015-18, and found the 

average trough-to-peak move in the 10-

Year Treasury to be 237 basis points, and 

the median was 238 basis points.”    

 

Since the 2020 cycle lows, the rise in yield on 

the 10-year T-Note is pushing above 230 basis 

points.  What this suggests to me is that the 

bond market has done a lot of heavy lifting to 
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price in the four-decade high inflation 

readings we are seeing along with the 

aggressive Fed tightening path.  This isn’t to 

say we are nearing peak yields at the moment 

(I lean in that direction, but none of us can 

know for sure…), but a lot of variables today 

are significantly different than where they 

were in these previous cycles, and most would 

suggest a lower rate ceiling (demographics, 

debt burden, financialization of the U.S. 

economy, and technology innovation).   

 

Keep in mind the nuance of the situation 

investors are looking at today.  Inflation at 

four-decade highs is definitely a headline 

grabber, but thinking the inflation rate will 

persist at this level going forward is to error in 

the same manner as the Fed by suggesting it 

was ‘transitory’ (3-6 months) last summer.  

The shape of the yield curve, the 

outperformance of defensive sectors in the 
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equity market (utilities, consumer staples, 

healthcare, REIT’s), the underperformance of 

cyclically sensitive areas such as the Russell 

2000 (off -18% from its highs), home 

furnishing stocks down -48%, homebuilders 

down -31%, and Autos crunched by -30% are 

all indicators that the market has already done 

a lot of the tightening for the Fed.  The 50 

basis point hikes we are likely to get over the 

next several meetings will be just them rubber 

stamping what is already expected.   

 

What is important for investors is to analyze 

and think about is where the puck is going 

next.  The 30-year fixed rate mortgage 

breaking above 5% for the first time in over a 

decade (from 3% at the start of the year) is 

going to take a lot of hot air out of what had 

become a euphoric housing market.  Think 

about the dominos of this outcome – be it for 

consumption, where cash-out refi’s are drying 
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up, commodity cost increases have already 

dampened the renovation wave (just have a 

look at Home Depot’s stock…), and new 

home construction is rolling over.  This is just 

a microcosm of the chain of events that will 

ripple through the entire economy as the Fed’s 

tightening path achieves its intended 

objectives – that is to slow down what they 

view as an overheated economy and elevated 

inflation pressures.      

 

They ultimately will prevail, but none of us 

know whether they will prevail by engineering 

a soft-landing or a hard-landing (a la, a 

recession).  With 11 out of the last 14 

tightening cycles ending with a recession, 

history has not been kind to investors leaning 

too heavily on the soft-landing camp.  The 

global investment crowd has concluded that 

the commodity sector is the best area in the 

capital markets to play both sides of this setup 
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(not that it is entirely binary), and, even 

though it may be the right trade, it has become 

massively overcrowded at the moment.  

Furthermore, in a cyclical-downturn, 

commodities are unlikely to make it through 

unscathed even if the structural setup from 

supply scarcity and elevated demand remains 

extremely constructive.  Many commodities 

have rolled over from their highs – Baltic Dry 

freight index (-64%), lumber (-47%), oil         

(-21%), iron ore (-13%), rebar (-13%), and the 

fare for 40-foot box containers from Shanghai 

to L.A. is down -21% as well.   

 

We got some key China economic data 

overnight, where GDP came in above 

expectations, but the forward-looking data 

was downright discouraging on the growth 

front.  So, we have the world’s two largest 

economies slowing (when the Goldman Sachs 

economics team pegs the odds of a U.S. 
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recession at 35%, you know to be alert given 

their historically optimistic disposition…), 

with Europe likely to slip into a recession 

soon, and yet central banks’ hands are tied in 

regards to acting proactively to provide 

support.  No wonder capital markets are in 

such taters this year, with equities and bonds 

both in the red while inflation hedges like 

commodities are in the green.   

 

And don’t look now, but the growth in the 

monetary base (the root of central bank led 

market liquidity) has slowed dramatically to 

just +0.4% on a YoY basis from 20% at the 

end of last year and 30% this time last year.  

The last time growth in the monetary base was 

this low was back in December 2019 – a 

period where growth was slowing, recession 

risks were rising, and the Fed was cutting 

interest rates (not raising them, as in the 

present).  Sure, a lot of people will rightfully 
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point to the pandemic as the driver of the 2020 

recession, but I would argue we were heading 

in that direction regardless.  Nevertheless, we 

saw this same flattening of the monetary base 

back in late 2007, just ahead of a recession 

that started in 2008 (see the chart below from 

Rosenberg Research). 
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Look, I’m not interested in whimsically 

rambling this week, and frankly, I don’t have 

anything new or insightful to say.  So, humor 

me as I just reiterate my main view: 

 

At the core of how I’m looking at the 

investment setup at the moment is a dual 

time-framed view.  Over the near-term 

(next 6 – 12 months), I am cautious and 

bordering on being outright negative on 

risk assets.  Growth is slowing and the 

probability of us slipping into a recession is 

rising – not a definite at this point, but high 

enough to make portfolio adjustments for 

such an outcome.  “Don’t fight the Fed” 

works both ways, and come May the Fed is 

set to embark on the most aggressive QT 

policy in history.  However, once we move 

beyond this growth 

scare/slowdown/recession, I have a very 

constructive view on the potential returns 
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of real assets over financial assets as we 

transition to a higher inflation environment 

(sustained financial repression), a 

continuation of the energy transition that is 

underway, and a walking back of 

globalization as we transition from a uni-

polar to a multi-polar world.  This could set 

the stage for a mini-industrial revolution 

that re-shores a lot of capacity from the 

“just-in-time” optimization strategy 

employed by most management teams and 

political leaders over the past two decades, 

to a “just-in-case” / “security of supply” 

strategy. 

 

There will be ebbs and flows to how things 

play out from an investment standpoint, and 

it’s important for investors to be open-minded 

to constantly stress testing their view and 

positioning.  For example, positioning in the 

capital markets seems to me to be a little bit 
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one sided at the moment with oversold 

conditions in the Treasury market still unable 

to attract buyers who seem intent on shedding 

risk of all sorts.  The persistent rise in yields 

continues to weigh on tech/growth stocks, and 

given their weight in the major indices, it is 

short-circuiting most rallies before they can 

gain much traction.   

 

As a result, investor sentiment is reaching 

some historically negative extremes.  The 

AAII Bull-Bear spread slid under -30 recently 

(see chart below), taking it to its lowest level 

since 2013 (a period where growth was 

slowing and the Fed was getting ready to 

taper).  According to some analysis from 

Jefferies, they conclude that with bullishness 

as low as it historically gets, the forward 

return on the S&P 500 when the bull-bear 

spread drops below -30 is +2.95% over the 

next month, +0.04% over the next three 
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months, and +8.27% over the next three 

months.  Keep in mind this is only one of 

many metrics in an investment process, but 

with sentiment this bombed out – it wouldn’t 

take much of a positive catalyst to ignite a 

nice rally in risk assets.   
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It is a light week on the data calendar front, 

but we do have 67 S&P 500 companies 

reporting earnings, as well as a trio of Fed 

speakers over the next three days.  Chairman 

Powell will participate in Thursday’s 

International Monetary Fund panel, where it’s 

expected that he’ll reassert that a 50-basis 

point hike is coming at the May FOMC 

meeting.  Other than that, don’t get overly 

frustrated with the grind that 2022 has 

become.  It’s been choppy, volatile, confusing, 

and humbling for all of us, but it does remain 

an environment where ‘living to fight another 

day’ is a sensible and successful strategy.   
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


