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June 6th, 2022  
 

Storm clouds still gathering… 

The stock market reverted back to its 2022 form last week with the S&P 500 declining 1.2%, marking the 8th 

weekly decline over the past 9 weeks.  It was a rather mild setback relative to the nearly 9% rally in the S&P 

500 from its May 20th low, and I’m seeing enough indicators leaning in a constructive direction that has me 

thinking this current rally may have some steam left in it before it exhausts itself.  However, don’t get too 

excited as I continue to see this as just a bear market rally rather than the start of a new uptrend.  While 

valuations, sentiment, and expectations have endured a much-needed reset lower so far this year, earnings 

expectations remain stubbornly optimistic.  Until we see an adjustment occur on this front, I’d advocate 

using rallies in stocks as an opportunity to reposition one’s portfolio in a more defensive fashion – if you’re 

not already yet there. 

 

To be frank, when compiling my notes, stats, and conducting my analysis for this week’s missive, I was 

making a concerted effort to try and be more constructive/optimistic when opining on the investment setup 

going forward – but I just can’t find a way to frame the existing fundamental reality in any other way than 

how truly concerning and complicated it is for asset owners.  In a nutshell, I share the same view as Jamie 

Dimon, who grabbed headlines last week stating, “brace for an economic hurricane… we don’t know if it’s a 

minor one or Superstorm Sandy.  You better brace yourself.”  Keep in mind this is coming from the CEO of 

one of the largest banks in the world, where it’s a prerequisite to always be optimistic and upbeat to hold 

such a post, so when a person in such a position makes such a dire statement – you take notice.  This was 

followed up later in the week by Elon Musk commenting that he has a “super bad feeling” about the 

economy which coincided with Tesla announcing it was cutting headcount by 10%. 

 

Taken at face value, both statements can be interpreted as rather qualitative and easily dismissed as lacking 

quantitative rigor to back them up, but I’ll take a stab at filling in some of the details and allow you to decide 

for yourself.  Let’s start with the fact that oil prices are up six months in a row and up 18% over the past 

month, nearly 75% higher from a year ago, and gas prices nationally are at an all-time high.  It’s worth 

mentioning that this is happening with growth in most of the world’s economies slowing.  Couple this with 

food prices surging at one of their sharpest rates in history, and when considered altogether, the economy has 

never before in its history escaped slipping into a recession. 

 

Yes, last week’s ISM manufacturing index number was a pleasant surprise and continues to show an 

economy that is pretty strong.  The same goes for May’s jobs report released last Friday, where 390k jobs 

were created.  But the details matter, and while the headline was quite strong, beneath the surface showed a 

labor market that is starting to slowdown.  Wage growth slowed and labor supply increased.  A fundamental 

mix that, on balance, supports disinflationary conditions in the quarters ahead – but not now.  Keep in mind 

that the labor market is the latest of the late cycle indicators, and macro weakness will likely continue to 
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follow through from here – and job cut announcements have been on the rise.  Microsoft’s lowered guidance 

and expanding announcements of hiring freezes in Silicon value are confirmations of such. 

 

The positive surprises out of these two reports run counter to almost all the other data showing a fundamental 

backdrop that is worsening at an accelerating rate.  Auto sales plunged 12.6% in May to a five-month low of 

12.7 million annualized units (from 14.5 million in April) – down three of the past four months.  I know, I 

know…it’s the supply chain (don’t you pay attention Corey??).  Well, how long are we going to play this 

card as an excuse rather than face reality?  In a strong economy, auto sales are running at near 18 million on 

an annualized basis, and we’re talking about sub-13 million at the moment.   Or what about the trend in new 

home sales, which are down 27.0% on a year-over-year basis?  The only times in the past that auto and home 

sales were down this much at the same time were in 1982, 1990, and 2008 – all coincided with recessions.    

 

But Corey, the housing market was way over heated and no one wants to work in the office ever again, so 

why do we need as many cars?  Plus, interest rates have moved up considerably and such a dramatic move is 

going to have an impact on the most interest rate sensitive segments of the economy.  My point exactly – the 

Fed’s tightening policy is having the impact it was intended to.  I see that the Atlanta Fed GDP Nowcast 

model has trimmed its Q2 real GDP growth estimate once again to +1.3% from +1.9%.  With Q1 GDP 

coming in at -1.5%, this would imply that growth in the first six months of 2022 is actually contracting.  

There hasn’t been a time in the history of U.S. economic data where a two-quarter period of GDP didn’t 

coincide with a recession.  I’m sorry, as I take no pleasure in coming off as downbeat as this may read, but as 

the saying goes – ‘we’re all entitled to our own opinions, but not our own facts’, although in the current age, 

we seem to argue about what the facts are as well.   

 

Well, here’s a fact for you, courtesy of David Rosenberg of Rosenberg research: The Bloomberg recession-

odds model has risen to 58% – in the history of this data set, it has never hit or exceeded this level without 

the U.S. slipping into a recession.  Not even one head fake (see chart below).  Now to be fair, it does not 

mean the recession is eminent (also see chart below) because on two occasions – in the late 90’s and again in 

2018 – the Fed pivoted to easing policy and bought some more time for the expansion to extend.  Do you see 

anything from the Fed at the moment that gives you the impression that they are ready to pivot?  Neither do 

I, and forewarned is forearmed.  Oh, and one more data point just so I’m clear – the Fed’s own Beige Book 

from May contained 11 references to “recession” (the most ever), up from 4 in April and just 1 in March and 

January.   
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Look, I’m not trying to vie for the most negative view on Wall St., but it would be disingenuous for me to 

work through our research process and analysis, come to these conclusions, and not be forthright with them.  

I don’t know if a recession is a certainty, but I do know that the evidence is mounting suggesting that one is 

more likely than not, and as such, investors need to adapt their thinking and strategies accordingly.  

Economic growth, inflation, liquidity, and policy are all moving in a direction that is not supportive of a 

capital appreciation investment strategy.  Such a backdrop demands a focus on capital preservation and 

patience in waiting for the opportunity set to become more compelling to shift back to a capital appreciation 

strategy. 

 

Preserving capital this year is easier said than done, with both the stock and bond markets taking it on the 

chin.  Cash, short term Treasuries, select commodities, and energy have been some of a very select collection 

of investments that have generated a positive return thus far in 2022.  Corporate credit looks like a ticking 

time bomb, as distressed debt has risen for three straight weeks to its highest level since December 2020.  

And the Fed isn’t coming in to the rescue either, as was the case back in March 2020, with more rate hikes 

coming and $47.5 billion in balance sheet reduction starting this month.    

 

As for the Fed, taming inflation is the number one and only priority at the moment, and if/when that comes at 

the expense of everything else – that’s acceptable collateral damage.  At a certain point the collateral damage 

will be too much for them to ignore, but that’s not here and not now with the S&P 500 only 14% off its 

highs, housing prices still up 20% year-over-year, and the unemployment rate sitting at 3.5%.  Those looking 

for the Fed to back off its tightening path seem to have already forgotten what Powell said just two weeks 

ago: “…This is not a time for tremendously nuanced readings of inflation.  We need to see inflation coming 

down in a convincing way.  Until we do, we’ll keep on going.”  This was a point reiterated by Vice Chair 

Lael Brainard in an interview last week, saying “it’s very hard to see the cause for a pause” in September, 

thus throwing cold water on the hopes of investors bidding up stock prices on the auspice that the 

deteriorating data was starting to set the stage for a Fed pivot.  Fed Fund Futures are back to pricing in 50 

bps hikes in June and July with almost 70% odds of 50 bps in September, which is why treasury yields have 

been on the rise over the past week and a half. 

 

Investors need to keep in mind that quantitative tightening kicks off on June 15th to the tune of $47.5 billion 

per month, and as of now that number steps up to $95 billion in September.  At the height of the Fed’s QT 

back in 2017 – 2018, the peak level of balance sheet reduction was $50 billion.  That, accompanied with nine 

total 25 basis point hikes leading up to December 2018, was enough to set off a 20% decline in the equity 

market.  I’ll take the other side of anyone concluding that balance sheet tightening is already priced in with 

the S&P 500 off 14%, small caps and the Nasdaq down more than 25%, lumber prices 55% off their early 

March highs, and a nonexistent IPO market all before QT has even started.  This tightening is taking place 

into the teeth of the most leveraged economy of all-time (red line in below chart, blue line is the Fed Funds 

rate) with the “buy now, pay later” scheme being this cycles’ debt charade.            
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I’ll be happy to be proven wrong, but I’m of the view that a Fed Funds rate north of 2.5% is incompatible 

with the notion of a “soft” or “softish” landing.  The debt construct has gotten way too large to handle such a 

significant rise in interest rates in such a short window of time.  And as long as inflation readings stay 

elevated, it doesn’t leave the Fed much wiggle room to back off and draw this tightening cycle out over a 

longer time frame.  The red trend line in the chart above shows a series of lower highs in the Fed Funds rate 

that once reached, a recession has soon followed.       

 

So, having painted one of the darkest investment pictures I’ve painted in some time, what advice do I have?  

Use this rally as an opportunity to up the quality of your holdings and raise some cash.  In previous cycles, 

bonds represented a good asset class to rotate into, but they have performed poorly with inflation remaining 

elevated.  Eventually I still expect interest rates on the long-end will start to react more to recession risks 

than inflation and Fed tightening, but the price action continues to confirm that this inflection point is not 

here yet.  As for the stock market, previously I viewed the 4,000 level as a good level to be acquiring stocks 

broadly, but as the data has changed so too has my view on this front.  I do think this is a bear market rally 

that after it runs its course (perhaps getting as high as 4,250 – 4,300) will eventually roll back over.  At that 

point, the 3,800 level on the S&P 500 will be important to watch.  If that gives way, then I’d be patiently 

looking and waiting for 3,300 to 3,500 on the S&P 500 as a range to be upping the risk profile of a portfolio.   

 

It's not as if the equity market is cheaply valued at the moment.  The Wall St. Journal put out an article over 

the weekend titled “Are Stocks Undervalued Yet?”, where they looked at eight different valuation models – 

P/E ratio, Buffet ratio, CAPE ratio, Price-to-Book ratio, Price-to-Sales ratio, dividend yield, and average 

equity allocation – and their conclusion was discouraging.   

 

“On balance, these eight indicators at the mid-May low stood at more than twice the average 

valuation of the bear-market bottoms seen in the past 50 years. And, seen in comparison with all 

monthly readings of the past 50 years, the average of the eight measurements was in the 88th 

percentile.” 

 

Even as washed out as some areas of the market have become, it’s still early to get aggressive in buying dips 

with fundamentals still deteriorating and valuations not yet compelling. 

 

Eventually this part of the business cycle will run its course and asset prices will find a level to base and 

build off of.  Don’t ask me where, as I don’t know – I’m guessing just like the next guy.  Perhaps the 
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difference between me and the next guy is that I’m no longer embarrassed to admit that “I don’t know”.  

What I do know that is of value is when the balance of risk is no longer in an investor’s favor, then it’s time 

to buckle down, stand aside, and let others play hero in trying to call a bottom.  But there is a theme 

emerging in the years and decade ahead that does look very intriguing and optimistic to me:  Peak 

Globalization.  There is a budding probability that a manufacturing and industrial renaissance awaits the U.S. 

and other regions of the world keen to take advantage of it as the Global Order is realigned.   

 

Globalization has been under pressure for years, even more so in the aftermath of the COVID19 pandemic 

and the Russian war in Ukraine, which highlighted major flaws in global supply chains. Policymakers have 

pledged to tackle the problem by diversifying supply via a combination of reshoring (bringing production 

back home), near-shoring (bringing production to low-cost jurisdictions that are closer to home) and friend-

shoring (shift imports away from belligerent countries and towards geopolitically aligned friendly nations) 

even though none of those options are long-term optimal in the sense of maximizing global growth and 

minimizing inflation.  It will create investment opportunities for investors to benefit from as the domino 

effects take shape across the globe.    
 

Although, it won’t be a one way bet and there will be winners and losers.  One of the worst-case scenarios is 

the possibility of current friend-shoring trends accelerating to a point where there is bifurcation of trade 

between two rival blocs (countries friendly to the U.S. versus those friendly to China), which would be 

highly inefficient. So inefficient, in fact, that world GDP would be 5% lower than would otherwise be the 

case, with emerging economies being hit the most.  As you can surmise, there is a lot of work to be done on 

such a theme, but it is one to me that looks like it has some meat on the bone.     
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


