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An important global economic week as equities

hold their gains

This past week was very busy for analysts,
whether focused on economics, politics, or
defense. Important developments came from
around the globe.

Financial Markets

U.S. equity markets had an excellent week. The
Dow gained 1.95%, the S&P 500 gained 2.55%,
and the NASDAQ gained 3.33%. The distribution
of gains was interesting and some of the more
beaten down sectors led the way. The distribution
of returns by the S&P 500 sectors were:

Consumer Discretionary 6.81% -24.30%
Materials 4.15% -16.28%
Industrials 4.14% -13.80%
Information Technology 3.61% -21.03%
Energy 3.54% 31.06%
Real Estate 3.02% -17.24%
Financials 2.91% -15.39%
Consumer Staples 0.52% -4.05%
Health Care -0.32% -7.14%
Utilities -0.45% -1.50%
Communication Services -1.16% -29.33%

As of 7/22/2022 — Data from FactSet

Economics

We have avoided commenting on the Ukraine-
Russia war, other than to say it has been
damaging to the global economy by creating
shortages in both food and energy, thereby adding
to inflationary pressures. Of course, lower food
and energy prices would not put an end to inflation,
but any improvement would certainly help and take
some of the pressure off central bankers.

Another important international event is the
resignation of Italian Prime Minister Mario Draghi.
Mr. Draghi took office with great hope that he
would bring stability and growth to the moribund
Italian economy. Mr. Draghi’s successful tenure as
president of the European Central Bank gave him
great status to accomplish his goals. Alas, Italian
politics got to him as it has done to so many
others. Meanwhile, the U.K. is suffering a political
crisis as Prime Minister Boris Johnson was forced
to resign, and, in France, President Macron has a
low confidence rating.

The European Central Bank (ECB), under the
direction of its president, Madam Christine
Lagarde, has started to raise rates for the first time
since 2011. Interestingly, at that time, the
president of the ECB was Mario Draghi. This
move by the ECB puts the central banks of the
West in concert. The only major central banks not
raising rates are Japan, Russia, and, importantly,
China. It is worth noting that motivations may be
very different. Neither the Chinese nor Russian
central banks are independent. They are political
tools.
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Madame Lagarde is facing a number of serious
problems. The EU economy is slowing, the euro
has been depreciating to values not seen in 20
years, and inflation is at dangerous levels and
rising. Italy remains a problem child with very high
debt to GDP levels. There is a danger in what the
ECB is doing that would not be present for any
other central bank. Readers will remember two
weeks ago when we wrote about the difficulties of
the EU having a common currency for 19
independent countries. Changes in interest rates
and currency values affect each country differently.
This move by the ECB may help an industrial
country like Germany, but hurt a country like Italy.
This disparity is the problem with having a common
monetary policy for 19 independent countries. At
present, it is difficult for the EU to run a common
monetary policy while not creating a sovereign
debt crisis for some, most likely Italy, as mentioned
earlier.

Unlike the Great Recession of 2007-2009, China is
not immune. We all should remember President Xi
announcing to the world the failure of the Western
economic system and the ascendency of the
Chinese system. It appears this pronouncement
may have been a bit premature. The economic
and financial problems in China are deep and
many.

In the United States, all eyes remain on the Fed
and its fight against inflation. The debate is not
whether the Fed will raise rates, but by how much.
The betting odds are between either 75 or 100
basis points. With last week’s market behavior
along with news of the apparent easier flow of
wheat and energy abroad, the Fed may choose the
lower of the two.

Last week, Alan Blinder! wrote an interesting
opinion piece in the Wall Street Journal comparing
the financial markets and the Federal Reserve to
the fable of the “Tortoise and the Hare” and,
interestingly, Milton Friedman. His argument is
simple. In the short term, the markets are
dominated by traders who thrive on volatility.
Conversely, monetary policy takes time. Here is
why | thought it is interesting that he used
Friedman. Milton Friedman made perhaps the
most famous quote about inflation and monetary
policy when he said, “Inflation is always and
everywhere a monetary phenomenon.” While most
use this quote to encourage monetary policy
action, Blinder uses one of Friedman'’s lesser
known quotes warning that monetary policy acts
with “long and variable lags,” and makes his point
perfectly. The Fed should not be pressured into
overaggressive policies by short-term market
behavior. This is certainly not an argument for the
Fed not to tighten more, just to act with patience.

We will follow up with more detail on China and
U.S. economics next week.

Conclusion

Economic forecasting is always difficult, and
merging economics with global politics makes it
even more so. The inflation picture has an outside
chance of improving in the near future. For this to
occur, the Russia -Ukraine agreement must hold.
Supply lines, as rumored, must continue to show
signs of coming back to normal, and the Fed must
be resolute.

Look for more on China and the U.S. next week.

1Alan Blinder, Professor of Economics and Public Affairs at Princeton University and former Vice Chair of the Federal Reserve.

Michael Olin Clark
Senior Advisor

moclark@1919ic.com

Please visit us at 1919ic.com

Ryan Schutte, CFA, CFP °
Investment Associate

rschutte@1919ic.com

Abigail McKenna
Senior Portfolio Associate
amckenna@1919ic.com

Follow us m @ li


mailto:moclark@1919ic.com
mailto:rschutte@1919ic.com
mailto:amckenna@1919ic.com
https://www.linkedin.com/company/1919investmentcounsel/
https://www.linkedin.com/company/1919investmentcounsel/
https://www.instagram.com/1919_investment_counsel/
https://www.instagram.com/1919_investment_counsel/
https://www.facebook.com/1919investmentcounsel
https://www.facebook.com/1919investmentcounsel
https://1919ic.com/

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 representationis 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.

Il. 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.
lll. 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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