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Economic growth in the 1st quarter of this year clearly slowed compared to the 4th quarter of 2021. Some of the slowing is due 
to a reversal of the inventory buildup that occurred in the 4th quarter of 2021. This created a temporary surge in growth in the 
4th quarter and now we will get the flip side with weak growth as businesses did not continue to add to inventory and worked off 
excesses. Current forecasts from both the economists surveyed by Bloomberg and the Atlanta Fed GDPNow model are for 1.5% 
Real GDP growth for the 1st quarter. The first estimate of Real GDP growth will be released on April 28, after our publication date.

Consumer
Consumers were buffeted with the headwinds of rising prices in the 1st quarter. Even though the average worker experienced nice 
wage increases, rising prices outstripped those wage gains. Before inflation, average weekly earnings rose 4.6% on a year-over-year 
basis as of 3/31/22, but, once you factor in the rise in prices, real weekly earnings fell 2.2%. This was the 11th straight month when 
price increases outstripped wage increases. This is impacting spending by consumers. Personal spending rose 0.2% in the month 
of March. Once you factor out the price increase, real personal spending fell 0.4%. From a real economic growth perspective, 
businesses need to see growth in the quantity of goods or services purchased before they add more employees or more plants and 
equipment. The net result from a consumer perspective is a decline in consumer confidence.  The University of Michigan consumer 
confidence index fell from a reading of 70.6 at the end of December to 59.4 at the end of March. The Conference Board consumer 
confidence index fell from 115.2 to 107.2 for the same period.

Businesses
Businesses were already struggling with supply and labor shortages heading into 2022. Rising raw material prices are only making 
the situation worse for some businesses. The situation is truly unique for each business and industry. If a business can pass on the 
price increases, then business is probably good as they have a backlog in demand due to the supply shortages. For businesses that 
cannot fully pass on the increased cost of labor and materials, the 1st quarter was most likely a struggle. Business contribution to 
1st quarter Real GDP growth may well be negative due to two factors: 1) a reduction in the pace of inventory purchases or even an 
outright decline in purchases compared to the 4th quarter, 2) the US trade deficit widened during the quarter which creates a drag 
on GDP growth. Business confidence appears to be a factor of size and the ability to pass on cost increases. The CEO confidence 
index for publicly traded companies rose from 6.5 at the end of December to 6.7 at the end of March while the small business 
confidence index dropped from 98.9 to 95.7 for the same period.

Government
Although Congress passed fiscal stimulus measures that provided money to state and local governments, most of that potential 
spending is still in the planning stage. The same is true for the infrastructure spending bill. As a result, overall government spending 
remains muted as federal spending is declining due to the stimulus money being mostly spent and state and local spending not 
ramping up yet. 

Uncertainty was the theme for the 1st quarter. The Federal Reserve is now embarking on reducing credit availability — via interest 
rate increases — in an effort to reduce both demand and, ultimately, inflation. Uncertainty, as a result, will most likely remain a 
theme in the 2nd quarter.
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Strategy Review
Derrick Wilson, CIMA®, AVP, Portfolio Manager

Diversification is key in managing risk. The volatile 1st quarter 
certainly tested the notion, as many assets experienced declines 
to start the year. Heading into the quarter were continued 
inflationary pressures, thus moving the Fed closer to taking 
action to thwart inflation, a move that was mostly expected. 
What came as a bit of a surprise to markets was the Russian 
invasion of Ukraine.

Global equities finished down 5.26%, with domestic US markets 
outperforming international markets. Emerging market equities 
fell the most, closing lower by 6.92%, as Russia has since been 
removed from all major indices. With local Russian markets 
closed for a brief period and restrictions on foreigner activity, 
the inability to transact on these securities outside of the country 
forced positions to be written down to nearly zero. China also 
remains a concern with ongoing regulatory scrutiny from both 
within and outside the US.

Inflation is front and center, especially within energy, the last 
month and half. Oil prices shot up tremendously once the 
war began. Sanctions imposed against Russia have greatly 
impacted Europe due to its reliance on Russian energy, in both 
oil and natural gas. The price of West Texas Intermediate crude 
increased over 33% in the quarter and gold has also come to 
life a bit, rising over 6%. Our broad commodities exposure has 
benefitted from these rising prices, along with higher agriculture 
prices, as the commodities index was up over 25% at quarter 
end. Other inflation hedges were mixed. Our positions in global 
infrastructure and Treasury Inflation-Protected Securities (TIPS) 
saw gains, while real estate was lower.

The Federal Reserve has begun raising interest rates and 
intends to taper asset purchases soon. The speed and degree at 
which they move versus expectations could continue to produce 
much of the volatility experienced in fixed income markets. The 
increase in interest rates has put downward price pressures on 
bonds, especially as you move further out on the yield curve. 
Our shorter overall length of maturities in the portfolio has 
helped, but still much of the fixed income portfolio saw losses 
in the quarter. Emerging markets bonds fell the most, down 
by 10%, followed by high yield bonds and GNMA mortgage-
backed securities. Short-term investment grade bonds were 
down the least.

Risk management strategies continue performing in these 
times, with a quarterly gain a little over 18% in managed futures. 
Ultrashort bonds have helped in reducing overall portfolio 
volatility, falling less than 1% in the quarter. Global macro has 
faced some headwinds with sudden changes in geo-political 
risks and disruptions more recently.
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Domestic Equities
Gayle Sprute, VP, Senior Portfolio Manager

Fixed Income
Brian Brill, CFA, VP, Senior Portfolio Manager

Domestic equities got off to a difficult start in 2022. During the 
1st quarter, the Dow Jones Industrial Average fell by 4.1%, the 
S&P 500 fell by 4.6%, the NASDAQ Composite fell by 8.9%, 
and the Russell 2000 fell by 7.5%.

Anxiety rose sharply in January on unexpected news of a 
hawkish pivot by the Federal Reserve (Fed). During 2021, 
the Fed remained steadfast in its view that inflation would 
be transitory. However, as 2022 got underway, that narrative 
shifted to a view of persistence. The central bank began to 
telegraph its intention to fight inflation by raising interest 
rates more aggressively than previously communicated 
amidst a wind-down in bond purchases (quantitative easing). 
But the market did not expect the new communication that 
these two actions would be combined with a reduction in 
the balance sheet (quantitative tightening) soon after interest 
rate increases began. The new combination of an interest rate 
increase campaign, a winddown of quantitative easing and 
the start of quantitative tightening was a big psychological 
challenge. Recall that the equities market has long been 
addicted to monetary support. A surprise shift by the Fed from 
a “support the market at all costs” with loose monetary policy 
to an “inflationary fighting” Fed and tightening monetary 
policy, fueled downside pressure and volatility throughout the 
quarter. Fear is high that a monetary policy error could occur.

This policy change drove a shift in market behavior. The “risk 
on” mindset that had been in place since the pandemic-
induced bear market low in early 2020 suddenly shifted to “risk 
off.” That ushered in a violent rotation from growth-oriented 
stocks to value-oriented stocks. As such, value significantly 
outpaced growth in the first quarter.

At the sector level, energy provided leadership, rising by 39.0% 
amidst a sharp jump in oil prices. West Texas Intermediate 
(WTI) crude started the year at $76/barrel. However, the 
erupting Russia-Ukraine conflict caused fear about a possible 
supply/demand disruption. WTI spiked to a high of $130/barrel 
in early March and ended the quarter at nearly $100/barrel. 
Utilities came in second, with a gain of 4.8%. The two worst-
performing sectors were communication services, down 11.9% 
and consumer discretionary, down 9.0%.

The first quarter of 2022 is going down as one of the worst 
quarters for fixed income investors with returns, depending on 
duration and credit quality, ranging between -2.50% and -11.00%.

Soaring inflation forced the Federal Reserve (Fed) to change 
monetary policy from an ultra-accommodative stance to an ever 
increasingly aggressive tighter policy.  This change has been 
ongoing since last fall but really accelerated this quarter.

After ending its asset purchase program in early March, the Fed 
increased the Fed Funds rate by just 25 basis points to the new 
target range of 0.25% to 0.50% on March 16th. Though small, the 
market is now expecting a very aggressive pace to start in May. 
Currently, the market expects another 220 basis points of rate 
hikes this year bringing the fed funds rate to 2.55% by December. 

The expected aggressive pace is also worrying many investors. 
The phrase policy mistake is becoming more common among 
market strategists. This is best illustrated by the shape of the 
Treasury yield curve.

Yield curve theory postulates that if short-term rates are higher 
than long-term rates (inverted yield curve) the market believes the 
economy may slow in the future and that the Fed will be forced 
to eventually lower rates to restart the economy. Currently, more 
and more segments of the Treasury yield curve are now inverted. 
The theory of an inverted yield curve predicting recession is not 
100% accurate but the deeper and longer this dynamic persists, 
the more accurate it becomes.

Other fixed income sectors saw dramatic changes this quarter 
too. Municipal bonds spent most of the second half of last year 
in the very expensive category relative to Treasury securities. 
This changed rapidly this quarter as investors, watching Treasury 
yields move higher, withdrew almost $15 billion from this sector. 
What was once expensive has now become relatively attractive.
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Contact Our Advisors
Western Washington

Seattle
601 Union St., Suite 4747
Seattle, WA 98101
206.667.8954
888.254.0622

Bellevue
10500 NE 8th St., Suite 1100
Bellevue, WA 98004
425.467.1781
888.445.7166

Spokane
717 W Sprague Ave., Suite 900
Spokane, WA 99201
509.353.3898
800.725.4449

Portland
760 SW Ninth Ave., Suite 1900
Portland, OR 97205
503.778.7060

Southern Idaho / Boise
945 W Bannock St.
Boise, ID 83702
208.345.3343

North Idaho
218 Lakeside Ave.
Coeur d’Alene, ID 83814
208.667.7993

Additional and expanded information to this newsletter discussion may be 
obtained by contacting your Relationship Manager. We will be happy to 
expand our discussion with you to meet your individual requirements as a 
client of Wealth Management & Advisory Services.

INVESTMENTS ARE:  
NOT A DEPOSIT • NOT FDIC/NCUSIF INSURED  
NOT INSURED BY FEDERAL GOVERNMENT AGENCY  
NOT GUARANTEED BY THE BANK • MAY LOSE VALUE

International
Matt Clarke, CIMA®, VP, Senior Client Portfolio Manager

As we entered the 1st quarter of 2022, the markets were already 
on edge, contending with a handful of headwinds. The first and 
most significant driver of early concerns was the onset of US 
Federal Reserve (Fed) tightening due to a backdrop of rising and 
increasingly “sticky” inflation. Beginning in December, the Bank 
of England (BofE) began hiking rates and did so two more time 
within Q1. At the same time, the European Central Bank (ECB) 
turned more hawkish with commentary from ECB President 
Christine Lagarde pointing to an end of bond purchases by 
late September but stopping short of hiking rates. In response, 
global government bond yields rose and prices fell (bond prices 
and yields move inversely). These pressures were not evenly 
distributed though and were more pronounced in emerging 
markets and less so in the EU and UK.

By late February, what was interpreted by most as “Russian 
saber rattling” became a full-scale Russian invasion of Ukraine. 
The war in Ukraine has increased geopolitical risks and created 
near-term concerns for the markets, including higher energy and 
food prices as well as additional disruptions to supply chains. 
Compounding these concerns further was another wave of 
Omicron cases in both China and Hong Kong. This manifested 
as another headwind for the global markets as China continued 
to exercise a zero-tolerance approach to combat the spread of 
the virus and, by doing so, locking down millions in the city of 
Shanghai, which is China’s financial capital. 

International stocks, as measured by the MSCI All Country World 
Index (ACWI) ex US, finished the quarter down -5.34%, which is 
not so bad considering the index declined by -12.85% earlier in 
March. Emerging markets, as measured by the MSCI Emerging 
Markets Index, closed out the quarter lower by -6.99%, also after 
recovering from further weakness earlier in March — down as 
much as -16.47%. While the international markets closed Q1 lower 
overall, it’s worth noting that there were pockets of resilience. 
Indonesia, Thailand, Malaysia, and the Philippines all finished 
higher in Q1. The UK also managed to deliver gains of +2.9%, 
leaning on exposure to previously out-of-favor industries such as 
mining and banking.

As we consider Q2, we will continue to monitor the impact of the 
war in Ukraine as well as how global central banks respond to 
inflationary pressures. Finally, we want to stress that it is during 
times of extreme uncertainty when investors are tested. As such, 
we continue to remain disciplined in our approach with a focus 
on the long term, while looking to the benefits of diversification, 
active management, and strategic allocation.




