
 
 

First Quarter 2022 Market Commentary 
 

• For the first quarter of 2022, Bonds fell 5.8%, the S&P500 fell 4.6%, and international stocks fell 6.5%. Concerns over rising 
inflation and the Federal Reserve’s reaction to that, specifically the path and pace of interest rate increases were cause for 
concern. 

 
• A substantial rise in energy prices hit the pocketbooks of Americans directly through the pump and indirectly through the 

rising costs of producing and transporting goods.  And then Russia invaded Ukraine, making worse an already bad situation. 
 

• The West’s response to Russia’s invasion in terms of sanctions levied and other actions may be appropriate, but they come 
from a position of financial weakness, and may set in motion changes that will challenge the well-being of companies and 
individuals worldwide. 

 
• As we enter a potential period of difficulty, we need to remember the adaptive nature of companies, and that this nature is 

what allows them to continue growing along with the economy over time.   
 
Most asset classes experienced negative returns for the first quarter of 2022.  The plan for higher prices for carbon-based energy 
sources combined with continued supply chain issues began to shift investors’ expectations for inflation from transitory to more 
permanent.  When those inflation beliefs shift, they can be difficult to change and will start to impact consumer behavior in 
unhealthy ways.   
 
Investors became concerned with the path the Federal Reserve was going to take in raising interest rates. Would it be more 
aggressive in raising interest rates?  How far would they raise them?  Valuations were still on the high side for the market to be able 
to withstand a change in monetary policy unaffected and some selloff was not surprising.  But then Russia took center stage in 
causing global instability during the quarter, and the impact of its invasion of Ukraine, and concerns for the war to widen in scope 
were what drove the markets to their lows in early March.  Through the first week of March, quarterly returns were at their low 
point for the quarter, down 12% to 20% for the major equity averages.  During the past couple of weeks with Russia’s momentum 
seemingly slowing down, fears of an escalating crises subsided somewhat allowing markets to recover some of their losses. 
 
But there have been changes under the surface that may have a lasting impact on our markets and economy.  Before describing 
those, it would make sense to remember the nature of corporations.    



 
 
We invest in stocks of companies because they provide a way to tap into the growth of the economy over time.  The growth of the 
economy is generally steady, which is amazing considering that the growth occurs through actual history.  There are charts that 
overlay a graph of either economic growth or stock market growth with actual events of history, from the good through the terrible.  
Somehow through the scary historical events the growth continues. Certainly not smoothly from month to month, or sometimes 
from year to year, but the growth continues. 
 
Why does this happen?  Because companies are adaptable organizations. Their strategy and tactics do not remain static.  The 
humans that make up management and labor are always trying to move the company forward despite what the real-world throws in 
its way.  Sometimes the hurdles are significant, and it takes time to make those adjustments. Sometimes individual companies fail to 
survive, but most do, and investments in broad collections of stocks captures this rising economic dynamic. 
 
The current world is presenting some significant challenges to which companies will have to adapt.  What are some of these 
changes?  There is a growing challenge to the U.S. dollar being the primary currency for global trade.  Two, countries may rethink 
how they hold foreign currency reserves and bank reserves. These changes upset the current global monetary system.  Third, there 
may be a shift in the pace or direction of globalization, with implications for inflation and corporate profit margins.   
 
Since 1974, there was an agreement that Saudi Arabia would conduct its oil trade only in U.S. dollars.  Today, 80% of the global oil 
trade is done in dollars.  This creates a significant and consistent global demand for dollars, and this steady demand for our currency 
allows us to get away with certain activities that we otherwise would not have been able to do. Like support a trade deficit for 
decades. When we import much more than export, we send a lot of dollars overseas.  Because there was demand for all of these 
extra dollars, the negative implications that countries usually face when running permanent trade deficits were not experienced by 
the U.S. 
 
This dominance of the U.S. dollar may be changing.  Saudi Arabia has had discussions with China about trading oil in yaun. China has 
an agreement with Russia to transact in non-dollar currencies.  It would take some doing to unseat the dollar from its perch, but the 
vision and conversation to do so has begun.  
 
After being isolated, Russia needs to consider other options.  But the West does not negotiate from a position of strength.  Europe, 
Japan and the U.S. are not in the greatest position to fight a financial war given our collective cumulative deficits and financial 
health.  
 



 
For example, Europe receives most of its gas from Russia and Russia’s response to the sanctions of the West has been to demand 
that buyers of its gas use rubles instead of any other currency, or they can use gold. The value of the Russian ruble fell significantly 
after sanctions were put in place. With this new rule, however, the currency has recovered most of its losses.  If Europe refuses to 
pay in rubles, they get no gas.  This and other examples show that it does not take much action by the West to use up any margin 
that it has before hurting itself.   
 
Another thing that has changed is the perceived safety of foreign countries keeping their foreign currency reserves or central bank 
deposits in the United States. When the U.S. decided to seize the reserves of Russia it sent a message to all countries that reserves 
kept in the US may not really be reserves at all.  Countries with significance will begin debating whether to maintain business as 
usual with the current monetary systems.  Changes in the financial infrastructure can cause disruptions in how things work.  Change 
means less efficiency which means higher costs.  Furthermore, changes in how countries hold their reserves can accelerate efforts to 
reduce the leading role of the U.S. dollar.   
 
The third element that is changing is the increasing level of tension across major trading partners and trade routes.  Russia, China 
and India seem to be on one side of the equation. The U.S., Europe and Australia are on the other. The dynamic of increasing 
tensions puts continued globalization at risk. We learned through Covid and the resulting breakdown of supply chains just how 
dependent we are on China for things like medicines and PP&E.  The goal of the last decade was to see how many things we could 
manufacture overseas and then bring back here at a pace that kept the supply chain running as efficient as possible.   
 
The sand that Covid threw into the gears of the production and delivery system was bad enough. Now there may be additional 
changes that continue to cause disruptions in supply chains.  Companies may choose to relocate production facilities back to the U.S. 
for strategic reasons.  Also, other countries may force a change on companies, disrupting supply lines until alternatives can be 
developed.   Both outcomes are expensive to companies and will likely lower profit margins.  Of course, there could be good growth 
opportunities for those firms that can help with construction and implementation of these plans.   
 
Companies are adaptable, but the challenges currently presenting themselves will take some time to overcome.  Higher inflation, 
higher interest rates, changes in global monetary systems and a reduction in globalization can all significantly impact a company’s 
revenue growth potential and profitability in the intermediate term.  Some level of patience will be required, we think, as we look to 
the rest of 2022. 
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