
As our economy slows and inflation remains stubbornly high, 
one must wonder if we will ever learn our lessons. We have 
been here before and we know what causes this, yet here we 
are once more. We did not learn the lesson of the 1970s; but 
why? 

Macroeconomists are too fixated on aggregate demand. They 
believe that if aggregate demand is stimulated – through low 
interest rates or government spending – then supply will 
simply react. Supply didn’t react in the 1970s, and it is not 
reacting now; hence, inflation. 

In the 1970s the Fed raised interest rates to lower aggregate 
demand, but then policymakers countered that action. For 
example, Nixon implemented price controls, which actually 
stimulated demand while curtailing supply. The result was 
shortages; growth slowed further, and inflation persisted. 

The Fed did eventually raise rates again and kill inflation, but 
they had the help of the Carter and Reagan administrations, 
which both freed up supply through regulatory and tax reform. 
That is what it took then, and that is what is needed now. 

“Those that fail to learn from 
history are doomed to repeat it.” 
~ Winston Churchill
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The Economy
The 1st quarter 2022 GDP growth came in down 1.6 percent, 
and many are now calling for a recession. The underlying data is 
not as bad as it might seem, as consumers are doing better, but 
inventories remain a mess and government spending is down from 
the recent stimulus programs. Still there is no doubt that activity 
has slowed. 

The official unemployment rate remains 3.6 percent through June. 
Jobs are being created and people are getting back to work. This is 
the key to avoiding a deep recession. 

Inflation is 9.1 percent based on the latest consumer price index 
report. It continues to move upward. The producer price index, 
which tracks wholesale prices, is up 11.3 percent over the last 12 
months. The Fed is acting but they will need help. 
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Domestic Equity Markets

We entered a bear market during the quarter.  For the 
quarter the S&P 500 finished down 16.10 percent, and 
small company stocks represented by the Russell 2000 
index were down 17.20 percent. Value outperformed with 
the Russell 1000 Value index down 12.21 percent while 
the Growth index was down 20.92 percent. For small 
companies the value index was down 15.28 percent and 
the growth index down 19.25 percent. 

Consumer staples were the bright spot in the market only 
down 4.6 percent. All the other sectors were down more 
than 5 percent. Consumer stocks fared the worst as fear 
of a recession took hold of the market. 
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Bonds crashed this quarter. The 
Barclays US Aggregate Bond 
index ended down 4.69 percent. 
High yield bonds dropped 9.97 
percent. There is no safety in 
bonds in an inflationary 
environment.

The ten-year Treasury ended the 
quarter with a 2.98 percent yield. 
The yield curve is actually negative 
from 5 to 10 years, and extremely 
flat. The market is fearing a Fed 
induced recession. 
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Yield Curve as of June 30, 2022
Time to Maturity Interest Rate

3 Month 1.72
6 Month 2.51
2 Year 2.92
5 Year 3.01
10 Year 2.98
30 Year 3.14



International Markets
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International stocks dropped as well. The EAFE index finished 
down 14.29 percent and the MSCI Emerging Markets index ended 
the quarter down 11.34 percent.

Energy was the best place to be as the combination of inflation, the 
Russian invasion of Ukraine, and record heat continued to drive 
energy prices higher. 

The strength of the dollar was a major driver in the negative returns. 
The UK as an example experienced a market drop of 2.94 percent 
in local terms, but for the American investor the return was negative 
10.47 percent.  
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Return
Return Local Currency

US$ (%) Currency (%) Effect (%)

Austria -16.4% -11.07% -5.37%
Belgium -12.66% -7.05% -5.62%
Denmark -11.92% -6.29% -5.64%
Finland -10.30% -4.54% -5.77%
France -14.28% -8.77% -5.51%
Germany -17.52% -12.22% -5.30%
Ireland -19.46% -14.29% -5.18%
Italy -17.14% -11.82% -5.33%
Netherlands -18.86% -13.78% -5.08%
Norway -14.09% -2.93% -11.15%
Portugal -5.40% 0.68% -6.08%
Spain -8.20% -2.30% -5.90%
Sweden -20.98% -13.11% -7.87%
Switzerland -14.12% -10.66% -3.46%
UK -10.47% -2.94% -7.53%
Europe Total -14.17% -8.34% -5.83%
Australia -18.08% -10.54% -7.54%
Hong Kong -1.12% -0.93% -0.19%
Japan -14.60% -4.41% -10.19%
New Zealand -16.84% -6.97% -9.87%
Singapore -16.75% -14.75% -2.00%
Pacific Total -14.41% -6.00% -8.40%
Brazil -24.35% -16.74% -7.60%
Canada -15.59% -12.82% -2.77%
China 3.50% 4.60% -1.10%
Greece -16.96% -11.63% -5.34%
Hungary -26.26% -15.20% -11.06%
India -13.52% -9.87% -3.65%
Indonesia -8.82% -5.43% -3.40%
Korea -20.83% -15.19% -5.64%
Mexico -15.07% -14.07% -1.00%
Poland -27.07% -21.32% -5.75%
Thailand -10.55% -4.89% -5.66%
Emerging Markets -11.34% -7.95% -3.38%

MSCI Country Returns
Three Months Ending June 30, 2022



Market Forecast

Pessimism is very high right now, and we 
believe it is overdone. Stocks are the best long-
term hedge against inflation which is the biggest 
economic concern. Recession fears seem 
overblown.  We should start to climb the “wall of 
worry” as the market often does. 

Value stocks and small company stocks still have 
more room to run in the long term. International 
stocks look more attractive than domestic and 
while still negative are holding up better. 

Bonds are a problem. Even with large increases 
in yield that accompany drops in prices, bonds 
still deliver negative real rates. Until inflation is 
tamed bonds are worrisome. 
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Forecasted Annualized 3yr Returns* 

Change Over 
Year

0.74% 1.01%
0.62% 0.82%
0.82% 1.18%
0.84% 1.26%
1.10% 1.16%
0.59% 1.21%
0.89% 1.63%  
0.77% 1.06%
0.60% 0.84%
0.59% 1.13%
1.30% 1.84%

Small Growth

Changes in Return Expectations                                    
as of June 30, 2022

Change Over 
QuarterAsset Class

Large Blend
Large Growth
Large Value
Mid Cap Blend

Small Value
Developed Foreign
Emerging Markets
REITs
Core Bonds
High Yield Bonds

*Forecasted 3-year annualized returns represent Iron Capital's investment return expectations for various asset classes over the next 3 years.  They are calculated using a 
weighted average of historic returns and forward return assumptions.  They are meant to be a tool to judge relative attractiveness of asset classes and not a guarantee of future 
investment returns. 
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Quarter Year-to-Date One Year Three Years Five Years Ten Years
US EQUITIES
Broad Stock Market - Russell 3000
Large Stocks - S&P 500
Dow Jones Industrial Average
Medium-Size Stocks - Russell Mid-Cap
Small Stocks - Russell 2000
Small Value Stocks- Russell 2000 Value
Small Growth Stocks- Russell 2000 Growth
Large Value Stocks - Russell 1000 Value
Large Growth Stocks - Russell 1000 Growth

US FIXED INCOME
1-3 Yr Treasury (Gov't) Bonds - Bloomberg
US Government Bonds Int - Bloomberg
US Corporate Inv Grade Bonds - Bloomberg
Government/Credit (Corp) Bonds - Bloomberg
Int Govt/Credit (Corp) Bond - Bloomberg
US Aggregate Bond Market - Bloomberg
Mortgage Backed Securities - ICE BofA
US High Yield Bonds - ICE BofA

INTERNATIONAL (Measured in US Dollars)
Non-US Stocks - MSCI EAFE
World Stocks (includes US) - MSCI World
European Stocks - MSCI Europe
Japanese Stocks - MSCI Japan
Asian Stocks (Ex-Japan) - MSCI Pacific ex-Japan
Chinese Stocks - MSCI China
Indian Stocks - MSCI India
Emerging Markets - MSCI EM
Int'l Gov't Bonds -FTSE Non-USD World Gov't Bond 

REAL ESTATE .
FTSE NAREIT Equity-Reits Index

SHORT TERM INTEREST RATES
T-Bills
Note:  Returns for periods longer than 12 months are annualized.
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-1.65% -5.77% -6.32% -0.30%
-0.52% -3.01%

0.87% 0.97%

-4.69% -10.35% -10.29% -0.93%
-6.77% -7.28% -0.16%

2.62%

0.88% 1.54%
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