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April 4, 2022 – A Shifting Global Order 

In light of the tragic images and first-person 
accounts of the devastating humanitarian crisis 
being inflicted on the people of Ukraine following 
the February 24th invasion of Russian forces, we 
want to start this letter by expressing our fervent 
desire for a swift and peaceful resolution to that 
war.  As this is a very fluid situation, much may 
have occurred in Ukraine and in global capital 
markets since this letter was finalized on April 4th.  
With any luck, those changes will be in a de-
escalatory and more peaceful direction. 

Quickly reviewing markets’ performance in the 
first quarter, both stocks and bonds in the US had 
a tough go of it.  The S&P 500* was down as much 
-12% from the start of the year through early 
March, before rallying hard to close out the 
quarter down a less dramatic -3.44%.  The late 
rally was sparked by perceived progress in the 
peace negotiations between Ukraine and Russia, 
at a point when the market was technically over-
sold and ready to bounce.  Bonds suffered their 
worst quarter since 1990, according to Bloomberg, 
in the face of rising inflation and the likelihood of 
the Federal Reserve to aggressively hike rates this 
year in an attempt to quell that inflation.  Gold 
finally showed some signs of life in response to 
the ratcheting up of geopolitical tensions, 
outperforming stocks, bonds and even Bitcoin, 
which took a big hit in January but joined equities 
in rallying to close out the quarter.  (Top left) 

Commodities, virtually across the board, were 
solid performers in Q1 (middle left) and as a result 
the equity markets of commodity exporting 
nations largely outperformed the equity markets 
of commodity importing nations (bottom left), 
with the notable exception being Russia. 



2 
LPL Compliance Tracking #1-05264345 

The US economy continued to add jobs, 
with the unemployment rate reaching 
3.6% in March, which is just shy of the pre-
pandemic low reached in February 2020.  
Looking at the high and low points for 
unemployment in each economic cycle 
since World War II (top left) we can see 
how extreme the labor force disruption of 
the past 25 months has been, but we can 
also see that we are in the historic danger 
zone for an end to the economic expansion 
and a reversal of economic fortune.  An 
exceedingly tight labor market has 
historically led to wage inflation, which 
the Federal Reserve responds to by hiking 
short term interest rates, dampening 
demand for loans and reducing plans for 
investment in capital, equipment and 
labor, thus cooling the economy as a 
whole. 

There are currently over 11 million 
unfilled job openings in the US.  While the 
unemployed are having a much easier 
time finding work now than they had been 
earlier in the post-pandemic recovery 
(middle left), the Fed has just embarked on 
what they have indicated will be an 
aggressive interest rate hiking cycle.  
Higher borrowing costs, coupled with 
higher labor and raw input costs, will 
gradually sap corporate and small 
business demand for additional new hires.   

Our last few quarterly letters have 
highlighted the potential for a period of 
persistent higher-than-average inflation, 
which we have undoubtedly seen (bottom 
left).  The current spike in inflation was 
brought about by the seeming perfect 
storm of a reopening post-pandemic 
global economy and the accompanying 
shifts in consumer demand, the ongoing 
supply disruptions and bottle necks in 
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multiple markets, the much healthier household 
and corporate balance sheets due to federal and 
state pandemic related stimulus programs and the 
resultant rise in asset prices, and the intention to 
repair, modernize and “Green” the United States’ 
critical infrastructure.  While the tight labor market 
has seen wages rise, especially for lower paid 
workers (top left), that wage growth is not keeping 
pace with rising prices for everyday goods and 
services, particularly the food and energy we all 
need to get through the day. 

The change in US workers’ real earnings, which 
includes inflation, has actually been negative for the 
past year (middle left).  It didn’t take long for the 
higher minimum wages and signing bonuses we 
saw last year in the restaurant and retail space to be 
completely consumed by higher grocery bills and a 
painful rise in prices at the pump.   

The most recent University of Michigan Consumer 
Sentiment Index found that survey respondents’ 
assessment of current conditions and expectations 
for the near future are more pessimistic than they 
were at the depths of the pandemic restrictions in 
March 2020 and are around the same levels seen 
during the Great Financial Crisis in 2009, when the 
unemployment rate was double what it is today. 
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Because real wage growth has been negative 
over the past year, real disposable personal 
income has also fallen below the pre-pandemic 
trend (top left).  We commented over the past 
two years about the dramatic spike in the 
personal savings rate as a result of fiscal 
stimulus, increased unemployment insurance 
and forgivable small business loans.  The more 
disposable income a household has, and the 
fewer places there are to spend it due to a shut 
down economy, the greater that household’s 
willingness and ability is to save and invest 
(middle left).  Consequently, when disposable 
income surged so did the savings rate, as did 
the market value of “meme stocks”, 
cryptocurrencies and speculative high growth 
tech stocks.  Now that disposable income and 
savings rates are normalizing, we’ve seen a lot 
of the air come out of the more speculative 
areas of capital markets. 
 
Historically, as consumers’ free cash flow 
increases so does sentiment, and asset prices 
tend to follow.  The reverse has also been true.  
As the charts on the bottom left indicate, the 
recent deterioration in consumer free cash flow 
as a percent of disposable personal income 
suggests a further deterioration in consumer 
sentiment and pressure on asset prices over the 
next year.  Businesses are not immune to 
similar pressure: 
 
Orders for manufactured goods fell 0.5% in 
February, the Commerce Department said 
Monday…   
This is the first decline in factory orders following 
nine consecutive monthly increases.  The factory 
sector has been a bright spot during the pandemic 
even with supply-chain woes.  Economists are 
seeing sign that demand in the sector could be 
weakening. 

-US Factory Orders Drop for the First Time in 10 
Months” Market Watch, April 4, 2022 
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As mentioned above, appreciating investment 
portfolios and ballooning home prices from 
the second quarter of 2020 through early 2022 
have partially offset the pinch of inflation for 
many US consumers.  As the Fed attempts to 
tame inflation by rising interest rates and it 
becomes more expensive to borrow, both of 
those pillars of household net worth are at 
risk.  If price increases for stocks and homes 
take more than a temporary pause, or heaven 
forbid if they fall or tread water for an 
extended period, a reverse wealth effect could 
exacerbate the demand destruction being 
caused by higher prices for food and energy.   

Home prices were notably high from the start of 
2021 through the end of it.  But given how 
attractive mortgage rates were for all of last year, 
that’s not surprising.  Housing inventory has 
declined substantially in the course of the 
pandemic.  But lower mortgage rates came into 
the mix in 2020, and those competitive rates held 
steady throughout 2021.  That, in turn, drove many 
buyers to purchase homes.  And since the demand 
for homes exceeded the supply in a very big way, 
home prices managed to soar. 

In January of 2022, home prices were up 19.2% 
compared to a year prior, per the S&P CoreLogic 
Case-Shiller Index (top left).  That represents an 
uptick from December, when home prices were up 
18.9% on an annual basis… 

Mortgage rates have risen sharply since January 
(middle left), due in part to the Federal Reserve’s 
plans to raise its federal funds rate…  Buyer 
demand may have held steady early on in the year, 
but if mortgage rates continue to climb, which is 
likely to happen, there’s apt to be some level of 
pullback.  Once that happens, home prices should 
start to come down due to diminished demand. 
(Bottom left) 

- “Home Prices Skyrocketed 
in January: What Does the Rest of 2022 Have in 

Store?” The Motley Fool, April 1, 2022 
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With the Fed clearly in tightening mode to fight 
inflation, the economy is likely to slow over the 
coming quarters.  Historically, this is a bad time to be 
overexposed to the S&P 500, as forward returns from 
this point are likely to be disappointing.  (Bottom left) 

As typically happens at the peak of the cycle, US 
households are over-exposed to the broad stock 
market, relative to bonds and cash.  History suggests 
that the 10-years following a period of such over-
allocation to stocks could be abysmal for the broad 
equity market.  (Bottom right) 
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However, not all stocks are likely to underperform.  Stocks of energy and commodity producers are exceedingly 
cheap relative to the broader stock market (bottom right).  While the Information Technology sector has grown 
to account for 28% of the S&P 500’s market cap, the Energy, Utilities and Materials sectors make up less than 4% 
each and were three of the best four performing sectors in the first quarter, along with Consumer Staples.  Even 

if the broader market struggles over the next decade, 
these smaller but economically vital sectors could 
outperform. 

As we wrote when advocating allocation to these 
sectors in our January letter: 

“…the global push to reduce, and potentially eventually 
eliminate, carbon emissions is going to be incredibly 
resource intensive.  Excessive amounts of metals like 
copper, cobalt, nickel and lithium will be needed to create 
the conduit and storage capacity to provide “clean” 
electricity…   

In order to transition from where we are to where we are 
going, traditional fossil fuels like oil and natural gas will be 
necessary for decades to come…” 

Following the energy supply disruptions during the 
pandemic and now the Russian invasion of Ukraine, 
nations around the world are reconsidering their 
foreign energy dependence.  We in the US certainly 
have the capacity to expand production to aid 
ourselves and our strategic allies, and domestic 
energy companies will be called upon to do the heavy 
lifting. (Top, middle, bottom left) 
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Increased US natural gas production will be 
a matter of vital national security for 
Europe, as well:  

German Economy Minister and Vice-Chancellor 
Robert Habeck on Wednesday triggered the 
early warning level for gas supplies as Moscow 
continues to demand to be paid in rubles. 

This move is the first of three warning levels, 
and it entails the creation of a crisis team in his 
office to deal with stability of the country's gas 
supply. Germany's gas storage is currently filled 
to about 25% capacity, Habeck said. 

"There are currently no supply shortages," he 
explained. "Nevertheless, we must increase 
precautionary measures in order to be prepared 
in the event of an escalation on the part of 
Russia."   

Habeck called on businesses and individuals to 
try and reduce their energy consumption as 
much as possible as Germany tries to wean 
itself off dependence on Russian gas.  

The three-stage emergency plan details ways to 
conserve gas, secure supplies and make sure 
households have adequate amounts of fuel… 

Germany is heavily reliant on Russian gas for its 
energy needs, with over half of its supplies of the 
fossil fuel coming from Russia (top left), making 
Europe's largest economy particularly 
vulnerable to the economic impact of the war in 
Ukraine. 

In recent weeks, Germany has accelerated plans 
to reduce its dependence and diversify its 
supplies. (Bottom left) 

If the situation escalates and Germany is forced 
to implement its highest warning level, the 
government would likely take over distribution 
to ensure adequate gas supplies for "protected 
customers," which means households and 
hospitals, among other essential services. 

- Deutsche Welle (DW), March 30, 2022 
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Plans for domestic energy security aren’t 
limited to fossil fuels, either.  As we wrote in 
January, natural resources like lithium, 
copper, cobalt, uranium and rare earths will 
be in increasingly high demand as we 
attempt to reduce net carbon emissions, and 
it will be imperative that we are able to 
source, extract and refine these resources in 
friendly jurisdictions (top, middle left). This 
bodes well for the domestic metals and 
miners that we currently have exposure to 
in client portfolios, as well as producers in 
Canada and South America (bottom left).  

On Thursday, the Biden administration said it 
would invoke the Defense Production Act in a bid 
to ensure that lithium supply comes from the 
US—along with other important battery 
minerals like graphite, nickel, cobalt, and 
manganese. The administration says 
dependence on foreign sources of those 
resources is a national security concern. 

It’s a little strange, tying a collective, global 
problem like climate change to nationalistic 
competition. But green energy is tied up in long-
held notions of energy independence—and sure 
enough, the announcement came in a package 
of initiatives that would also incentivize 
domestic oil and gas production in response 
to Russia’s war in Ukraine. It comes after a 
letter from a trio of Republican senators and 
Democrat Joe Manchin asked the president to 
invoke the Korean War-era law to open new 
mines more quickly. Disruptions in Russia’s 
nickel supply have already sent global prices 
skyrocketing—a blip, the senators warned, 
compared to the disruptions that would occur in 
a trade conflict with China, where much of the 
battery supply chain is located. 

- “Biden Plays a National Security Card to 
Fix the Lithium Shortage” Wired, March 31, 2022 
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First the pandemic, and now the war in Ukraine, are driving a wedge between the great democracies of the West 
(to include Japan and Australia) and the autocracies of the Middle East, Asia and Africa: 

So, absent any decisive action by the West, 
geopolitics is definitively moving against 
globalization — toward a world dominated by two 
or three great trading blocs: an Asian one with China 
at its heart and perhaps Russia as its energy 
supplier; an American-led bloc; and perhaps a third 
centered on the European Union, with the 
Europeans broadly sympathetic to the U.S. but 
nervous about the possible return of an America-
First isolationist to the White House and irked by 
America’s approach to digital and media regulation. 
Other powers will vacillate between these two (or 
three) great blocs, much as they did during the Cold 
War. India may do what it has done so well over 
Ukraine and play both sides. Pakistan will lean 
toward China but not fully commit while India is in 
play. Saudi Arabia will exploit uncertainty over 
energy supplies to pursue brutality at home and 
Islamist policies abroad. And so on…  

So the second age of globalization is fading fast. 
Unless something is done quickly and decisively, the 
world will divide into hostile camps, regardless of 
what happens in Ukraine. And this divided world will 
not suit the West. Look at the resolution passed by 
the United Nations General Assembly to condemn 
Russia’s invasion of Ukraine. The most trumpeted 
figure is that only 40 countries did not vote for this 
(35 abstained, and five voted against it), compared 
with 141 countries who voted in favor. But those 40 
countries, which include India and China, account for 
the majority of the world’s population. (Top, middle, 
bottom left) 
 

- Bloomberg Opinion – John Micklethwait & 
Adrian Woolridge, March 24, 2022 

  

The war is amplifying and accelerating six important 
secular evolutions that were already taking place 
well before the first Russian troops invaded Ukraine. 
Indeed, on the eve of the invasion: 
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 Inflation was already a problem; the 
Federal Reserve was already behind the curve; 
it was losing control of the monetary policy 
narrative; and the days of massive liquidity 
injections were ending. 
 With many policy options virtually 
exhausted by the enormous response to the 
pandemic, the possibility of stagflation for the 
global economy was already a risk; and, at the 
other end of the probability distribution of 
potential outcomes, the upside scenario of 
high growth and transitory inflation was 
declining. 
 Persistent China-U.S. tensions, together 
with the pronounced politicization and 
weaponization of trade sanctions during the 
Trump administration, were serving as 
headwinds to continued globalization and 
liberalization of both economic and financial 
cross-border interactions. 
 The need to intensify the battle against 
climate change was urgent, as was the 
realization of the complexities of the 
transitional issues, including the orderly 
replacement of fossil fuels. 
 China and some other countries were 
looking for more ways to build bigger pipes 
around the Western-dominated core of the 
international monetary order. 
 Driven by an enlarged set of 
stakeholders, companies were being pushed to 
take more seriously their social and 
environmental responsibilities, including 
starting to self-sanction themselves more 
away from harmful activities. 
 
- Mohamed El-Arian, Bloomberg Opinion, 

March 31, 2022 

 

As global markets bifurcate and US corporations decide to onshore or near-shore supply chains and production, 
we anticipate an increased reliance on our neighbors to the north and south.  Canada and South America will be 
important partners for natural resources, and Mexico and Central America may be tapped to replace the 
affordable manufacturing labor we previously relied on from the Eastern Hemisphere.   
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Canada, which shares similar climate and 
geographical features, produces many of the same 
commodities as Russia.  Both countries are among 
the world’s largest producers of crude oil, uranium, 
nickel and potash.  Along with Ukraine, they are 
among the world’s largest wheat exporters.  Buyers 
are turning to Canada to replace the energy, food 
and minerals that are being blocked because of the 
war and international sanctions on Russia… 

Even some countries that have sufficient domestic 
crops are calling on Canada for additional imports 
to build reserves as insurance against further 
geopolitical or climate disruptions… 

US President Biden warned last week that global food shortages “will be real,” and the issue came up as a source of concern 
at meetings with leaders of the Group of Seven leading nations (top left). 

- “As Trade with Russia Halts, Countries Turn to Canada” Wall Street Journal, March 29, 2022 

There will also be a global competition for the 
best and brightest young minds, and the US 
immigration system needs a major reboot if we 
hope to win that competition.  

As recently as 2016, net immigration to the United 
States exceeded 1 million people. But immigration 
has since collapsed by about 75 percent, falling 
below 250,000 last year (bottom left). Immigration 
fell by more than half in almost all of the hot spots 
for foreign-born migrants, including New York, 
Miami, Los Angeles, and San Francisco… 
America’s bias against immigration is self-defeating 
in almost every dimension. “Immigration is a 
geopolitical cheat code for the U.S.,” says Caleb 
Watney, a co-founder of the Institute for Progress, a 
new think tank in Washington, D.C. “Want to 
supercharge science? Immigrants bring 
breakthroughs, patents, and Nobel Prizes in droves. 
Want to stay ahead of China? Immigrants drive 

progress in semiconductors, AI, and quantum computing. Want to make America more dynamic? Immigrants launch nearly 
50 percent of U.S. billion-dollar start-ups. The rest of the world is begging international talent to come to their shores while 
we are slamming the door in their face.” 

- “Why US Population Growth is Collapsing” by Derek Thompson, The Atlantic, March 28, 2022 
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The Russian invasion of Ukraine has driven a wedge between 
the East and the West.  China’s current Covid case surge and 
the government’s decision to stick to its “zero Covid” policies 
are worsening an already troubled global supply chain (left).  
The ongoing and potentially intensifying sanctions regime is 
disrupting commodity production and distribution, and the 
resultant loss of Russian fertilizer production is driving prices 
through the roof (above).  Unaffordable or unattainable 
fertilizer is expected to lead to lower crop yields globally over 
the next year and points to a food shortage that could result 
in political instability in many of the poorer nations of the 
world, a la the Arab Spring of the early 2010s.  The next few 
years could be even more volatile economically and 
geopolitically than the last few, if you could imagine. 
 
In light of all of this, we recommend a portfolio that is hedged 
against extreme tail risk in the equity market via volatility 
exposure, an overweight to commodities and commodity 
producing companies and countries, an underweight to 
inflation-sensitive long duration bonds and long duration 
growth stocks, and tactical exposure to themes such as 
infrastructure build out, nearshoring of supply chains and 
cannabis legalization, which we expect will see a strong push 
heading into the midterm elections this fall. 

Thank you for taking the time to read this quarter’s letter.  We welcome your comments, as always, and 
encourage you to share this letter with friends and family. 

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.   

Precious metal investing involves greater fluctuation and potential for losses.  Because of their narrow focus, investments 
concentrated in certain sectors or industries will be subject to greater volatility and specific risks compared with investing 
more broadly across may sectors, industries, and companies.  

The fast price swings in commodities will result in significant volatility in an investor’s holdings.  Commodities include 
increased risks, such as political, economic, and currency instability, and may not be suitable for all investors. 

International investing involves special risks such as currency fluctuation and political instability and may not be suitable 
for all investors. 

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.   


