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Financial Markets
Financial markets continued their decline this past 
week.  The cause continues to be fears that if 
inflation continues, the Fed will be forced to 
continue to raise interest rates, demand will fall in 
response, pushing the United States into a 
recession.  Whether this actually comes to bear is 
an open question, but it is possible, and investors, 
frightened by both uncertainty and the possibility of 
a recession, are selling.  This past week they did 
so with a vengeance.  No sector of the S&P 500 
escaped.  The numbers prove the point.  Energy 
fell 0.84%, Communication Services fell 4.13%, 
Consumer Staples fell 2.59%, and, worst off, 
Information Technology fell 6.37%.  The 
government’s report on inflation sparked the sell 
off, as it was higher than expected, surprising 
investors.  We will dig into inflation and the Fed in 
more detail in the Economics section, but it is quite 
clear that investors, both retail and professional, 
are nervous and a bit confused.

Economics
The Federal Reserve has told anyone who will 
listen that its target range for inflation is 2%.  
Inflation is now well in excess of that.  Under 
normal circumstances, any first year student of 
Money and Banking knows how to go about 
solving the problem—reduce money supply by 
raising interest rates.  Unfortunately, these are not 
ordinary times. Manipulating money supply might 
not be a satisfactory response to this particular 
type of inflation.  The inflationary problems we face 
are only partially caused by an overabundance of 
liquidity.  Surely, that is a serious problem, but 
other problems must be dealt with as well.  After 
the Fed began to increase money supply during 

the great recession, the pandemic struck, causing 
the Fed to reinvigorate its monetary stimulus.  
Unfortunately, COVID itself unleashed powerful 
inflationary forces by disrupting supply chains and 
closing transportation hubs.  These supply-side 
problems are highly inflationary and do not respond 
to monetary policy.  The world was already faced 
with highly stimulative monetary policy and a 
powerful supply-side inflationary force.  Then, 
Russia invaded Ukraine.  Under the best of 
circumstances, wars are inflationary.  This one is 
particularly inflationary because it involves one of 
the world’s largest suppliers of energy and one of 
the world’s largest suppliers of wheat.  Again, the 
Fed is faced with powerful inflationary forces over 
which it has very little control.

There are early signs that both the supply chain 
and transportation problems are slowly being 
overcome.  If this does come to fruition, then that 
will relieve some inflationary pressures.  
Unfortunately, this does not seem to be the case 
with the Ukraine-Russia conflict.  The cost of 
energy dramatically affects the global inflation rates 
and psyches.  If the conflict were to end tomorrow, 
the price of energy would start to fall immediately, 
however, that does not seem to be in the cards.

Where does this put the Fed?  Their fondest hope 
must be peace in Ukraine and the end of supply 
problems.  That would allow them some breathing 
room.  The Fed members are mindful of the pain of 
the great recession, so they would prefer to tighten 
cautiously. 
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Conclusion
Inflation is the primary concern for investors, and 
its path over the coming months will tell us where 
interest rates are going, and, therefore, the 
markets.  We do not think a quick end to the 
Ukrainian conflict is likely.  The other supply-side 
problems—supply chains, commercial 
transportation, and labor shortages—are slowly 
coming around, but not fast enough to prevent 
another fifty basis point move by the Fed.  Inflation 
is likely to slow a bit, but it will take time and 
markets are seldom patient.  
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I. Front End Disclosure

The information provided here is for general informational purposes only and should not be considered an individualized recommendation or 
personalized investment advice. No part of this material may be reproduced in any form, or referred to in any other publication, without the express 
written permission of 1919 Investment Counsel, LLC (“1919”). This material contains statements of opinion and belief. Any views expressed herein are 
those of 1919 as of the date indicated, are based on information available to 1919 as of such date, and are subject to change, without notice, based on 
market and other conditions. There is no guarantee that the trends discussed herein will continue, or that forward-looking statements and forecasts will 
materialize.  

Statements concerning financial market trends or portfolio strategies are based on current market conditions, which will fluctuate. There is no 
guarantee that these investment strategies will work under all market conditions or are appropriate for all clients and each client should consider their 
ability to invest for the long term, especially during periods of downturn in the market. No representation is being made that any account, product, or 
strategy will or is likely to achieve profits, losses, or results similar to those shown.

All investments carry a degree of risk and there is no guarantee that investment objectives will be achieved. 

This material has not been reviewed or endorsed by regulatory agencies. Third party information contained herein has been obtained from sources 
believed to be reliable, but not guaranteed. 

There is no guarantee that employees named herein will remain employed by 1919 for the duration of any investment advisory services arrangement.  

1919 Investment Counsel, LLC is a registered investment advisor with the U.S. Securities and Exchange Commission. 1919 Investment Counsel, LLC, a 
subsidiary of Stifel Financial Corp., is a trademark in the United States. 1919 Investment Counsel, LLC, One South Street, Suite 2500, Baltimore, MD 
21202. ©2022, 1919 Investment Counsel, LLC.

II. Investment Analysis

The information shown herein is for illustrative purposes. 1919 may consider additional factors not listed here or consider some, but not all, of the 
factors listed here as appropriate for the strategy’s objectives. 

There is no guarantee that desired objectives will be achieved. 1919 has a reasonable belief that any third party information used for investment 
analyses purposes is reliable but does not represent to the complete accuracy of such information by any third party.  

III. Portfolio Composition

For illustrative purposes. There is no guarantee that the portfolio composition for the strategy discussed herein will be comparable to the portfolio 
shown here. 
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