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2022 Q1 Market Rundown: 
 
It was a rough first quarter of 2022 for 
stocks and bonds. Rising inflation, 
tighter monetary policy, and the 
Russian invasion of Ukraine were stiff 
headwinds for financial markets. Per 
Bloomberg, in the U.S., the least bad 
performing assets were high yield 
bonds and the S&P 500, which declined 
by -4.6% each, followed by a -5.6% decline in Treasuries and a -7.8% decline in investment-grade 
bonds. Not since 1980 has the best return among those four categories been so low.  

The Federal Reserve’s narrative around inflation shifted from “transitory” to higher for longer as the 
lingering economic effects of Covid restrictions dissipated, but elevated inflation persisted. To try 
and keep the economy from further overheating, the Fed announced it would begin increasing 
interest rates and reducing the size of its balance sheet for the first time since 2018. In a related 
and noteworthy development, the U.S. Treasury bond yield curve, which plots government bond 
yields of various maturities, is inverted at several points. This means that investors are willing to 
accept lower interest levels for longer-dated bonds compared to shorter ones. Investors typically 
demand a “term premium”, or higher rate of interest to lend money for longer terms. The market is 
forecasting that while interest rates will rise in the near term, the Fed will have to lower them 
relatively soon, possibly due to an economic downturn.  There is compelling historical evidence that 
inverted yield curves tend to precede recessions. This chart from the Fed’s database shows that the 
last six times the two-year Treasury bond yield dipped below the ten-year Treasury bond yield, an 
economic recession (gray shaded areas) occurred within two years. There is debate as to whether 
or not this time could be different. The bottom line in our view is that there is a lot of noise in 
markets, but the yield curve is sending a signal worth monitoring. Unfortunately, using yield curve 
inversions to time stock market exposure has not been helpful. According to Goldman Sachs, after 
the yield curve inverts, the S&P 500 is positive two years later 67% of the time (even though there 
tends to be a recession).  

Alternative Investments Shine in Q1: 
 
Stocks and bonds took it on the chin in the first quarter. However, it was the best quarter on record 
for HWM’s alternative investment category (aka “alts”), which rose +9.3% net of fees for the 
quarter. We define alts as investments with return streams that do not correlate with those of 
stocks or bonds. When incorporated into a portfolio of stocks and bonds, alts expand portfolio 
diversification and offer investors the potential for increased return and reduced risk. If you are 
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https://www.bloomberg.com/news/articles/2022-03-31/losing-5-was-best-you-could-do-in-stocks-and-bonds-this-quarter?cmpid=BBD040122_OUS&utm_medium=email&utm_source=newsletter&utm_term=220401&utm_campaign=openamericas
https://www.reuters.com/business/finance/us-yield-curve-inversion-what-is-it-telling-us-2022-03-29/
https://fred.stlouisfed.org/series/T10Y2Y
https://www.reuters.com/business/recession-after-fleeting-yield-curve-inversion-it-is-complicated-2022-03-30/
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unfamiliar with how adding non-correlated return streams to your portfolio can have this effect, I 
highly encourage you to watch this 4-minute YouTube video by Ray Dalio, the founder of 
Bridgewater which is the world’s largest hedge fund. With yields for traditional assets near record 
lows, alternative investments look relatively attractive. Moreover, we believe HWM’s alts strategy 
could perform very well in a stagflationary environment, should that occur. Historically, both stocks 
and bonds have struggled in times of stagflation (slow economic growth, high inflation). 
 
Education is a must for anyone considering alts as part of their portfolio. While we feel 
incorporating alternative investments can help clients reach their financial goals, there is no free 
lunch. There will be times that alts underperform stocks and bonds. It can be difficult to stay 
disciplined and stick with alt allocations when this occurs. Furthermore, alternative investments 
introduce new risks that are not present in traditional stock and bond portfolios and potential 
liquidity constraints as well. Ultimately, we feel these risks can be managed, and investors stand to 
benefit substantially by integrating alternatives into their portfolios of stocks and bonds.  
 
The Impact of Inflation on Stocks: 
 
It has been a long time since investors had to deal with elevated inflation. What does history say 
investors should expect? On a recent WisdomTree webcast, prominent University of Pennsylvania 
professor Jeremy Siegel had this to say: “Actually, as I'm finishing up the sixth edition of Stocks for 
the Long Run, this is my conclusion. In the long run, inflation has absolutely no negative impact on 
the real return (inflation-adjusted) from equities. So, its return takes care of all that inflation. And 
it's absolutely definitive. All the inflation we have had in our country in 200 years plus has come 
since World War II. And the real return on stocks is the same after World War II, in fact, slightly 
higher than it was in the 150 years before World War II.” Within portfolios, we are focused on 
investing in high-quality businesses aligned with secular growth trends (10-15-year horizon). 
Characteristics of “high-quality” businesses are those with large net cash positions on the balance 
sheet, and strong, resilient expected future free cash flow streams. Such companies can hold up 
well in this environment and shine when conditions improve, which we expect they will.  

Looking at the Bright Side: 

If you watch the news, you probably think 
Americans, financially speaking, are in an 
increasingly lousy place. The truth is that income 
and net worth levels, adjusting for inflation, have 
consistently and significantly increased over the 
long term and are at or near record levels today. 
Real (inflation-adjusted) per capita income in the 
U.S. has risen by +305.2% from 1958 to 2021. 
Real median family income, which is not skewed 
like the average by outliers at the higher end of the income spectrum, has climbed by +132.74% 
from 1953 to 2020. Real median household net worth (Net Worth = Assets – Liabilities) has jumped 
by +30.09% from 1989 to 2019. Things can always improve, but when I look at the bright side of 
things, it’s hard not to feel grateful for the progress that has already been made. 

https://www.youtube.com/watch?v=Nu4lHaSh7D4
https://united-states.reaproject.org/analysis/comparative-trends-analysis/per_capita_personal_income/tools/0/0/
https://fred.stlouisfed.org/series/MEFAINUSA672N
https://dqydj.com/net-worth-by-year/
https://dqydj.com/net-worth-by-year/
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The information published herein is provided for informational purposes only, and does not constitute an offer, 
solicitation or recommendation to sell or an offer to buy securities, investment products or investment advisory 
services. All information, views, opinions and estimates are subject to change or correction without notice. Nothing 
contained herein constitutes financial, legal, tax, or other advice. The appropriateness of an investment or strategy 
will depend on an investor’s circumstances and objectives. These opinions may not fit to your financial status, risk 
and return preferences. Investment recommendations may change, and readers are urged to check with their 
investment advisors before making any investment decisions. Information provided is based on public information, 
by sources believed to be reliable but we cannot attest to its accuracy. Estimates of future performance are based on 
assumptions that may not be realized. Past performance is not necessarily indicative of future returns. 

Investment Advisory Services offered through Heirloom Wealth Management LLC, a Registered Investment Adviser. 

 

 


