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Dear Investors,

april 29, 2022

The volatility over the first few weeks of January that we discussed in our previous letter has proven to be stubborn
and pervasive, exacerbated by a second Black Swan event in as many years. The downward pressure on equities,
especially growth equities, that started the second half of last year was primarily driven by lingering Covid concerns
and the inevitable byproduct of aggressive, albeit necessary, global fiscal and monetary policy, i.e. inflation. The
Covid pandemic was the first Black Swan event, with the largest military ground conflict in Europe since WWII
being the second.i The compounding effect of this conflict, combined with continued lockdown related supply
chain constraints in China, has created inflation not seen since the early 1980’s.ii Just as the Federal Reserve acted
swiftly to combat the recession in early 2020, they are now expected to act swiftly, and in an opposite manner, to
combat inflation. What remains to be solved is whether the actions taken by the Federal Reserve will be successful in
curbing inflation without causing a recession. In other words, will the Fed be able to facilitate a “soft landing” of the
economy.
One thing markets do not like is uncertainty. While the markets continue to try to anticipate the actions of the
Federal Reserve, the yield on the U.S. 10 year Treasury Bond has gone from 1.51% to 2.32% in the first quarter alone,
and has moved from a trough of 0.50% in March 2020 to 2.92% last week.iii Needless to say, an 80 basis point move in
the Treasury rate in such a short amount of time is nothing short of dramatic.iii As we have mentioned before, when
interest rates move high enough they can become a headwind for growth assets. In anticipatory fashion, the S&P
gave up another 4.6% in the first quarter, while the Russell 2000 Growth Index was off 12.63% over the same three
months with smaller market capitalized growth companies continuing to lead the way lower.iv From its peak in
January 2022 to last week’s trough, the S&P has now declined approximately 13%, while the NASDAQ and the Russell
2000 indices are both off more than 22%.iii
The question market pundits are now asking is whether markets have sufficiently sold off to support valuations of
future muted growth expectations. As you can see from the illustration below, valuations have come down, although
on average remain above the 25-year mean, and remain elevated from pre-Covid levels.v
See chart on next page
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Although the path of least resistance remains to the downside, as it often does during periods of indecision, the S&P
500 was in an approximate 10% trading range for the last two and half months of the quarter.vi During times like these,
when markets are in a constant tug-of-war, and consumer confidence is lower than it has been 98.5% of the time since
1952, it is too easy to become emotionally driven toward short-term decision-making and market timing.vii
During the first quarter, despite inflation and interest rates moving higher, and while the markets and consumer
confidence moved lower, the S&P posted a 10 day rally of over 10%.iii We have not experienced a 10-day rally like this
since coming out of the doldrums of the 2009 financial crisis. It is now that we must remind ourselves why we stay the
course, and how impactful 10 days can be over time. As illustrated below, by just missing the 10 best days of market
performance since 2006, a portfolio would have significantly underperformed its fully invested counterpart.viii
s tay i n v e s t e d s o y o u d o n ’ t m i s s t h e m a r k e t ’ s b e s t d ay s

By staying fully
invested over the
past 15 years, you
would have earned
$24,753 more than
someone who
missed the market’s
10 best days.
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It is particularly difficult to project the likely trajectory of financial markets at a time when there are so many
exogenous factors affecting them. However, longer-term, the foundations of the markets and the economy remain
promising: corporate balance sheets are healthy following a substantial debt refinancing during the last several years
of low interest rates, households have a record-high reservoir of pent up savings built up during the pandemic, a
record number of job openings are available for those reentering the job market, and the eventual easing of supply
chain interruptions should bolster future growth. An argument can also be made that inflation is showing signs of
flattening even if levels remain elevated, which historically have allowed for positive equity returns.
It can be emotionally difficult to watch the market indices fluctuate so dramatically from day to day – sometimes
even intraday. We should understand that the volatility we observe reflects the market attempting to digest changes
in the environment – whether they be financial, such as GDP growth and earnings developments, or exogenous,
such as the Covid pandemic or the war in Ukraine. Therefore, as the market does its work to incorporate changes in
the environment, it is important to remain on one’s path as we continue to evaluate risk tolerance and appropriate
portfolio balance. Following WWII, and the tremendous economic stimulus created through the support of the
war effort, the global economy experienced 15 years of expansion. As global policy makers fought inflation during
that period of expansion, we also experienced 5 recessions over those same 15 years.ix History may not repeat itself,
although it often rhymes, and so far, the few years since the war on Covid are reminiscent of the post WWII days. This
would suggest those investors who remain patient, cautious, and appropriately invested should continue to meet their
goals.
As always, we appreciate the confidence and trust you place in us.
Regards,

Christopher Sargent
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P.S. Please see attached our yearly summary of updates to our ADV, per SEC requirements.
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