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A Strong Consumer & Economy
Versus

Intensifying Headwinds

“I don’t mind going back to daylight savings time.
With inflation, the hour will be the only thing I’'ve
saved all year.”

- Victor Borge

D ear Clients and Friends,

The first quarter of 2022 was volatile for
stocks. The S&P 500 Index fell 4.95%,
the Dow Jones Industrial Average
dropped 4.57%, and the MSCI All World
ex USA Index was down 5.44%.

“We believe investors
will increasingly shift
their positions to
highly profitable
businesses with
pricing power, which
represent the
foundation of your
portfolio.”

Bonds, always considered less volatile
than stocks, actually declined more
with the Barclays Aggregate Bond
Index falling 5.93%.
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Obviously, rising inflationary pressures combined
with the Federal Reserve’s established intention to
raise interest rates makes low-yielding bonds
unattractive. Cash yields also remain paltry and are,
in fact, losing money when factoring in current high

inflation rates.

As such, we believe the durable dividend-paying
equities we have positioned in your portfolio will
probably be a better place for your money over

the next three to five years.

It should be noted that stocks ended the quarter well
off their lows reached in early March. We did, in fact,
experience a correction last month, defined as a
decline of 10% or more, as the S&P 500 Index at
one point was down around 13% and the Nasdaq

down almost 20%.

Your portfolio companies hung in well during the
challenging first quarter as we maintain our long-
term emphasis on disciplined, quality investing.
Indeed, over the 24 months ending in last year’s
third quarter, there had been a surge in
speculative investments in unprofitable
companies and other risky assets. As
was the case in the fourth quarter of
2021, these speculative companies
continued to get walloped in this year’s

first quarter.

As longer-term investors, we view this

popping of the speculative bubble as
healthy for the financial markets.
Furthermore, we believe investors will increasingly
shift their positions to highly profitable businesses
with pricing power, which, again, represents the
foundation upon which we construct your

investment portfolio.

Historically, a poor start to a year does not
necessarily translate
into a bad full year for
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stocks. In fact, when
stocks drop more than
5% during the first
two months of the
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year, they usually

rebound strongly, with

a total average annual

return of 6%.1



Bad start doesn't necessarily presage a bad year
Prior January-February drawdowns and full-year returns, 1988-2021
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Corporate fundamentals remain fantastic. Balance
sheets are strong, cash flows are high, and earnings
likely will continue to have solid growth here in the
first quarter. In fact, with earnings season starting
this week, it should be noted that in
March there were minimal warnings of
earnings shortfalls from U.S.

corporations.

We expect your portfolio companies to
grow their earnings at a higher rate than
the market as a whole, while their
valuations are essentially the same —
offering a superior value, in our view. In
challenging markets, investors traditionally
focus on current earnings’ power and a company’s
fundamental characteristics. Cleatly, your portfolio
companies exceed the average S&P 500 business by

a wide margin in this regard.

While we face many macroeconomic concerns, the
overall economy currently remains in solid shape.
The jobs market has posted 11 straight months of
job gains in excess of 400,000 and has a near record
11.3 million job openings. Unemployment continues
to inch lower and currently hovers right around
February’s 2020 pre-pandemic levels. Finally, the
consumer remains healthy, even in this inflationary
environment, with record amounts of cash and

savings to be spent on goods and services.?

So, on the whole, we remain constructive on equities
for the full year of 2022 with pullbacks and

“Corporate
fundamentals remain
fantastic. Balance
sheets are strong,
cash flows are high,
and earnings likely
will continue to have
solid growth here in = questions.

the first quarter.”

corrections a part of the drama. Despite a deluge of
negative news, stocks have been incredibly resilient;
furthermore, there continues to be little competition
for investment dollars, except perhaps in
commodities, a very volatile asset class that can drop

sharply at any hint of a recession.

However, as I mentioned in our last client letter,
after three years of excellent stock market
returns, there is more than a reasonable
possibility that 2022 could be a tough one for
equities. Again, as long-term investors, we don’t get
caught up in year-to-year fluctuations in the market.
As a wise investor once said: “If you are to succeed
in investing, you have to take the good with the

bad.”

You are all aware of the current headlines
regarding the start of a rate hike cycle
from the Federal Reserve, surging
inflation levels, and Russia’s invasion of
Ukraine. Let’s translate this into our

views as it relates to your investment

Q: Assuming the Russian-Ukraine
war drags on for months, or longer,

how will it impact the financial markets?

A: Let me start by stating the obvious but,
nevertheless, most important fact: Russia’s invasion
of Ukraine is a humanitarian tragedy on multiple
levels and it is my sincere hope that Putin and his
inner circle are held accountable for the atrocities

committed.

The war is also a major economic concern. Russia
and Ukraine export nearly 30% of the world’s corn
and wheat and Russia is, of course, a major exporter
of oil and gas.? The disruptions in the global supply
chain caused by this conflict are significant and are
already trickling their way to the United States,
primarily in the form of higher gas and food prices.



This is an inflationary event that if protracted, will
have a very severe impact on parts of Europe and
many emerging market countries. In fact, ironically,
this situation could favor U.S. stocks, whose
businesses are more insulated from the conflict than
the rest of the world and viewed as a safe haven by

many investors.!

Remember, markets are always forward looking and
likely have already priced in a prolonged Russia-
Ukraine war. If there is any hint of a ceasefire or
progress with talks, which I think is the most likely
outcome of this, then markets could rally powerfully.
Keep in mind, both sides are “bleeding badly.” So, it
is my hope that a ceasefire that holds could possibly
happen by this time next year. Time will tell.

In the meantime, we are watching markets and your
portfolio companies closely and making sure you
have not only the highest quality companies, but are
diversified in various industries to blunt any
concentrated economic fallout as a result of these

tragic events.

Q: Will the Federal Reserve increase interest
rates too aggressively and lead us into a

recession?

A: Interest rates are headed higher, because inflation
is higher, and without question the Federal Reserve
is behind the curve. Even I was saying to my
investment team last summer — before the Ukraine
war and the super spike in inflation — that the Fed
should start to withdraw liquidity and begin gradually
raising rates. But for some reason Powell refused to

listen to me! LOL

So, the longer-term direction of interest rates and by
extension inflation is anyone’s guess. Regardless, the
strong U.S. economy gives some margin of safety in

the face of rising interest rates.

It is important to remember that rising interest rates

are usually not a bad sign for stocks. In fact, in the

last 11 of 12 rate hike cycles, stocks have performed
very well, with an average return of over 9%, as the

chart below illustrates.

U.S. stock market during rate hike cycles

P 500 has risen at an average annualized rate of 9.4% during 12 rate hike cycles

Note: Data is annualized total return
Source: Truist Advisory Services

We will continue to focus on positioning your
portfolio in superb businesses, with “all-weather
business models”; that is, companies with clear
market leading positions, rising earnings and
dividends and a consistent return on shareholdet’s
equity. Our emphasis on quality and diversified
investing is designed to provide our clients with a
buffer against economic and market downturns.
Indeed, we believe the market’s conditions favor our
investment approach more than ever, and we will
continue to look for opportunities to prudently grow

and preserve our client’s wealth over the long term.

Time and compound interest should take care of the

rest.

As always, please do not hesitate to reach out to us if
you have a change in your financial situation,
investment goals, or income needs. We thank you for

your continued confidence, and enjoy the spring!

Best Wishes,

James C. Burns, CFA
President & Chief Investment Officer
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Important Disclosure Information

Please remember that past performance may not be indicative of future results.
Different types of investments involve varying degrees of risk, and there can be
no assurance that the future performance of any specific investment, investment
strategy, or product (including the investments and/or investment strategies
recommended or undertaken by J.W. Burns & Company, Inc.), or any non-
investment related content, made reference to directly or indirectly in this
newsletter will be profitable, equal any corresponding indicated historical
performance level(s), be suitable for your portfolio or individual situation, or
prove successful. Due to vatious factors, including changing market conditions
and/or applicable laws, the content may no longer be reflective of current
opinions ot positions. Moteover, you should not assume that any discussion or
information contained in this newsletter serves as the receipt of, or as a
substitute for, personalized investment advice from J.W. Burns & Company,
Inc.. Please remember to contact ].W. Burns & Company, Inc., in writing, if
there are any changes in your personal/financial situation or investment
objectives for the purpose of reviewing/evaluating/revising our previous
recommendations and/or services. J.W. Burns & Company, Inc. is neither a
law firm nor a certified public accounting firm and no portion of the newsletter
content should be construed as legal or accounting advice. A copy of the J.W.
Burns & Company, Inc.’s current written disclosure statement discussing our
advisory services and fees continues to remain available upon request.
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