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The difficult second quarter of 2022 is behind us. Adding to the first quarter decline of -4.60% for the S&P 
500, the index was down -16.10% for the second quarter. The Dow was down -10.78% and has now declined 
-14.44% for the year.   The 10-year U.S. Treasury note closed at 2.89%. When we look back at what we wrote 
in our first quarter letter, many of the same challenges remain:  surging inflation, supply chain challenges, 
the Russia-Ukraine conflict, high energy prices, and rising interest rates. 

What has changed though? The Fed raised interest rates a third time this year, with its biggest increase of 
0.75 in June, and indicated it may do the same in July. It has also begun to let bonds mature from its $9 
trillion balance sheet without replacing them—a shift from quantitative easing or bond purchasing that took 
place from March 2020 to March 2022 in order to blunt the economic effects of the coronavirus pandemic. 
The Labor Department recently reported that the Consumer Price Index rose to 8.6% in May, its highest level 
in more than four decades. In addition, higher mortgage rates slowed the pace of new home sales, we saw a 
dramatic shift in consumer spending patterns, and sentiment fell to the lowest level since the 2009 financial 
crisis.  China, the second largest economy, mandated a two-month lockdown that was originally supposed to 
last nine days. 

What do we expect in the third quarter? Another Fed rate hike seems certain. Analysts may be cutting their 
earnings estimates to reflect the decline in corporate profits as valuation multiples continue to fall. Economic 
growth could show moderation. Commodity prices, except for oil, should continue their correction while the 
U.S housing market continues to cool. The proposed trillion-dollar tax increase in front of Congress will likely 
fail as it would further exacerbate inflation. Europe is on the brink of entering a recession due primarily to 
the effects of the Russia Ukraine conflict. Undoubtedly, markets will continue to be volatile until we have 
more clarity about the Fed’s ability to contain inflation and fend off a recession in the U.S. 

In our conversations with many of you over the last few months, the prevailing questions are when do we 
think this will end or at least abate, and what are our thoughts about a recession. Even if there is further 
downside in the short term, consumer and business fundamentals remain supportive, the financial system is 
healthy, and the unemployment rate remains low. Strong profits and lower stock prices mean more 
attractive valuations.   However, the risks to the market recovering have not changed—persistent high 
inflation, aggressive Fed tightening, and continued uncertainty about energy and commodity prices. Once 
inflation has peaked and the Fed has stopped raising rates, we could see the markets begin to improve. The 
investing climate is quite challenging, but history suggests patience will be rewarded. 

We look forward to meeting in person or by phone to review your portfolios. 
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