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Russia’s invasion of Ukraine has the Fed consuming large amounts of aspirin and antacids as their
already complex task of managing monetary policy has become more convoluted. Prior to the
invasion, Fed officials had made clear they will act swiftly by raising rates in order to address soaring
inflation. With the conflict, energy prices have risen even further and will continue to put pressure
on consumer prices, chip away at disposable income and possibly slow our economy.
However, the sudden invasion and immediate impact on the markets and energy prices could make
the Fed hesitant about moving too soon or too much. Prior to Ukraine, several Fed Committee
members were making their case for a 50 basis point (1/2 percent) hike of the fed funds target range
at the upcoming March 16 Fed meeting. Those arguments have waned over the last several days as
the Fed may be hesitant to add more volatility to an already uncertain environment. Have I ever
mentioned the markets hate uncertainty? Yes! At this point, we do expect a rate increase in March
but at a more measured 25 basis point increment given the geopolitical tensions.
At the time of this writing, there is little concern regarding the economic growth impact in the U.S.
over the Ukraine/Russia conflict. The direct trade exposures to Russia are small. Equities have largely
shaken off the invasion so far. The bond market impact has also been negligible to date. The Dollar
has traded in a tight range for several months so net import/export balances should remain stable.
Finally, the growth effects of the current oil shock are probably manageable. Note, some studies
suggest that for each $10/bbl increase in oil reduces GDP by .2%. At the margin, the Fed may not
be terribly concerned by the net growth effects of higher oil prices on the US economy. However,
oil prices and conflicts often have a positive correlation. So, an extended conflict absent oil
production relief, may lead to heightened inflationary concerns and slower economic growth
(stagflation).
Fed Chair Powell testifies before Congress this week. It will be worth listening in!
Here is your look at developments in the global marketplace.

POSITIVE DEVELOPMENTS


Retail sales surged past forecasts in January as a rebound in motor vehicle sales, along with higher
prices, boosted sales to a new record high according to the Census Bureau. Sales rebounded 3.8%
in January (twice the expected 1.8% increase). However, December sales contracted by a revised
2.5% - steeper than the initial 1.9% decline. Rising wages, jobs, and inflation will all be tailwinds for
retail sales over the next several months.



The Fed reported that industrial production rebounded in January on a weather-related surge in
utilities output, while manufacturing output continued to be restrained by a shortage of computer
chips. Production rose for the 3rd time in 4 mos., jumping 1.4% in January (nearly 3 times the 0.5%
expected gain) and 3.7% over the 4 mo. period to within 0.8% of a new record high. As the Omicron
wave subsides, industrial activity should accelerate as current business inventories are lean, order
backlogs are elevated, and demand continues rise.
o



The utilities sector, which is volatile from month to month and largely dependent on
weather, rose 9.9% in January, the largest monthly increase for this category since records
commenced in 1939! That’s what happens when we go from an unusually warm
December to an unusually cold January.

Economic and financial system fundamentals are solid even as we enter this market soft patch.
Consumer balance sheets are flush with cash and consumer debt levels are reasonably low. The
same applies to most corporations. Further, the banking system is, if anything, under-levered and
over-capitalized (code for plenty of capacity for loan activity). These strong fundamentals serve as
a floor for a stock market correction. With bond yields still at attractive levels that even 250 basis
points (2.5%) of hikes only gets the short rate to 250 basis points. Even at that level, it’s hard to see
rates at this level causing damage to the economy.

NEUTRAL DEVELOPMENTS


During inflationary periods, stocks are among the best inflation hedges and to beat bonds. The
reason is some of the strength in revenues obviously reflects the higher rate of price inflation. This
is happening now as companies clearly are responding to rising costs by raising selling prices.



The Fed minutes were released in late February and Wall Street seemed excited that the Fed
Committee members said that if inflation does not move down as they expect, “it would be
appropriate to remove policy accommodation at a faster pace than they currently anticipate.”
Translated from Fedspeak, the Fed realizes it is behind the curve and needs to unwind its
quantitative easing and raise rates at a brisker pace. Markets hate uncertainty; this actually
absorbed some volatility.

NEGATIVE DEVELOPMENTS


The Producer Price Index rose 1.0% in January, well above the consensus expected 0.5%. Producer
prices are up 9.7% year over year. Energy prices rose 2.5% in January, while food prices increased
1.6%. Producer prices excluding food and energy rose 0.8% in January and are up 8.3% in the past
year.
o

Inflation looks sticky. Oil continues to press higher. The current global supply backdrop is
still driven by exploration and drilling decisions made 3 to 5 years ago. This can’t be fixed
quickly given rising global demand as C19 slows. Although reopening the Keystone Pipeline
may help. Future rent increases are built in given the sharp increase in real estate prices.
Labor statistics suggest that labor remains in very short supply, promoting further wage
gains. All this tells us that the Fed must act swiftly in raising rates and trimming its balance
sheet.

o

Global inflation is not faring much better. The Eurozone CPI accelerated for the 7th month,
from 1.9% last June to a record-high 5.1% y/y in January. The rate was at -0.3% at the end
of 2020. Once again energy was the culprit, accelerating for the 13th time in 14 mos. to a
record-high 28.8% y/y, up from -8.3% in November 2020. Ukraine/Russia issues will make
this worse.



Research from Edmonds.com indicates that 82% of consumers that recently purchased a new car
paid above the manufacturer's suggested retail price, or MSRP, according to CNBC. That is up from
2.8% of car buyers a year ago and 0.3% of buyers in early 2020. Prices are elevated due to limited
inventory and the computer chip shortage. In January, nearly 53% of new vehicles were sold within
10 days of reaching the dealership. Absent improvements in chip shortage, car prices (both new and
used) will stay elevated.



Russia has significant leverage over Europe, due to its massive reserves of crude oil, natural gas and
petroleum products. Russia also has some leverage over the U.S. as the U.S. has been importing more
crude oil from Russia, especially on the West Coast, due to the decline of Alaska’s crude oil output.
Cutting this off, absent increased production in the U.S., would generate significant gas price
increases; particularly out West.

THE MARKETS
February was a disappointing month as the Ukraine situation and
Fed policy concerns led the broader markets lower. The Dow, SP500
and Nasdaq all finished in the red. Energy, materials and utilities had
respectable performance last month while financials, real estate and
technology were big laggards.
U.S Index
S&P 500

Last Month (% return)

YTD (%)

-3.2

-8.3

Dow Jones

-3.5

-6.7

NASDAQ Comp

-4.7

-12.1

Russell 2000

-7.4

-8.9

On the international front, the European markets were broadly
lower. In Asia, Hong Kong and Japan finished lower while China
logged a positive month as the Olympics provided a bit of a boost.
Crude oil continues to surge as the Russian/Ukraine conflicts
creates production and export restrictions. Crude jump 10.6% last
month and has now logged a 27.7% increase in price /bbl already
this year.
International Index

Last Month (% return)

YTD (%)

Euro Stoxx 50

-5.1

-8.7

Hang Seng

-3.6

-2.9

Germany

-5.6

-8.9

Nikkei

-0.7

-7.8

FTSE – U.K.

-0.1

1.0

China Shanghai

3.0

-4.9

Crude Oil

10.6

27.7

Treasuries have been a safe-haven the past two weeks as monies
flowed out of stocks and gravitated into bonds. The 2-year closed
to yield at 1.43% and the 10-year closed at 1.86%. Yields were
much higher earlier in the month as inflationary concerns were
selling signals for Treasury holders (traders who are anticipating
higher yields sell today and buy tomorrow). The yield-curve spread
between the 10-year and 2-year Treasuries has remained
relatively stable this month despite the big swings in yields. Last
month, the spread was 42bps, today we sit at 43bps. We are
watching this spread closely as tighter spreads signal the potential
for recession and also gives the Fed less wiggle room to maneuver
on the short end.

PLANNING CALLOUT
– IRA Contributions

CHART OF THE MONTH – MONTHLY NEW RESIDENTIAL
CONSTRUCTION
Data from the US Census Bureau indicates that more than 1.6 million housing units are under
construction in the US, which is the most since the 1970’s. Permits are also on the rise. In January
permits were at a seasonally adjusted annual rate of 1.9M. Once new construction makes its way
to the market, the inventory should help redress the supply-demand imbalance. That is, if the
houses can get finished.
Raw material shortages and supply chain issues have made building houses a bit more difficult.
Lumber prices have soared, concrete and cement have seen record demand, and glass windows
were cited as difficult to get for most homebuilders. However, the biggest headache for
homebuilders is getting their hands on a garage door.
The shortage in garage doors is holding up inspections and completions across the country, with
some home builders ordering the garage door even before starting to build the house. Brookfield
Properties CEO Adrian Foley said: “It used to take us 20 weeks to build a house… now it takes us
20 weeks to get a set of garage doors.”

Sources: https://www.census.gov/construction/nrc/pdf/newresconst.pdf
https://www.nytimes.com/2022/02/15/upshot/homes-garage-door-shortage.html

As the tax filing deadline nears, it
is important to visit with your
financial advisor and CPA on your
ability to contribute to an IRA for
the prior tax year. You have up
until the tax filing deadline in
2022 to make your 2021
contributions to an IRA. There
are various rules surrounding
income limits, employment
status, as well as your
participation in employer-based
plans, that may affect your ability
to contribute to one or the other
and whether these contributions
can be tax-deductible. The
contribution limits for 2021 &
2022 for a Traditional & Roth IRA
is $6,000. If you are over 50
years or older you may
contribute a maximum of
$7,000. In preparing for
retirement, one of the most
powerful tools is to take
advantage of tax-deferred
growth. Please reach out to us
for more information and we can
coordinate with your CPA on
your ability to and the nuances
of contributing to an IRA.
For more information on
Traditional IRA’s and Roth IRA’s
visit:
https://www.csamg.com/WhatIs-a-Traditional-IRA.c104.htm
https://www.csamg.com/WhatIs-a-Roth-IRA.c108.htm

NEWS YOU CAN USE
On February 22, the S&P 500 fell into
correction for the first time in two years as
markets wrestle with a myriad of
uncertainty. According to Dow Jones
Market Data, of the past 20 corrections
that have occurred in the S&P 500,
including those that have morphed into a
bear market (defined as a 20% decline from
a recent peak), the S&P 500 has ended
higher 70% of the time. On average, the
index gains 0.7% one week following a
correction, but declines 0.4% about two
weeks out. Thereafter, the market marches
higher in the following three-week, onemonth, six-month and full-year periods.

In its quarterly retirement analysis, Fidelity
Investments reported that its number of
IRA and 401(k) millionaires hit an all-time
high. In the fourth quarter of 2021, 401(k)
millionaires jumped 32% from a year
earlier, and IRA millionaires increased 30%
for the same time period. In addition, a
record 38% of individuals increased their
401(k) contributions in 2021, with an
average increase of more than 3%. What is
truly wonderful to see is that Gen Z workers
(born between 1997 and 2012) increased
their contribution rate last year by 53%.
Investing early and letting tax-deferred
compounding work is powerful.

https://www.marketwatch.com/story/s-p500-at-risk-of-first-correction-in-2-yearsas-russia-ukraine-conflict-escalates-hereswhat-history-says-happens-next-to-u-sstock-market-benchmark-11645559257

https://www.washingtonpost.com/busines
s/2022/02/18/fidelity-401k-millionaires/

According to the US Energy Information
Administration, US CO2 emissions continue
to decrease despite population & GDP
growth. While the U.S. remains among the
top emitters worldwide, annual emissions
have declined by almost 1 billion tons per
year, since peaking around 6 billion tons of
total emissions in 2007. The US generates
5.1 billion tons of CO2 each year, behind
only China at 11.1 billion. Wyoming ranks as
the #1 state in CO2 emissions in the US,
with 80% of electricity still generated from
coal. Curbing CO2 emissions remains a top
priority for many world leaders to slow the
pace of climate change and mitigate
climate risks.
https://commodity.com/blog/carbondioxide-emissions/

As always, if I can be of additional guidance, please feel free to call me at 312.485.6847.
Best regards,

Kim W. Suchy
CEO | Cornerstone Asset Management Group
5411 Commonwealth Ave; Western Springs, IL 60558
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