
 

Past performance is not indicative of future results. 
 

 
First Quarter Review and Outlook 

 
Mike Tyson, the former boxing champion, was asked in the late 1980s how he was going to counter the 
boxing style of his next opponent.  Tyson famously replied, “Everybody has a plan until they get 
punched in the mouth.”  Some reports state that Tyson followed that well-known phrase with, “Then, 
like a rat, they stop in fear and freeze.”  In the first quarter, markets, particularly growth stocks, got 
punched in the mouth by interest rates, inflation, and geopolitical events. 
 
Our investment philosophy (plan) has successfully weathered bouts of downside volatility, and we are 
confident it will do so again.  Long-term investing success requires discipline and patience, and that is 
our plan.  As the chart below shows, despite month-to-month and first quarter results in the red, 
longer-term returns for all the indexes shown are nicely positive. We’ve seen corrections and bear 
markets, and we know they always create long-term opportunities.  We’ll continue to focus on manager 
due diligence and appropriate rebalancing and let others stop in fear and freeze. 
 

 
Source: Bloomberg and Monticello Associates 

 
We believe our managers have done the work necessary to deeply understand the companies they own.  
Just as they did in Q4 2018 and Q1 2020, managers are adding to their best ideas and trimming or 
exiting those whose prospects have been negatively impacted by the changing environment.  One of 
our U.S. large cap managers summed up the current environment when they said, 

“What we have found is that stress and uncertainty—whether from Covid-19, war, or other 
macro issues – typically shorten most participants’ time horizon.” 

This mentality has led to many investors selling parts of the market that have strong, long-term 
potential.  Investor overreaction to negative news allows those with the proper perspective to 
exploit the short-term dislocation. That’s been our history, and we will remain true to the  
discipline that has allowed us to rebound from prior punches in the mouth.  We and our managers are 
active and confident. 
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Positioning and Results 

 
We’re glad the first quarter is over, although April has not been a picnic so far either.  
Interestingly, in a period of uncertainty, the high-quality companies have suffered at least as much 
as those of lower quality.  Many of our managers have a definite quality bias and they suffered 
right along with or worse than the market.  Others, that have been leaders since the Pandemic, 
have also been pulled down by the changing environment. 

In the fixed income world, more aggressive central bank action to fight persistently higher than 
expected inflation resulted in the worst quarter for fixed income in 40 years. The 10-year Treasury 
yield rose three-quarters of a percent to finish the quarter at 2.34%.  As we write this letter, the 
10-year Treasury yield is just below 3%.  Although still historically low, this rapid change has 
unsettled markets.    

Many of our best performing managers coming out of Covid-19 are the source of this quarter’s 
underperformance.  This time last year, our U.S. large cap growth manager was up 63% over the 
preceding 12 months.  Similarly, one of our mid-cap growth managers was up 98% over that same 
period.  Market setbacks in 2022 Q1 and 2021 Q4 created quite a change in circumstances.  We 
believe this short run disappointment will pass. 

At our recent investment committee meeting, we took a hard look at our geographical and sector 
exposures.  We remain well diversified across geographies and sectors; however, relative to the 
MSCI ACWI index, our overweight to communication services, technology, and consumer 
discretionary and underweight to energy, utilities, and materials hurt us in Q1.  Despite short-term 
moves, we are comfortable with this positioning as it provides more exposure to dynamic, growing 
companies and less exposure to industries facing a myriad of long-term issues, in our opinion. 
 

Manager Visit 
 

We visited with one of our U.S. large cap growth managers at our recent Investment Committee 
meeting.  This manager runs a concentrated portfolio of 22 large cap growth stocks and many of 
its holdings have been pummeled in this year’s market, leading to a -17% first quarter loss.  
Despite this, the manager is upbeat about the long run.  His team sees opportunities all over the 
place, and they are watching earnings very closely to see which companies are continuing to find 
success in a challenging environment.  They do not see the long-term trends in the economy 
changing and see continued attractiveness of U.S. companies with durable growth prospects.   
 
The chart below provides ample evidence of this manager’s long run success, despite several sharp 
setbacks similar to today’s downdraft.  Because the portfolio is concentrated, the manager knows 
their companies very well.  And, although they stated that the “economy is absolutely slowing,” 
they are confident that the companies they own have the staying power to continue executing their 
plans to participate when the economy turns. 

 



 

Past performance is not indicative of future results. 

 
Data as of 3/31/2022; Source: Monticello Associates 

 
 
We asked about the impact of inflation, and the manager noted that every business model is 
impacted differently.  Their analysts and portfolio managers are busy reassessing each company to  
determine how inflation will impact each facet of the business, particularly wage and energy costs.  
The firm is in the camp that believes that while inflation may stay higher for longer, it will 
eventually fall back to a more comfortable level.  While that is happening, their companies will 
continue to participate in the trends the firm believes will drive economic growth in the future. 
 
We have a great deal of confidence in the long run outlook for this manager’s results. 

 
Market Environment and Outlook 

 
Last quarter we described the indigestion caused by rising inflation and the shift to more restrictive 
monetary and fiscal policy.  The inflation problem was mightily exacerbated by Russia’s invasion of 
Ukraine.  Markets for key food and energy products and critical raw materials like fertilizer and nickel 
have been roiled by the interruptions caused by the fighting.  The Fed has been caught way behind the 
curve in its effort to achieve its statutory mandate of “stable prices.”  In April last year, Fed Chair Powell 
said, “Inflation risks are transitory.”  By March 2022, and after several iterations of comments about 
inflation in between, Powell stated, “There is an obvious need to move expeditiously to return the 
stance of monetary policy to a more neutral level and then to move to more restrictive levels if that is  
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what is required to restore new stability.”  In other words, the Fed totally blew it and is playing catch 
up. 
 
Fortunately, if the Fed can make some headway bringing inflation down, stocks should do well.  The 
chart below shows that stocks perform well when inflation is below 5%. The risk is that the Fed tightens 
too much, putting the economy into recession to get inflation down.  We’re watchful. 
 

 
Source: Bloomberg and Monticello Associates 

 
 
Earnings are another key to market performance.  Over the long run, stock prices track earnings 
closely.  The chart below on the right shows that longer-run relationship.  Fortunately, earnings 
forecasts for 2022 and 2023 (gray bars) show good growth.  The chart below on the left illustrates what 
has happened so far this year.  Earnings growth forecasts for the next twelve months (orange line) have 
continued to grow, but the turmoil around inflation and rising interest rates has caused P/E multiples 
(blue line) to fall.  P/E multiples have contracted faster than earnings growth forecasts have risen, so 
prices have fallen (gray line).  In this short snapshot in time, the earlier manager quote about investor 
time horizons is right on the money. 
 

 
Data and earnings estimates as of 4/14/2022; Source: Bloomberg, Factset and Monticello Associates 
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One key to the future will be how quickly economic growth picks back up.  A big factor in that is 
the supply chain issue we all hear about so often.  Lockdowns in China, the war in Ukraine and 
companies’ desires to bring their supply chains closer to home all conspire to tie supply chains in 
knots.  The chart below provides an interesting look at how the world is changing, and it didn’t just 
start last year.  The 35 years leading up to the 2008 – 2009 Global Financial Crisis was an era of 
increasing globalization as measured by trade as a percent of GDP.  China opened, the Soviet 
Union disintegrated, and India became more market oriented.  Billions of people joined the global 
market economy.  Prices were kept in check by lower wages outside the developed world, and just 
in time inventory management techniques became the order of the day.  
 
After the financial crisis, trade growth plateaued, then fell precipitously as tariffs increased and 
pandemics caused major disruptions.  The move to re-shore supply chains to have “just in case” 
inventory instead of “just in time” inventory has changed the inflation dynamic.  Production seems 
to be moving back to higher cost parts of the world.  In addition, the cost of acquiring many of the 
raw materials necessary for clean energy and electric vehicles will be higher than the cost of fossil 
fuels.  We are living in a new and ultimately better economic world.  But the transition looks to be 
bumpier than expected. 
 

 
 

 
Source: Bloomberg, Freightos, IMF, World Bank and Monticello Associates 

 
 

Conclusion 
 
As we said in January, we have plenty of economic and market factors to watch as we attempt to 
make good, long run investment decisions.  Global policy makers have their hands full, and we will 
do our best to navigate with intelligence and purpose. 2022 is likely to be a year that tests our 
mettle as long-term investors.  We intend to pass that test. 
 
We expect more volatility in the first half of 2022 and are hopeful that by the second half of the 
year, we’ll have more insight into how the policy changes will play out. While volatility is never fun,  
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it is part of being a long-term investor.  Through it all, we stand ready to respond to your 
questions. 

  
 Michael K. Shields      Daniel F. Smith    John M. Simms, Jr.      
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