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July 1, 2022 – Potential Regime Shift Coming into Focus 

 
We hope that this letter finds you well and that 
you are enjoying your holiday weekend.  Because 
the news media these days is full of reports of 
decades high levels of inflation, a crashing stock 
market and the possibility (likelihood) of a 
pending recession, we’ll try not to bombard you 
with too much negativity in this quarter’s letter.  
Just a quick rundown of where things stand, 
where we see things headed for the remainder of 
this year and beyond and, most importantly, how 
we have positioned portfolios and our gameplan 
to take advantage of recent market volatility. 

Let’s start with an overview of the first half of 
2022 from the Wall Street Journal: 

Global markets closed out their most 
bruising first half of a year in decades, 
leaving investors bracing for the prospect of 
further losses. 

Accelerating inflation and rising interest 
rates fueled a monthslong rout that left few 
markets unscathed. The S&P 500 fell 21% 
through Thursday, suffering its worst first 
half of a year since 1970, according to Dow 
Jones Market Data. Investment-grade bonds, 
as measured by the iShares Core U.S. 
Aggregate Bond exchange-traded fund, lost 
11%—posting their worst start to a year in 
history. The blue-chip Dow Jones Industrial 
Average lost 15%. 

- Akane Otani, WSJ.com, “Markets Post 
Worst First Half of a Year In Decades” 
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We closed our special mid-quarter letter in early 
May (available to read or download at our website, 
www.UlmanFinancial.com) with the expectation 
that the market’s focus would soon shift from a 
fear of inflation to a fear of pending recession, and 
it looks like that shift has occurred (top left).  
Despite the fact that unemployment is still 
historically low and consumer spending, when 
adjusted for inflation, has only modestly begun to 
roll over, many market analysts now feel that a 
recession is virtually inevitable.  That would 
include the former president of the New York Fed, 
Bill Dudley: 

If you’re still holding out hope that the 
Federal Reserve will be able to engineer a soft 
landing in the US economy, abandon it.  A 
recession is inevitable in the next 12 to 18 
months… 

The Fed has never tightened enough to push 
up the unemployment rate by 0.5 percentage 
points or more without triggering a recession.  
According to the Sahm Rule, when this trigger 
is reached the next stop is a deeper slump, in 
which unemployment increases by at least 2 
percentage points… 

Much like Wile E. Coyote heading off a cliff, 
the US economy has plenty of momentum but 
rapidly disappearing support.  Falling back to 
earth will not be a pleasant experience. 

- Bill Dudley, WSJ.com, The US Economy is 
Headed for a Hard Landing, June 22, 2022 
 
The Atlanta Fed’s own real-time GDP tracker 
(middle left) suggests that we may actually already 
be in recession, with their estimate of second 
quarter growth currently at -1.0% following a 
contractionary -1.6% GDP print in Q1, thanks to 
record tightening driven by inflation, a strong 
dollar and a Fed in hiking mode (bottom left). 
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Consumers are feeling the pinch, with the year-over-
year price increase in those items most cannot do 
without - home utilities, gasoline and food - surging 
by the most since 1980 (top left).  As a result, inflation 
adjusted disposable personal income, when compared 
to 12-months ago, has dropped by the largest 
percentage on record (bottom left).  Outside of the 2020 
pandemic, leading economic indicators are as bad as 
they’ve been since the Global Financial Crisis in 2008-
2009 (middle left). 

The latest reading of consumer sentiment is the worst 
on record, either inside or outside of a recession 
(middle right), and the current reading of CEO 
confidence suggests that corporate earnings are set to 
contract by as much as -20% over the next six months 
(bottom right).   
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Readings this abysmal bring to mind the famous 
Warren Buffet adage that investors should “be fearful 
when others are greedy and greedy when others are 
fearful.”  Bank of America’s Bull & Bear Indicator 
suggests that the average investor is about as bearish 
as their tool can illustrate (top left), so does that mean 
it is time to be greedy?   

In our opinion, a longer-term investor could start 
dollar cost averaging into the most beaten down 
sectors of the stock market now, but we are confident 
that the lows for the broader stock market have not 
been reached yet.  Morgan Stanley’s Chief US Equity 
Strategist Mike Wilson agrees: 

In our view, both the fall in oil and rates are 
being driven more by the fears of an economic 
slowdown rather than a real peak in inflation 
and, therefore, peak Fed hawkishness… we 
continue to believe any near term rally is 
nothing more than a bear market bounce with 
lower lows ahead. 

…As our fair market valuation framework 
shows, the S&P 500 is now meaningfully mis-
priced again for the current PMI and rates 
backdrop (even with the recent fall in bond 
yields). 

…The only questions is whether we have a soft 
landing (base case) in which the S&P 500 
bottoms near 3400-3500 [-8-10% from current 
levels] or we have a recession (bear case) in 
which the index falls toward 3000 [a more 
concerning -18-20% from current levels].” 

- Mike Wilson, Morgan Stanley, June 27, 2022 

The most widely observed measures of S&P 500 
valuation still indicate that the market is historically 
expensive (middle left), and this is before analysts 
begin to write down their expectations of the next 
twelve months of corporate earnings as we approach 
Q2 earnings season in a few weeks. 
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Okay, so that was probably more negativity than 
we set out to relay, but there’s potential light at the 
end of the tunnel.  The Fed is on a mission to break 
the back of inflation, and the sell-off in 
commodities over the past few weeks suggests that 
they may be getting closer to their goal (top left). 

Broadly speaking, we see these 6 large 
categories as showing encouraging price 
moderation: 
-Commodity prices: Lumber, Copper, other 
industrial metals off substantially from their 
peaks; even Energy is off its highs. 
-Inventory: [The largest big box retailers] 
have accumulated lots of stuff; too much stuff 
that will lead to discounts in the near future. 
-Home Prices: Bidding wars are falling, sales 
over ask dropping.  Homes are staying on 
market longer, and more are offering price 
reductions.  More supply is coming as well. 
-Wages: An increasing number of layoffs, 
especially in the hottest sectors (Tech, 
warehouses, crypto, AU and autonomous 
driving) suggests a reduced ability to demand 
higher wages. 
-Automobiles: Production is rising and 
inventory of new cars is improving. 
-Travel: Airline ticket prices have been falling 
during June… 
Apollo Group’s Torsten Slok notes: 
“The bottom line is that inflation may stay 
elevated for another month or two, but given 
the trends listed above, the probability is 
rising that inflation going into the second half 
of this year could come down faster than the 
market currently expects.” 
I concur. The official economic data is 
released on a lag, and we are likely already a 
month or two past peak inflation. 
- Barry Ritholtz, The Big Picture blog, 
June 29, 2022 
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If we see official inflation data moderate over the coming months, then the Fed may be closer to the end of this 
hiking cycle than their most recent projections suggest.  Market-based expectations for forward inflation rates 
have come down considerably (middle left, prior page) and the fixed income futures market is now actually 
pricing in the likelihood that the Fed will lower interest rates in 2023 to combat the economic weakness that their 
2022 inflation fighting will have wrought (bottom left, prior page). 

The Fed’s pivot from tightening to “wait and see” 
to loosening will be the green light for risk assets, 
but between now and then there is still more 
wood to chop.  It won’t be time for us to back up 
the truck and truly be greedy until the excesses of 
this massive post-Financial Crisis stock market 
have been wrung out of the financial system.  
Despite the record high stock market valuations 
we were writing about last year, investors were 
piling in with reckless abandon (top left).  Even 
this year as the market has been selling off, retail 
investors have been adding to equity positions 
(middle left).  The percentage of the average 
investor’s portfolio that is allocated to equities is 
near an historic extreme (below) which suggests 
two things: the average buy-and-hold investor is 
looking at negative average annualized returns 
over the next decade, and the bottom in the stock 
market won’t have been reached until that 
average investor’s equity concentration is much 
diminished. 
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Because we have taken advantage of several of the 
bear market rallies so far this year to reduce equity 
exposure, our target allocation models are sitting on 
an elevated cash position.  This cash, coupled with the 
portion of the portfolio that is currently allocated to 
tail risk hedging, will serve as the all-important dry 
powder with which we plan to take advantage of the 
eventual end of this bear market.  We hold no illusions 
that we’ll be able to time the bottom precisely, and for 
that reason we plan to tip toe in gradually over the 
coming months as opportunities in varying sectors 
and geographies present themselves. 

Our end goal is to have broad equity market exposure 
as our core position with concentrations in those “hard 
asset” areas that we have written about in prior letters.  
Despite the participation of commodities producers in 
the most recent leg down in markets, we feel that they 
have tremendous potential to outperform over the 
coming 5-10 years.  Commodities, energy and 
infrastructure have been almost criminally 
underinvested in over the past decade both by Federal, 
State and Local governments (top left) but also by the 
corporations themselves (middle left) which 
historically suggests future supply crunches, higher 
prices and higher margins.  The last time the 
percentage of S&P 500 capital expenditures (CAPEX) 
was this low was twenty years ago, after which old 
economy stocks outperformed new economy stocks by 
over 300% in the ensuing market cycle (bottom left).  
Energy and metals producers, both of which are in 
client portfolios now and will be added to, have rarely 
been as attractively valued relative to the rest of S&P 
500 (bottom right), which suggests a potential repeat 
of that early 2000’s run. 
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Coming out of this global slowdown, once inflation has been tamed and the economy cries “Uncle!”, 
governments and central banks will need to stimulate.  Our expectation is that a large portion of that stimulus 
will come in the form of cheap financing to help pay for a major manufacturing build out in the US (as well as 
our North American neighbors) in response to deglobalization; infrastructure investments to green our energy 
grid and fortify our supply chain; and (sadly) a major military buildup in the many regions of the world that 
have heretofore relied on the US to police global shipping lanes and keep unruly neighbors in line.   

These investments will be capital intensive and will require a lot of hard commodities.  Copper, Lithium and 
Uranium producers are specific sectors we have had exposure to and expect should benefit in the near future.  
Despite the push for carbon free energy solutions that will benefit those sectors, petroleum products will be 
sorely needed for decades to come as a source of base load power and transportation.  The oil and gas industry 
has been virtually left for dead in recent years, leading to the attractive valuations mentioned above, which is 
why we have and will continue to position a portion of our clients’ portfolios in that vital industry, as well. 

Thank you for taking the time to read our comments.  We welcome you to share this letter with family and 
friends, and we invite you to contact us via phone or email with any questions or concerns:  443-226-7716 / 
cbu@ulmanfinancial.com. 

Sincerely, 

 
 
Clay Ulman, CFP®    Jim Ulman, ChFC, CLU, MBA 
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*The Standard & Poor’s 500 Index (S&P500) is a capitalization-weighted index of 500 stocks designed to measure 
performance of the broad domestic economy through changes in the aggregate market value of the 500 stocks representing 
all major industries.  The Dow Jones Industrial Average (Dow) is a price-weighted index of 30 significant stocks traded on 
the New York Stock Exchange and the Nasdaq.  The Nasdaq 100 Index is a basket of the 100 largest, most actively traded 
US companies listed on the Nasdaq stock exchange.  Indices such as the S&P 500 Index, the Dow Jones Industrial Average 
and the Nasdaq 100 Index are unmanaged, and investors are not able to invest directly into any index.  Past performance 
is no guarantee of future results.   

The opinions voiced in this material are for general information only and are not intended to provide specific advice or 
recommendations for any individual.  To determine which investment(s) may be appropriate for you, consult your financial 
advisor prior to investing.  The economic forecasts set forth in the presentation may not develop as predicted and there can 
be no guarantee that strategies promoted will be successful.  All investing involves risk, including loss of principal.  No 
strategy assures success or protects against loss. 

All indices are unmanaged and cannot be invested into directly.    
 
 
 
 
 

 

 

 

 

 

 

 

 

 

 

 


