
Russia/Ukraine. Fed rhetoric. Yield curve worries. Surging commodity prices. China and Covid. The Wall of Worry was 

alive and well to start 2022.  Investors seeking shelter from the first quarter’s harsh market and geopolitical maelstrom 

were frustrated at just about every turn. Major equity indexes tumbled into correction territory and typically reliable 

sources of diversification failed to deliver their historical benefits amid broadly negative returns.   Essentially, the bene-

fits of diversification are distinctly muted when nearly every asset class is down. While there were a few alternative asset 

classes in positive territory, even the best possible asset allocation delivered results that were only “less worse.” 

Even with strong corporate and economic fundamentals, equities corrected significantly.  In a very short period of time  

following an all time high on January 3, we experienced a sharp equity market correction .  And the market averages 

masked much more serious damage in a number of important sectors.  In particular , by the last week of February the per-

centage of stocks in a bear market (more than 20% off the12-month high) included 76% of Nasdaq stocks and 51% of 

S&P 500 stocks. Moreover , 47% of Nasdaq issues were down more than 50%. The correction in the high growth stocks 

that have been on such a roll for the past 3 years, has been especially harsh.  

In the bond market, following a bad 4th quarter, the start of 2022 was even worse.  By any measure, the nearly 7% de-

cline in the value of the 10-year Treasury bond was dismal on a historic scale.  The performance was driven by inflation 

expectations that put increased pressure on global central banks 

to respond.  Echoing inflation concerns, growth worries and the 

potential for a Fed policy misstep, the US Treasury curve briefly 

inverted as measured by the 10-year Treasury bond yield versus 

the 2-year note yield. Historically speaking, this inversion has 

often been a precursor to a recession with quite a bit of a lead/lag 

time discrepancy.  (I think it has questionable validity as a reces-

sion indicator in today’s world of extraordinary monetary poli-

cies.)  However, despite all of the bad news, there are reasons to 

be sanguine.  Markets are forward looking.  What is currently 

discounted in the price matters most and a LOT of bad news is 

already baked in.  In order to further move markets, there needs 

to be a shift relative to this baseline. In contrast to the usual Fed 

hiking cycle, we are starting from a point of solid economic 

growth. This is very important as the starting point for this tight-

ening cycle is very different from those that we have witnessed in 

the past. Absent a policy mistake, a not insignificant risk, we 

might have already seen the worst. 
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1st Quarter Summary 

Total Return % 

  3 month  12 month 

S&P 500  ‐4.6  +15.6 

Nasdaq Composite  ‐9.0  +8.1 

Russell 2000  ‐7.5  ‐5.8 

MSCI EAFE  ‐5.9  +1.2 

Barclays High Yield  ‐4.8  ‐0.7 

Treasury Bond Rates  3/31/22  3/31/21 

2 year  2.28%  0.16% 

10 year  2.32%  1.74% 

Barclays U.S. Aggregate  ‐5.9  ‐4.2 

MSCI Emerging Markets  ‐7.0  ‐11.4 

Source: US Treasury, LPL Financial Research)  Indices cannot be invested into directly. 

Past results are no guarantee of future performance 
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Macroprudential	Monetary	Policy	

Inflation is running hot and the market is projecting 10 Fed 

rate increases in 2022. That alone is a big deal for investors, 

but quantitative tightening (QT) via balance sheet reduction is 

also imminent.  Indications are that the Fed may start QT this 

Spring, an abrupt reversal from the quantitative easing (QE) 

policies they have pursued since March 2020.   With QE fin-

ished and QT on the horizon, what does it all mean for us?  

Unfortunately, it’s impossible to know since we’re in com-

pletely uncharted territory.  First, to review, QE is the process in which the Fed purchases Treasury and mortgage 

bonds from banks. In exchange, the banks receive reserves that increase the amount that they can loan. As such, there 

is an indirect connection between QE and money printing.  Since 2020, the Fed has bought about $3.5 trillion in 

Treasury securities and $1.5 trillion in mortgage debt (and miscellaneous riskier assets).  Essentially, via QE opera-

tions, the Fed removes assets from the markets. This supply reduction creates a direct supply-demand imbalance for 

the assets it buys and indirectly effects the entire pool of financial assets. As a result, (ceteris paribus) QE tends to 

help most asset prices.  QT is the opposite because the Fed is shrinking its balance sheet by selling assets or letting 

bonds mature without reinvesting.  The obvious concern for investors is does QT reverse the positive price effects of 

QE on financial assets?  We don’t know, but it seems likely.  QT has only been attempted once, and that briefly.  In 

2018, the Fed embarked on QT, as circled in the graph above. At the time, it reduced the balance sheet by a mere 

$675 billion. Ironically, the Fed quickly reversed back to QE shortly thereafter as liquidity problems arose in financial 

markets.  Now, with a balance sheet twice as large, the uncertainties are magnified immensely. 
 

With inflation now the number one enemy, putting aside recently added concerns of social justice, income inequality 

and climate change, the Fed has made it clear that they intend to normalize the balance sheet via QT.  Does 

"normalizing" mean the Fed will reduce the balance sheet by the entire $5 trillion recently added in pandemic relief?  

Probably not.  Current estimates of a “normalized” balance sheet are for a reduction of about $3 trillion.  Given the 

assumed timeline of 3 years, that means a run-off of about $1 trillion per year.  The direct effect of QT will likely be 

on the Treasury market and then indirectly on other financial assets.  If the Fed follows a $1 trillion per year QT path, 

the net supply impact on Treasury debt will be significant.  The net issuance of Treasury debt (after Fed purchases) 

was about $1.5 trillion during the pandemic. Assuming $1.75 trillion in annual  Treasury borrowing and $1 trillion a 

year of QT, investors will have to absorb $2.75 trillion of Treasury bonds. That is well above the levels of 2020 and 

2021 and nearly 3x the amount in the years before the pandemic. On its own, such a jump in supply is a recipe for 

higher yields.  And, now that Treasury debt is equal to 100% of GDP,  any interest rate increase has serious budget 

implications.  So, the Fed may want to normalize its balance sheet, but it may not be possible.  QT will also be prob-

lematic for other asset markets.  Just as QE helped asset prices, QT may equally hurt them. 
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Things	That	Probably	Only	Brad	Cares	About	I	Actually	Read	it	Somewhere	

Kanye West 

“If you want these crazy ideas and these crazy stages, this 

crazy music, and this crazy way of thinking, there’s a 

chance it might come from a crazy person.” 
 

Advisor Perspectives-4/6/22 

Jamie Dimon, JPMorgan CEO’s 2021 compensation was 

only $34.5 million compared to David Solomon, Goldman 

Sachs CEO and James Gorman, Morgan Stanley’s CEO 

who each made $35 million. (Agency problem?) 
 

Naval 

“I want to live in a way that if my life played out 1,000 

times, Naval is successful 999 times. He’s not a billion-

aire, but he does pretty well each time. He may not have 

nailed life in every regard, but he sets up systems so he’s 

failed in very few places.” 
 

Jim Carrey  

“I think everybody should get rich and famous and do eve-

rything they ever dreamed of so they can see that it’s not 

the answer.” 
 

Bret Stephens 

“America needs a Liberal Party, ‘liberal’ in the old-

fashioned sense of believing in free expression, free enter-

prise, free living and a free world. But the truth is that 

America could also use a proper Conservative Party, in the 

true sense of the word “conservative”: Burkean in its be-

lief in the importance of manners, morals and gradual 

change; Smithian not just in its devotion to free markets 

but also its belief in the cultivation of moral sympathies. 

Trump’s Republican Party is the antithesis of all that.” 

Max Born 

“Chance is a more fundamental conception than causali-

ty “ 

 

Looking back on my life, I marvel at how much luck it took 

to get here and how unlikely the final result was given the 

laws of probability.  Given that so many things, each with a 

probability less than 1, had to come together it just seems 

impossible.  Obviously, I don’t believe in fate, an overarch-

ing design or that “things happen for a reason”.  Ability 

certainly doesn’t hurt, but the luck component is crucial.  

I’m woke enough to realize that being a healthy cis-gen 

white male in our heteropatriarchal society has been help-

ful.  Even more important, my primary advantage has al-

ways been growing up with supportive parents that stressed 

the value of education.  Taken altogether, and every aspect 

was nothing but random luck, that put me on first base 

when many never even get an at bat in the game of life.  45 

years ago, I bailed out just before a June wedding to a nice, 

but really unsuitable, woman.  After a few months of exper-

imentation, I hooked up with a party girl waitress who had 

just dropped all of her junior college classes except volley-

ball.  Years later, while never losing the party girl tenden-

cies, but now with a doctorate, she evolved into the Little 

Princess.  I really don’t see how that could have come out 

better.  37 years ago, I was in a job I hated, working for a 

slimy huckster, putting the patina of rigorous financial anal-

ysis on landfill gas projects doomed to fail.  Given the op-

portunity through a corporate acquisition, I campaigned 

frantically for a layoff, which is so unlike me to ignore fu-

ture consequences.  Then, after a period of retirement, my 

dad noticed a tiny Met Life ad looking for sales people to 

sell insurance to new homeowners.  Ever the supportive 

visionary, he persuaded me into thinking of that as a 

springboard into my own financial planning practice.  Typi-

cally, introverts with prickly personalities and little pa-

(Continued	on	page	4)	



Past performance does not guarantee future performance and your actual 
results will vary. These opinions are for general information only and are 
not intended to provide specific advice or recommendations for any indi-
vidual. Consult your attorney, accountant, or tax advisor with regard to 
your individual situation. The S&P 500 is an unmanaged indexes reflect-
ing the overall returns attained by leading US stocks. The MSCI EAFE 
is comprised of large company stocks in established foreign markets.  
The MSCI EM (Emerging Markets) Index is a free float-adjusted market 
capitalization weighted index that is designed to measure the equity mar-
ket performance of the emerging market countries of the Americas, Eu-
rope, the Middle East, Africa and Asia. Govt bonds and T-Bills are guar-
anteed by the US government as to the timely payment of principal & 
interest and, if held to maturity, offer a fixed rate of return a& principal 
value. The Barclay’s  bond indexes are representative of total returns 
earned by various segments of the bond market.  Indexes cannot be in-
vested into directly & are unmanaged.  International and emerging mar-
ket investing carries special risks such as currency fluctuation and politi-
cal instability.  The Russell 2000 Index is an unmanaged index generally 
representative of the 2000 smallest companies in the Russell 3000 index, 
which represents approximately 10% of the total capitalization of the 
Russell3000 Index. The Barclays  High-Yield Market Index captures the 
performance of below-investment-grade debt issued by corporations 
domiciled in the United States or Canada. Stock investing involves risk 
including loss of principal. Bonds are subject to market and  Interest rate 
risk if sold prior to maturity. Bond values and yields will decline as in-
terest rates rise and bonds are subject to  availability and change in price.  
Economic forecasts set forth may not develop as predicted and there can 
be no guarantee that strategies promoted will be successful. No strategy 
assures success or protection against loss. The NASDAQ Composite 
Index measures all NASDAQ domestic and non-U.S. based common 
stocks listed on the NASDAQ Stock Market. The market value, the last 
sale price multiplied by total shares outstanding, is calculated throughout 
the trading day, and is related to the total value of the Index.  The prices 
of small cap stocks are generally more volatile than large cap stocks. 
International investing involves special risks such as currency fluctuation 
and political instability and may not be suitable for all investors. These 
risks are often heightened for investments in emerging markets. 

 

Business Philosophy 

Our objective is to make working with us a pleasant as well 
as rewarding experience   

�� We take our responsibilities seriously 

�� We return calls promptly 

�� We’re nice when someone does call 

�� We don’t lie or mislead 

�� We do what we say we’re going to do. 

�� We’re knowledgeable and  current in our discipline 

�� We admit (infrequent) mistakes and do our best to right 
the wrong 

�� We listen to suggestions and take them seriously 

�� We work in your best interest in the most straightfor-
ward and transparent way possible 
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tience don’t do well in sales.  But again, luck was on my 

side.  To my advantage, I had an M.A. in Economics, 

was hard working and an abstract thinker with a gift for 

communication. These are important skills, but hardly 

rare or sufficient for success in a field where the vast 

majority fail within the first 2 years.  Given all of the 

things that had to go right, the math of cumulative prob-

ability makes my result so unlikely.  In many other di-

mensions, I’m sure there’s a version of me married to a 

clingy blond and working for her father or mired in 

front of a computer trying futilely to get a positive pre-

sent value on yet another landfill gas project.  I certainly 

worked hard and feel that what I have has been earned, 

but without an unlikely skein of lucky outcomes, I 

would never have survived my two dirt bike periods, let 

alone be the proprietor of a successful financial plan-

ning practice.  And, I get angry with myself when I fail 

to acknowledge all this good fortune and be grateful. 

(Continued	from	page	3)	

Thank You ! ! 

Special thanks to the following people for referring 

their friends, family and associates 

Jason Wes all 

I give Maureen quite a bit of grief about how expensive 

and  difficult it is to get her collection of California na-

tive plants to survive in their native environment.  So, 

since I’m a fair man, it’s incumbent upon me to recog-

nize the (very) few weeks of the year when her efforts 

to cultivate our back yard really do look good. 


