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Q2 2022 Prometheus Capital Newsletter 
 

I’d like to start this newsletter with three quotes from two legendary investors, Warren Buffett and Benjamin 

Graham:  
 

“The stock market is a device to transfer money from the impatient to the patient” – Warren Buffett 
 

“The intelligent investor is a realist who sells to optimists and buys from pessimists”  

– Benjamin Graham 
 

“A market downturn doesn’t bother us. It is an opportunity to increase our ownership of great 

companies with great management at good prices” – Warren Buffett 

 

With record levels of inflation eating away at purchasing power and the stock market trending downwards, you 

may feel uncertain about your financial future. In moments like these, it is crucial to approach this recent 

downturn with the same perspective and mindset that many acclaimed investors have approached all market 

downturns throughout modern history – with patience, avoiding cognitive bias pitfalls (herd mentality, 

panic-selling, etc.) and treating market downturns as buying opportunities to potentially increase your 

long-term net worth.  

 

This quarter’s newsletter will focus on inflation, the recent actions of the current state of the U.S. economy, oil, 

the Federal Reserve’s actions, and the overall state of the U.S. equities market.  

 

What is the current state of the U.S. economy?  

 

U.S. Real Gross Domestic Product (“GDP”) decreased at an annual rate of 1.6% in the first quarter of 2022.1 

That headline figure is somewhat misleading because two key drivers of the decline were reduced government 

stimulus and a surge in the U.S. trade deficit. Although consumer spending and business investment both rose 

in the first quarter, the primary concern is that U.S. consumer spending expanded at the slowest pace of the 

pandemic recovery (1.8% increase in outlays on goods and services versus 3.1% pace in the previous 

estimate).2 Since consumer spending represents roughly 70% of U.S. GDP3, the fact that the estimate was 

revised lower indicates the overall U.S. economy will likely have less momentum moving forward.  

 

U.S. corporate earnings increased 12.5% year-over-year but experienced a 2.3% annualized decrease in the 

first quarter of 2022 versus the prior quarter, as supply chain issues, staffing shortages, inflation and oil prices 

have compressed corporate profits at a greater rate than corporations have been able to stabilize via 

 
1 U.S. Bureau of Economic Analysis. Third Estimate of First Quarter 2022 GDP & Corporate Profits.  
2 Pickert, Reade. “US Personal Spending Is Revised Sharply Lower in First-Quarter Data.” Bloomberg Economics. Bloomberg, June 29, 2022. 
3 St. Louis Federal Reserve, Share of Gross Domestic Product: Personal Consumption Expenditures. 
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consumer price increases. Corporate profit margin expansion has been the main driver of the surge in S&P 

500 earnings during the prior two years and Equity Research analysts continue to forecast a rise in profit 

margins next year, despite inflationary and supply chain pressures. Excluding Financials & Utilities, consensus 

analyst estimates show S&P 500 net profit margins expanding by 30 basis points (0.3%) in 2023.4  

 

We are continuing to experience persistent inflation. For those of you who read last quarter’s newsletter, you 

may recall I mentioned the annual inflation rate accelerated to a four-decade high of 7.5% in January 2022.5 At 

risk of sounding like a broken record, I would be remiss not to mention we have now set a new inflation growth 

record – the consumer price index (which measures the average price of a basket of consumer goods and 

services) rose 8.6% in May compared to a year prior. This represents the highest increase in the CPI 

since December 1981.5 Some of the key drivers of that increase in the inflation rate were surges in the cost of 

shelter, gasoline, airfare and vehicle cost. I am extremely lucky that the destination wedding phase of my life 

was in my 20s when I could fly for free as an employee of PEOPLExpress Airlines. 

 

Given the fact that oil & gas price increases have been a key inflationary driver, I wanted to dedicate a portion 

of this newsletter to providing some commentary on the state of the oil and gas commodity markets. The front-

month futures price for Brent crude oil settled at $117.61 per barrel on June 2nd, 2022, representing a $10 per 

barrel increase from one month earlier.6 The prices of Brent and WTI crude spiked following the EU’s 

announcement that it will reduce crude imports from Russia by 90% by the end of the year. However, there 

was temporary, artificial supply surplus in April, driven predominately by Russian exports declining less than 

expected, Chinese demand reduced due to COVID-related lockdowns and a large release of the U.S. Strategic 

Petroleum Reserve (“SPR”). The U.S. released a large amount of crude inventory over the past few months in 

attempt to reign in the price of oil and gas, and the U.S. SPR stockpiles fell to 497.9 million barrels, the lowest 

level since April 1986.7 Many economists believe this politically-created, temporary surplus in supply has 

already ended, as a surge in Chinese demand has largely restored the status quo of a structural deficit in oil 

supply and refining capacity. The U.S. Energy Information Administration predicts Brent crude oil prices will 

average $111/barrel in the third quarter of this year and $97/barrel in 2023, but the market has been broadly 

pricing in higher assumptions, with Goldman Sachs setting a target of $135/barrel required over the same time 

period, in order for supply and demand to normalize.6,8 Until supply and demand normalize, high oil and gas 

prices appear here to stay. 

 

What actions is the Federal Reserve undertaking to combat inflation?  

 

The Federal Reserve has continued its stated rate hike policy during the last few months. At its June 2022 

meeting, the Federal Reserve’s Open Markets Committee approved a 75-basis point (0.75%) increase in the 

Federal Funds Rate (to 1.75%) the largest increase since 1994.9 Up until about a day before the meeting, 

the Equity Research consensus was that the Fed was likely only going to raise rates 0.50%, so a 0.75% hike 

represents a clear sign that the Federal Reserve has opted for a more aggressive approach to combating 

record inflationary pressures. Fed Chair Powell signaled that he expects an additional 0.50% to 0.75% rate 

hike following the July 26-27th FOMC meeting, a comment that was re-iterated on June 28th by New York 

 
4 June 27, 2022 Goldman Sachs Economics Research Note: Consensus Profit Margin Forecasts Have Further to Fall.  
5 U.S. Bureau of Labor Statistics Employment Report (https://www.bls.gov/news.release/empsit.nr0.htm).  
6 U.S. Energy Information Administration (https://www.eia.gov/outlooks/steo/marketreview/crude.php). 
7 June 27, 2022 Reuters. “U.S. Emergency Oil Reserve Draws by 6.9 million barrels to lowest since 1986. 
(https://www.reuters.com/markets/commodities/us-emergency-oil-reserve-draws-by-69-mln-barrels-lowest-since-1986-2022-06-27/) 
8 June 6, 2022 Goldman Sachs Commodities Research Note: Structural Shortages Still Unresolved.  
9 June 15, 2022 Federal Reserve FOMC Press Release. 



Stephen P. Wetzel, CFP® is a Registered Representative of and Securities offered through The Investment Center, Inc. – Bedminster, NJ.  Member 
FINRA/SIPC.  Advisory Services are only offered through Prometheus Capital Management Corp., an SEC Registered Investment Advisor which is 
independent of The Investment Center, Inc.  
 

Fed President John Williams.10 The market has largely priced in a 0.75% rate hike in July, with Goldman Sachs 

Chief Economist Jon Hatzius noting “the most likely path is our forecast of another 75bp hike in July, a 

50bp hike in September, and a 25bp hike in both November and December.”11 The challenge the Fed 

faces is how to engineer a “soft-landing” (lowering the inflation rate without causing a recession). This is a 

delicate balancing act and one the Fed has not, historically, always been able to accomplish. At the European 

Central Bank (ECB) Forum on June 29th, Fed Chair Powell acknowledged the balancing act of lowering 

inflation while preventing a recession but ultimately stated he was more concerned about the risk of failing to 

lower inflation than of the risk of pushing the economy into a recession by rising interest rates too high, too 

quickly.12 

 

What is the current state of the Stock Market and what investments should I consider in this volatile market 

environment?  

 

The U.S. equities market has continued its overall downward trend in the second quarter of 2022. As of June 

29, 2022, the Dow Jones Industrial Average (“DJIA”) declined 15.2%, the S&P 500 index declined 20.3%, and 

the NASDAQ composite index (which is more technology and growth-focused) declined 29.4% year-to-date.13 

A portion of this decline can be attributed to a reaction to the rapid succession of Fed rate hikes and a 

continued tapering off of the Federal Reserve’s bond purchase program. As the Federal Reserve raises 

interest rates, corporate borrowing costs also increase, which results in a decline in net corporate earnings. 

Since corporate profit margin expansion has underpinned a significant portion of overall stock market gains in 

the past two years, there is a continued risk that higher borrowing costs will continue to compress corporate 

earnings in a rising rate environment and potentially cause further price declines. 

 

From an investment “style” perspective, we have been evaluating and conducting due diligence on a number of 

large/mid-cap value and dividend-producing investments to help balance out growth positions in selected 

portfolios. Although past performance is no guarantee of future performance, value-oriented and income-

producing assets have held up better in previous recessionary periods, and the overall Russell 1000 Value 

Index has only declined approximately 12% this year, versus a 25% decline in the Russell 1000 Growth 

Index.14 If you have questions about your specific investment portfolio, please contact us and we would 

be happy to have a discussion with you about investments that align with your overall portfolio, risk 

tolerance, investment objectives, and time horizon.  

 

The consensus forward price-to-earnings (“P/E”) multiple has compressed 22% since the start of 2022, from 

21x to 16x.15 While past performance is no guarantee of future performance, most of you have been richly 

rewarded for “staying the course” in 1987, 1998, 2000-2002, 2008-2009, 2010 and 2020 and 

opportunistically taking advantage of buying opportunities at depressed valuation multiples, and 

dollar-cost-averaging instead of immediately selling out of positions when the market declines slightly.  

 

My parting comment to you is to follow Warren Buffett’s lead and approach the existing market environment 

with patience, while keeping on the lookout for potentially opportunistic buying opportunities.  

 
10 June 28, 2022. Bloomberg Economics. “Fed’s Williams Sees 50 or 75 Basis Point Rate Hike Debated in July 
(https://www.bloomberg.com/news/articles/2022-06-28/fed-s-williams-sees-50-or-75-basis-point-hike-debated-in-july?srnd=economics-vp#xj4y7vzkg)  
11 June 15, 2022 Goldman Sachs Economics Research Note “US Daily: June FOMC Recap: On Track for 75bp in July and 3.25%-3.5% by End of 2022” 
12 June 29, 2022, The Wall Street Journal. “Powell Says Fed Must Accept Higher Recession Risk to Combat Inflation” 
(https://www.wsj.com/articles/powell-says-pandemic-could-alter-inflation-dynamics-11656509259). 
13 Standard & Poor Global Data as of 29-Jun-2022. 
14 June 26, The Wall Street Journal. “Value Investors Bet Recent Market Leadership is Just the Start”. 
15 June 27, 2022 Goldman Sachs Economics Research Note: Consensus Profit Margin Forecasts Have Further to Fall. 
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Sincerely Yours, 

 
Steve Wetzel 

 

The views expressed today are my own and do not necessarily represent the views of my broker/dealer, The 

Investment Center, Inc. The information contained is derived from sources believed to be accurate. However, 

we do not guarantee its accuracy. The information contained is for general use and it is not intended to cover 

all aspects of a particular matter. Neither the information presented nor any opinion expressed constitutes a 

representation by us or a solicitation of the purchase or sale of any securities. The information contained is not 

appropriate, by itself, to guide investment decisions. 

The information provided is not written or intended as tax or legal advice and may not be relied on for purposes 

of avoiding any federal tax penalties. Entities or persons distributing this information are not authorized to give 

tax or legal advice. Individuals are encouraged to seek advice from their own tax or legal counsel.  

 

Sources: U.S. Bureau of Labor Statistics, The Wall Street Journal, Standard and Poor’s Global, Bloomberg, St. 

Louis Federal Reserve, U.S. Energy Information Administration, Goldman Sachs, Reuters  

 


