
One of the few certainties about the market is that it does not like uncertainty. Recession fears and the FED
tightening are driving the current market volatility. We believe the equity and bond markets are oversold, and
inflation could be nearing its peak levels. However, inflation could take off if the dollar begins to dramatically
weaken. We believe the market is trying to find a bottom, but we are not there yet. Historically speaking, the
market has never bottomed in June, not once! Seasonality will be a key driver for the remainder of this year.
We are also very wary of the upcoming earnings season. If last quarter was any indicator, then you do not want
to hold a name that misses earnings. Last quarter stocks did not just go down, they were slaughtered.
Conviction in our holdings is key to surviving earnings season. We also expect guidance to be lackluster at
best.This has been an incredibly challenging market to manage in. We will do a deep dive into what is
happening with the Fed and how that is affecting the market. We will explain our actions throughout the
quarter, what our strategy is, and what we see moving forward.
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PAST PERFORMANCE IS NOT AN INDICATION OF FUTURE RESULTS



Quarter End Review

The markets faced a laundry list of concerns this year, including new COVID lockdowns and an
economic slowdown in China, the Russia-Ukraine war is still raging, surging inflation, and the central
banks are tightening. This has led to an incredibly tough first half of the year with global equities down
over 20%, and the NASDAQ down 30% YTD. The normally safe bond market has had a major
pullback as well, with bond indices down 16%.We will do a deep dive into the bonds later. We do
believe that the markets are oversold, they do appear to be trying to bottom, but we do not believe we
are there yet. Most crashes you will see a capitulation at the bottom, and we have not seen that yet. 

One of the interesting market facts that manifested in June was that for the S&P 500, 90% of the
names were down for 5 out of 7 days. Going back to 1928 that has never been seen before. This goes
to show just how incredibly volatile this market has been. The market crash is not over, but my best
guess is the 3500 range for the S&P is going to present a good buying opportunity. We should be
approaching levels where support should appear. If there is no intention to support assets at that level,
then the downside could prove to me much uglier than we have already seen. .  As such, there is no
rush to try and guess the bottom.  Once a bottom is established on the chart, you can ‘go shop’ for
some bargains. This won’t be ‘buying the dip’ because this is a crash. Buying the crash is way better
and a lot more profitable, we just need to be careful. Better to be late than early.

Past performance is not an indication of future results.1 As of June 30, 2022
2 Barclays US Equity Trading Color, June 17, 2022
3  S&P 500 Crash 2022, Here Comes the Bottom, Forbes. June 16,2022
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Why Does the FED Affect the Markets?

Given what I just said about the market hopefully nearing support levels, there are several key factors
that could affect the market one way or the other. There are debatable axioms in this calculation but
the key one is that the Federal Reserve knows what it’s doing. What it is trying to do is clipping
inflation’s wings but not stamping it out, while draining excess cash from the system by letting asset
prices pull back enough to suck out the right amount of liquidity. The Fed’s ability to do this will be
tough for some to believe.  One can easily argue the FED got this completely wrong. They applied the
2008 playbook to the COVID crash of 2020. The FED redeployed low-interest rate policies that it
believed had been effective and generally benign and promised not to pull back prematurely. Elected
officials concluded they had relied too heavily on the Fed previously, and decided to spend more
aggressively this time, starting with President Trump, and capped off with President Biden’s $1.9T
stimulus. However, the pandemic economy turned out to be fundamentally different. The financial
crisis of 2008 primarily dented demand by businesses and consumers, while the pandemic undercut
supply, resulting in persistent shortages of raw materials, container ships, workers, computer chips,
and more still to today. One can also argue that the US economy has recovered more quickly than our
peers around the world, with a historically strong labor market. However, the side effect has been
inflation. The FOMC has shown that it will continue to tighten into a softening market. The year-end
rate is expected to be 3.4%, which would mean another 175bps are coming this year. The Fed also
reiterated it will shrink its massive balance sheet by $47.5B a month, which started on June 1st. It will
step that up to $95B in September.

Past performance is not an indication of future results.
4 S&P 500 Crash 2022, Here Comes the Bottom, Forbes. June 16,2022
5 How the US Officials Got Inflation Wrong, Wall Street Journal June 14, 2022
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What Happened to the Bond Market?

The bond market tends to be frankly boring. Bonds not only dampen the volatility of the market in
portfolios, but also provide a steady stream of reliable income. The fixed income space tends not
to be exciting like equities, or glamourous like alternative investments. Well, 2022 sure changed
that. Despite the ugliness of the price pullback in the bond space, this has created a huge buying
opportunity.

Historically bond prices are volatile. For investors that buy and hold the price volatility does not
affect the overall performance of the portfolio in the end. However, watching the valuations swing
can be overwhelming, especially to retired investors. Below is the Dow Jones average Price and
Yield for the past 100 years. You can see how much bond prices do move, and how historically
high they have been the past several decades while rates have been held artificially low. This has
made it challenging to buy since prices have been quite high, especially during the pandemic
when investors sought safety.

Past performance is not an indication of future results.



However, 2022 is a very different market. The bond market got spooked with the Fed raising
rates and spiraling inflation. The last two quarters combined have been two of the worst
performing quarters in the history of the bond market. The first half of 2022 ranks 3rd overall in
poor performance, only behind the Great Depression and the 1980 bond crash. That is an
unbelievable stat.

What it also tells me is that the bond market is unbelievably oversold. The Fed is raising rates,
and the bond market is pricing in higher yielding bonds. The most interesting part about that is
the fact that those higher yielding bonds do not exist yet. I can not go into the market and buy a
10% yielding bond. This has created a market dislocation and a historic buying opportunity; unlike
anything I have seen in my professional career. Bonds are trading at 10% - 25% discounts. It
might seem counterintuitive, but now is the time to buy and put money to work. Investors will want
to lock in these incredible yields to maturities. That is exactly what we have been doing. I have
bought dozens of bonds over the past several weeks, trying to bargain hunt for every deal I can
find.  If you have cash in your account for bonds, I am buying for you. 

The interesting fact about bond prices is that they tend to V. When they sell off sharply, they also
rise sharply. They do so more consistently than the equity markets. Bond prices will also lead the
equity prices. In the cycle, bond prices will recover first, followed by equities. While we see this
buying opportunity, we are trying to take advantage of it before our window closes, because it will
close before the equity market bottoms.

Past performance is not an indication of future results.








