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Alan Greenspan served five terms as 

chairman of the Board of Governors of 

the Federal Reserve System from 

August 11, 1987, when he was first 

appointed by President Ronald 

Reagan. His last term ended on 

January 31, 2006. He was appointed 

chairman by four different presidents. 

 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 

 
 

 
As the Russian invasion of Ukraine grinds into its fifth month, news 

coverage of the smoldering conflict seems to have reached a point of 

acceptance, if not outright nonchalance, that progress has plateaued for 

both sides and that this has become a drawn-out war of attrition in which 

we may be closer to the beginning than the end. Similarly, market 

participants have largely turned their attention to more salient issues like 

broad-based inflationary pressures and the implications with respect to the 

path of Federal Reserve policy going forward. To be fair, the cognoscenti 

have dissected and modelled the possible economic fallout from the 

Ukraine conflict for some time and, in the absence of further newsworthy 

developments, there is only so much pricing-in for markets to do. 

However, I would caution against the notion that the cohesion displayed 

by the West in their response to Russian aggression means that the post-

World War II world order is strong enough to buffer us from all geopolitical 

unrest. 

 

Russia is the world’s 11th largest economy by nominal gross domestic 

product (GDP) and its most important contribution to the world economy 

is energy. Ukraine’s GDP is the world’s 55th largest. Yet conflict between 

these two eastern European nations have had far-reaching geopolitical 

and economic consequences. Early in the war, Switzerland abandoned its 

policy of neutrality when it recognized European sanctions against 

Russian actors, and Germany ended its embargo on weapons exports to 

conflict areas established following World War II. More recently, global 

political relationships have continued to shift including preliminary 

expansions to the NATO alliance (Sweden and Finland) and to the 

European Union (Ukraine). On the economic side, the focus was initially 

on energy as the major risk factor to the global economy. As the Ukrainian 

economy continues to be battered, there now exists major concerns a 

worldwide food crisis may be precipitated by the war in developing nations 

in coming months that will likely resonate for years. Ukraine’s exports of 

oilseeds and grains have largely stopped, and the price of wheat continues 

to increase as heatwaves reduce supply beyond Ukraine. China, the 

world’s largest wheat producer, has signaled that rain-delayed planting 

last year will likely result in its worst-ever wheat crop. As tens of millions 

more globally are threatened with falling into poverty due to inflation in 

costs for food and shelter, it is expected that political unrest will spread. 
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I have long maintained that, among the 

foreseeable challenges facing the world 

economy and political order, few loom larger 

than that of China’s plans to become the 

world’s leading global power. In 2017, 

President Xi Jinping opened the National 

Congress with a plan to make China the 

world’s leading superpower. In May 2022, 

U.S. Secretary State Blinken stated “China is 

the only country with both the intent to 

reshape the international order and 

increasingly the economic, diplomatic, 

military, and technological power to do it.” He 

noted China as “one of the most complex and 

consequential relationships of any that we 

have in the world today,” while also stating 

that “[w]e are not looking for conflict or a new 

Cold War.” Blinken accused China of 

provocative behavior, citing efforts to cut off 

Taiwan’s relations with other countries and 

flying military aircraft in Taiwanese territory. 

“These words and actions are deeply 

destabilizing. They risk miscalculation and 

threaten the peace and stability of the Taiwan 

Strait,” Blinken said. While the U.S. has 

maintained an approach to Taiwan that 

opposes any unilateral changes to the status 

quo from either China or Taiwan – an 

approach that has been consistent across 

decades and presidents from both political 

parties – President Joe Biden has said that 

the United States would intervene militarily if 

China attempted to take Taiwan by force. 

 

I wrote in my April article that China was likely 

assessing the Ukraine conflict with a keen 

eye toward whether Russia could effectively 

fortify its economy against Western 

sanctions. It is possible that the magnitude 

and breadth of the sanctions levied against 

Russia, and the solidarity displayed by the 

West in implementing them, surprised 

Chinese observers. While this may have 

given China some pause in considering an 

invasion of Taiwan, my belief is that at best it 

delayed the timeline rather than scuttling 

China’s ambition entirely. On the contrary, 

there are reasons to think Xi Jinping may 

become increasingly anxious to  

 

 

 

proceed with reunifying Taiwan. Most pressing for China’s leaders is that 

the demographic situation will not improve any time soon. As the 

population ages, the vibrant consumer sector long sought by China’s 

central planners becomes increasingly unlikely to develop. An increasing 

number of retired citizens supported by a decreasing number of able-

bodied workers may mean the Chinese economy never returns to 

sustained double digit growth rates. A loss of economic clout in the region 

may leave an opening for the United States to establish economic 

alliances in China’s sphere of influence that would magnify any sanctions 

levied against China for invading Taiwan the longer it waits. Therefore, 

even if the United States does not actively move to establish a “NATO of 

the East”, Chinese leadership may feel compelled to move on Taiwan 

before their own domestic window of opportunity closes any further. 

 

The United States and China are the two largest economies in the world. 

A conflict in the region would likely also involve Japan, the world’s 3rd 

largest economy. The geopolitical and economic consequences of a 

Chinese invasion of Taiwan would far surpass those currently emanating 

from the Ukraine conflict. China is far more entrenched in the global 

economy than Russia. A war in the Western Pacific would disrupt critical 

shipping lanes, and stress on US-Chinese relations would likely further 

deepen the supply chain issues already brought forth during the COVID 

pandemic. I do not believe China, under its current leadership, will 

abandon its ambition to reclaim Taiwan. How much longer Xi Jinping feels 

comfortable waiting is the more relevant question for the world economic 

order. 
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MACROECONOMIC 

OVERVIEW 
Uncertainty Abounds: Dr Charles Lieberman, Chief Investment Officer 

 
Markets weakened much more during the second quarter than the economy and it has become quite popular 

to talk about the economy either being in or on the verge of recession.  The shadow hanging over everything 

is the Fed’s pivot toward higher interest rates to contain inflation. 

 

Starting with the economy, which undergirds everything, GDP declined 1.5% in Q1 and the Atlanta Fed’s GDP 

Now estimate points to a decline of around 2% in Q2.  These are anomalous results, since employment growth 

has averaged more than 400,000 per month so far this year.  There has never been a recession without 

sizable job losses.  Yet, our economy continues to produce job growth well above sustainable levels.  Much 

of the decline in GDP is due to falling inventories, which reflect input shortages of all kinds that are hampering 

production.  Since GDP is a measure of the economy’s output, it has declined slightly.  However, demand is 

strong.  Producers are simply unable to manufacture enough to satisfy demand.  So, shelves, car lots, and 

warehouses are being emptied, which is making for pent up demand that will serve as a tailwind to growth as 

new supply comes on line. 

 

In the meantime, the imbalance between demand and supply is elevating inflation, which the Fed now 

considers its primary concern.  Rate hikes started in earnest in Q2 and are likely to continue, raising concerns 

among stock and bond investors.  Both markets are repricing, as are others, including cryptocurrencies, 

commodities, and currencies.  The wishful thought of the day is that inflation has peaked and will moderate 

sufficiently that the Fed will not need to keep pushing rates higher.  We do expect some moderation in inflation, 

because some of it is transitory.  But much of the inflationary impetus comes from more fundamental 

imbalances between demand and supply, most critically in the labor market, where new supplies will not be 

forthcoming.  So, it is doubtful inflation will moderate sufficiently to enable the Fed to stop raising rates in the 

near to intermediate term. 

 

Market sentiment fluctuates wildly between the possibility that the Fed will hike rates too much, precipitating 

a recession, or rates won’t be increased enough, stoking even higher inflation.  Such judgments are 

premature.  We are still very early in the process of the Fed raising rates to contain inflation.  Rates haven’t 

really moved that much, they remain negative adjusted for inflation, and it is too soon to see how strongly or 

weakly the economy will respond to rate hikes that haven’t occurred yet.  We do expect investors to make a 

major mistake by overreacting to a slower pace of job growth over the coming months.  Job growth is 

unsustainably rapid and it must and will slow, if only because there aren’t enough unemployed to be hired.  

Chances are high this will be construed as a slowdown in growth due to higher interest rates.  We do not see 

it that way.  We expect hiring to slow due to the labor market running out of bodies to hire.  Investors may 

think wage inflation will slow, but we expect labor scarcity to keep wage inflation higher than expected.  Of 

course, fearmongering contributes to increased volatility in the market in both directions. 

 

Even so, stocks have declined sharply, so they are already discounting at least a mild recession, in our 

judgment.  This may be fair.  The Fed’s objective of raising rates to slow growth without causing a recession 

will not be easy to accomplish.  But it isn’t impossible.  And if they miss, the recession may be mild.  So, we 

find quite a few good values in the equity market, because we think the economy is fairly unlikely to suffer a 

deep recession when the banks are highly capitalized, shortages abound in major sectors like autos and 

housing, capital investment is likely to remain solid as firms bring more production back to the U.S., and 

consumers remain in very good shape financially.  All of the traditional sources of strong downdrafts that 

cause recessions are lacking this time around.  The fears of recession will no doubt provide a full dose of 

volatility.  Nonetheless, we find plenty of value in stocks, even as we expect continued upward pressure on 

interest rates.  Investors need to look beyond the short-term volatility and invest in the longer-term healthy 

prospects for the economy. 
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GEOPOLITICS 

UPDATE 
David Ruff, CFA®, Portfolio Manager 
 
Foreign markets continued to struggle in the second quarter 2022, falling 13.73% as measured by the MSCI 

ACWI Ex USA Net Total Return Index.  The Index is off 18.42% year-to-date.  Western Europe, like the US, 

is experiencing inflationary pressures, forcing the European Central Bank to follow the Federal Reserve into 

initiating a tightening cycle.  The resultant interest rate rise is at a most inopportune time, with generally 

weakening economies across Europe.  Although the continent has lower core inflation, the War-amplified 

energy shock ignites stagflation talk as US and Western Europe’s tensions with Russia continue to escalate.  

Some analysts warn of global economic Armageddon if Russia, as a way to punish the West, slashes crude 

oil supplies to the rest of the world.  This, of course, adds tremendously to investor anxiety, and notably, 

interest rates have spiked in some of the weaker European economies of Italy and Spain.  Meanwhile, China, 

the globe’s manufacturing engine, also has challenges.  The country’s economic performance remains below 

potential driven by virus-engendered lockdowns.  Although restrictions have eased some, President Xi 

Jinping remains committed to a zero-Covid policy which can shut down major economic regions in an effort 

to contain the disease spread.  These production stoppages disrupt global supply chains, causing shortages, 

and adding to inflationary pressures.  Finally, the last major economy in the World, Japan, suffers from yet 

a different set of problems negatively impacting economic performance.  Stubborn deflationary forces and 

ultra-high debt levels limit Japan’s fiscal stimulus capability.  The Bank of Japan remains relatively 

accommodative relative to the rest of the developing world, but the comparatively low interest rates have 

punished the yen, off 15.21% against the greenback year to date.  The weak yen exacerbates the country’s 

chronic underinvestment problem.  These factors along with high dependence on China and seemingly less 

“herd immunity” to the Covid virus work to constrain demand growth in Japan.   

 

Given the darkening outlook investors understandably have an attitude of “sell first, ask questions later”.  In 

other words, they’re letting emotion from near-term events with relatively temporary implications determine 

the investment decision for long-duration assets.  It’s important to point out that the equity markets have 

already significantly discounted at least a mild recession in the major Western economies.  This should not 

have been unexpected.  Slingshot recoveries are always followed by periods of sub-trend performance as 

the global economy settles back to an equilibrium growth rate.  Thus, the post-Covid rapid expansion needed 

to slow, but the slowing is being accentuated by the War, China’s lockdowns, and some argue, overly 

stimulative US fiscal policies and a slow-to-respond-to-inflation-pressures Federal Reserve.  Thus, we’re at 

a precarious point in the global economic adjustment process.  Contrary to the economic winter projected 

by many in the news media, however, we don’t believe a collapse is imminent.     

 

First, we highlight China appears to be on the path to recovery, a development not only key to China but the 

world’s economic health.  China’s new government policy to boost the economy is extensive, encompassing 

33 distinct stimulus measures from increased infrastructure spend to lower interest rates to tax and fee relief.  

These are already having an impact as June economic statistics like the Caixin PMI rebounded stronger 

than expected.  Importantly, China’s consumer demand acceleration cushions the blow from the slowing US, 

since China consumes more from Asia and Europe than any other major economy.   

 

Of course, the War intrigue continues to impact, especially Europe, with Russian natural gas dependence 

weighing on investor minds.  Europe doesn’t need Russian gas for the summer season, but a near-term key 

will be to see how far Europe can build natural gas storage in preparation for residential heating needs this 

winter.  New agreements with Egypt, Israel, Algeria, and Tunisia for piped gas will ultimately replace Russian 

gas in a few years, but in the near-term Europe needs more LNG.  Most flows through a Rotterdam port 

called the Gate Terminal where the parade of massive LNG tankers from Qatar, Australia, Egypt, and the 

US has not only replaced Russian gas, but has propelled Europe’s natural gas storage build to levels ahead 

of normal for this time of year.  We look for this to continue.   
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Notably, key economy Germany will be replacing natural gas-fired power plants which account for 15% of 

the country’s total with coal.  This delays the transition away from the fossil fuel but provides a solution for 

less Russian gas dependence. 

 

The War length and intensity remains a wildcard, but the solidarity of Western Europe with the US is not 

likely to last, as will more fragmentation within Western Europe itself.  German unions and corporations, for 

example, are united against the stoppage of Russian gas.  Earnest truce negotiations may not begin until 

September with the coming winter season when Europe probably puts increased pressure on Ukraine to 

cede territory.  President Putin, facing increased criticism at home for the costly war in both lives and 

equipment may be able to claim victory and be amenable to peace at that point.  What we believe is clear is 

the geopolitical development puts a more permanent pivot of Russia toward Asia.  We note Russian trade 

with India, China, and much of SE Asia are ramping due to increased Russian exports of crude oil, distillates, 

and related products.  Basically, we’ll see deglobalization - the world economy is becoming more 

regionalized.  This increases the importance of international equity diversification as the major trading blocks 

of the US, Asia, and Europe become less synchronized. 

 
 

Domestic 

UPDATE 
Investing for Value, Growth, or GARP (Growth-at-a-Reasonable-Price): Dr 
JoAnne Feeney, Portfolio Manager  

 
The current investing environment has been a challenge, regardless of investing style, whether it be Growth, 

Value, or GARP. Not only have growth stocks plummeted with the Federal Reserve’s pivot to higher rates 

to get inflation under control, but value, high-quality companies have slid along with the broader market as 

recession risks have increased. At ACM, portfolios tend to be tilted towards Value or GARP stocks (though, 

not as arbitrarily defined). We look for companies that offer the potential to deliver earnings growth and 

dividend yield, and we focus on those that present the most advantageous tradeoff relative to the price of 

the shares and the risk they embody. This involves examining all valuation metrics, including those based 

on expected future earnings (both before and after components such as one-time charges, depreciation, 

interest, etc.), cash flow, and book value. And then, a stock only passes muster if the valuation and prospects 

for total return more than compensate for the degree of risk associated with the sales, earnings, other 

fundamental forecasts, and the stock’s likely volatility. 

 

Common parlance and market indices, however, characterize so-called Value stocks by arbitrary lines drawn 

under the levels at which a stock trades, based on any one or more of those valuation metrics. These 

arbitrary lines generally do little to separate stocks into those that are trading below intrinsic value (and so 

attractive to buy) and those above (stay away). Recently, those arbitrary definitions caused stocks such as 

Netflix and Uber to be moved from the Russell 1000 Growth index into the Value Index, even as the valuation 

decline which triggered the reclassification was grounded in a deterioration in near-term earnings prospects 

of those companies. But have those companies (and many others in this group) suddenly shifted business 

models and abandoned growth-oriented strategies? Of course not.  

 

Growth or value companies are more usefully characterized by their business models. Growth companies 

are those which reinvest proceeds from sales into research, development, capital spending and marketing 

to create substantially higher future sales prospects. They do this because they serve markets poised for 

multiple years of expansion as a result of changing technologies, demographics, consumer preferences, and 

even politics/regulations. Value companies tend to be more mature in having achieved optimal scale, having 

created a market niche, and having built a cash-generating machine. Prospects for growth are more modest 

and they are spending to maintain those advantages rather than to disrupt new markets. And because they 
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lack significant structural growth drivers, value companies tend to be more sensitive to economic cycles: as 

total demand fluctuates, so do sales and earnings.  

 

Critically, a “Value” or “GARP” investing approach can be applied to either “Value” or “Growth” stocks. The 

key is to compare the stock’s price not only to its current (or near-term future) earnings, sales, cash flow, 

etc., but also to the company’s market opportunity longer term, the quality of its balance sheet, and its 

discipline in capital management. AMZN, for example, is trading at 32 times expected earnings in 2023. This 

is well above the average for the S&P 500, but because of Amazon’s growth prospects—94% in 2023 and 

44% in 2024—AMZN is an example of a GARP investment. While the stock is trading at roughly twice the 

market, earnings are likely to grow at least 5 times as quickly, and for many years into the future, because 

Amazon is leveraging massive network effects to serve both consumers (retail) and businesses (Cloud). By 

contrast, NFLX, which is now a “Value” stock, is trading roughly in line with the S&P 500 average at 16 times 

next year’s EPS. But Netflix is expected to see earnings grow only 8-9% in 2023 and maybe reach 18% 

growth in 2024. Moreover, because the company is facing increasing competition for subscribers and for 

content (so watch out for higher costs), those EPS forecasts could be too optimistic, and at the very least, 

embody high risk. So, that combination of valuation, earnings growth, and risk puts NFLX in the speculative 

growth bucket, rather than the GARP bucket.  As stocks have moved lower across the board, we continue 

to focus on the combination of valuation, fundamental prospects, and risk levels as we manage each of our 

strategies.  

 

Fixed Income 

UPDATE 

Rising Rates & Impact on Fixed Income: Kevin Kelly, Portfolio Manager  

 
A dramatic rise in interest rates, driven by inflation, Russia’s invasion of Ukraine, supply chain disruptions, 

and other factors has produced historically large losses in the bond market within a very short period of time.  

The average investment grade corporate bond has fallen about 14% thus far in 2022 (as of 7/1). So, it isn’t 

surprising that many investors are questioning their bond holdings, which failed to provide much support to 

their portfolios as stocks also fell sharply.  Bonds can play that traditional role, despite these headwinds, if 

managed properly. 

 

Interest rates have risen substantially in 2022 due to high levels of inflation and the corresponding actions 

of the Federal Reserve to address such inflation. The yield on the 10-year Treasury, has nearly doubled in 

2022 from ~1.5% to over 2.8% (as of 7/5), and the Federal Reserve has raised the overnight Federal Funds 

Rate, by 1.50% to 1.50%-1.75%. Additionally, the market is pricing in another ~1.75% of cumulative rate 

hikes, which would take the Fed Funds rate to over 3.25%, by February 2023 (as of 7/5). Simultaneous with 

rates rising, credit spreads widened significantly on greater macroeconomic concerns caused by the 

remedies needed to combat high inflation, the invasion of Ukraine, and geopolitical uncertainty. The rapid 

rise in interest rates and the significant widening in credit spreads in 2022 has been unusually severe and 

lie behind the sharp declines in many areas of the fixed income market.  

 

While the year-to-date fixed income price declines have been painful, such an environment creates 

opportunity. An important feature of bonds that every fixed investor must remember is that they mature 

(assuming no default). This means that if a bond’s price drops, creating 'paper losses,' these will be 

recovered at maturity. By maintaining a relatively short duration, this return of principal happens much sooner 

than it does for the average investment grade corporate bond. Given this rising-rate environment, that return 

of principal allows us to reinvest the proceeds of maturing bonds at higher yields. 
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Importance and Benefits of Active Management 

The dramatic changes in the fixed income environment highlight the importance of active management. At 

ACM, we have reduced duration, sold select longer-dated securities, utilized inflation protected securities, 

and reduced fixed coupon preferred exposure all for the purpose of protecting portfolio values in a rising rate 

environment. Given inflationary pressures and macroeconomic uncertainty, we think a portfolio of relatively 

short duration bonds provides an attractive risk/reward fixed portfolio. A low duration, investment grade 

portfolio helps keep your interest rate risk moderate while also limiting the amount of credit risk taken. 

Currently, such a portfolio can provide an attractive yield, at a lower risk than equities, while investors 

navigate a challenging inflationary environment. 

 

 

Q & A with the Advisors Capital Investment Team 

UPDATE 
 
Question 1:  What would you say to advisors/investors that are concerned 
about investing in your strategy(ies) at this time? 

 

Dr. JoAnne Feeney, Portfolio Manager - Growth 
 
Valuations for growth companies have compressed significantly since early November when the Federal 

Reserve first signaled it would have to raise interest rates to combat inflation. In addition, even as much of 

the coming rate hikes were digested by investors, market sentiment took another turn for the worse with the 

onset of the Russia-Ukraine war and the spike in Covid cases in China. The latter triggered massive 

lockdowns because of China’s zero-Covid policy, and while the shutdowns in Shanghai and Beijing have 

ended, new waves of infections threaten to trigger new lockdowns. Investors have more recently grown 

concerned that recession in the US and globally may be necessary to reverse inflation trends which are 

happening in almost all advanced economies. So even as market interest rates have come off their highs, 

those recession risks have grown and are pulling stocks lower.  

 

The Growth strategy is now characterized by some of the most attractive price-to-future-growth prospects we 

have seen in years. And the vast majority of companies we have selected are already generating profits and 

positive cash flows. We own stocks of companies at the center of multi-year expansions and most are 

leveraged to technology advances that will make companies more efficient. These sorts of companies tend 

to see relatively strong sales and earnings even when recessions hit. Growth also has exposure to some 

consumer-driven companies, though, such as those involved in housing and autos. But those two areas have 

been plagued by undersupply for several years so even if growth slows from exceedingly high levels, it is 

likely that sales and profits will remain robust.  

 

We cannot know whether or when a recession will commence, but we see the companies in Growth offering 

very attractive upside potential for investors with the appropriate growth horizon. Outside forces remain highly 

uncertain, but those valuations, and the resiliency of the long-term secular growth forces, makes this a good 

time to begin or to continue this exposure.  
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David Ruff, CFA, Portfolio Manager – International ADR, Global Growth, 
Global Dividend 

 
As highlighted in the July 5th commentary Does Quality No Longer Matter in Equity Investing?, we discuss 

how higher-quality companies have realized greater price declines in this bear market, a relatively rare 

occurrence, and a phenomenon not likely to continue.  The market’s price decline has created very attractive 

valuation for stocks in general, and especially for the high-quality companies held in our portfolios.  Quality 

demands a premium valuation due to the better scoring of key characteristics, including balance sheet 

strength, profitability, and earnings volatility.  These characteristics are featured in our International and Global 

portfolios.  This superior financial strength becomes more important during recessions and times of equity 

market weakness, since quality companies are able to acquire attractively-valued assets when weaker 

companies need to downsize or have their expansion limited due to their debt load.   Companies with a lower 

debt-to-equity ratio have dry powder to take advantage of cheaper valuations, enabling acquisitions to expand 

operations profitably.   We look for the strong competitive position of our investments to provide greater pricing 

power compared to peers in this inflationary environment and we note their more pristine balance sheets are 

less impacted by rising interest rates.  In summary, the quality trait is one which never goes out of style for 

long.  Additionally, these companies are better positioned to maintain cash dividend payments to 

shareholders, or buy back their own stock.  Thus, with an attractive dividend yield you’re paid while we wait 

for the next meaningful market rally. 

 

While the equity price decline has been painful, the adjustment has been healthy in removing the excessive 

premium for a number of extreme, almost silly-valued stocks.  That said, it has been incredibly irrational in 

our opinion in that the market has been indiscriminate in punishing many of our high-quality companies to 

excessively low-price levels regardless of their superior long-term outlook.  Accordingly, we’re convinced 

about the superior future earnings and price appreciation potential for our investments over the next phase of 

the market cycle.  Crucially, we know all bear markets come to an end, almost always unexpected by market 

pundits.   

 

Kevin Kelly, Portfolio Manager - Fixed Income 
 

Interest rates: For investors with a multi-year horizon, fixed income is currently very attractive. The yields on 

corporate bonds are higher than they have been in several years. These attractive yields can be achieved 

while keeping duration (interest rate risk) relatively low.  

 

Credit risk: For those concerned about the economic outlook, our low duration also substantially limits the 

credit risk of a portfolio. Furthermore, we have been actively upgrading credit quality across all strategies 

containing fixed income. We have reduced our allocation to preferreds, purchased higher quality investment 

grade bonds, and have modestly our high yield allocation in some strategies.  

 

Cost of cash: Advisors/investors must remember that in a high inflationary environment, the cost of sitting on 

excess cash is substantial. The yield of a checking or high yield savings account cannot compete with the 

yield of an investment grade fixed income portfolio.  
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Question 2:  For your strategy(ies), what impact does rising inflation have 
on your holdings – and potential additions to the portfolio? 
 
Dr. Charles Lieberman, CIO, Portfolio Manager - Income with Growth 

 
The holdings of oil and gas pipelines are direct beneficiaries of inflation, since the transportation tariffs 

charged by the pipelines are commonly tied to annual increases in the producer price index, while their interest 

expense is mostly fixed.  A similar dynamic benefits most real estate investment trusts.  Rents rise with 

inflation, as do the nominal values of the buildings, while their mortgage costs are fixed, and the real cost of 

their mortgages is eroded by inflation.  So, real estate trusts see gains from inflation on both the income 

statement and the balance sheet.  Many of the financial holdings will also benefit from higher inflation, 

although mostly because higher inflation tends to increase interest rates.  Banks, business development 

companies and life insurance companies all tend to benefit from higher absolute interest rates, since their 

profits depend on the net interest margin between their cost of funds and the rates they earn on loans. 

 

One industry under consideration for investment is mining.  Demand for copper, nickel and other minerals is 

expected to be strong over the coming years in response to the shift into renewables.  But these companies 

are extremely sensitive to the pace of economic growth.  Fears/expectations of a recession has resulted in a 

sharp decline in the share prices of this entire sector, even as profits remain quite good and the yields have 

also made the shares attractive for investment. 

 

 

Dr. JoAnne Feeney, Portfolio Manager - Balanced 
 

Inflation can be a double-edged sword for companies. On the one hand, higher input costs undermine 

margins, but on the other, companies facing inelastic demand conditions can raise prices even beyond those 

cost increases on the back of goods shortages. Auto makers, energy suppliers, pharma and medical devices, 

and even some retailers have seen margins expand over the last year or so. They have raised prices by even 

more than their costs have increased. We have several companies in Balanced with such pricing power. 

Another protection from inflation we have built into our Balanced strategies involves sector exposure: beyond 

energy companies, financials and REITs offer natural inflation hedges, and we increased our exposure to all 

these areas early in this inflationary period.  

 

Kevin Strauss, CFA, Portfolio Manager - U.S. Dividend 
 

Rising inflation impacts all companies in the market, but favors companies that have pricing power, such as 

energy, select consumer companies, financials, Real estate, etc.  US Dividend has overweighted positions in 

financials and health care and has a focus on companies that have a competitive advantage in their particular 

space which typically gives them above average pricing power.  As an example, new position Advanced Auto 

Parts should have the ability to increase prices above the increase it is seeing in input prices as it is a leader 

in the auto parts business that is historically counter cyclical as it tends to perform well in a weakening 

economy. 
 

 

Question 3:  What impact do rising interest rates have on the strategy – 
and does that change anything on the holdings? 
 
Dr. JoAnne Feeney, Portfolio Manager - Growth 
 
Higher interest rates reduce valuations for all stocks because companies are valued not just for current 

earnings or dividends but for their entire future stream of earnings and dividends. And the more the company’s 

earnings and dividends are expected to arrive in the future, rather than the near term, the more sensitive will 

be the stock’s price to the discounting effect of higher rates. Growth companies are, by definition, companies 

with (substantially) higher earnings in the future compared to the near term and so they tend to decline more 

as interest rates rise. Because this discounting applies to the entire future of earnings/dividends, the 5-Year 

and 10-Year Treasury rates are far more relevant than the Federal Reserve’s policy tool, the Federal Funds 

Rate.   
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While the Federal Reserve is still in the early stages of raising the Federal Funds Rate—which is the overnight 

rate for banks—market interest rates have already moved considerably higher and valuations of all stocks 

have fallen as a result. So the question for investors is not by how much the Federal Funds Rate will rise, but 

by how much market (e.g., Treasury) rates will. We have seen market rates fall from recent peaks and this 

may reflect recession fears or the expectation that the Fed will succeed in bringing inflation back down to its 

2% target over the long term. Either way, investors should expect rates to remain volatile as those 

expectations shift.  

 

The Growth strategy necessarily includes higher growth companies and so has been more adversely affected 

by rising rates, but we have included more stocks of companies that benefit from higher rates, too. Banks are 

notable beneficiaries, although they benefit more when the yield curve steepens since higher future rates 

relative to short-term rates benefits lending activities even more than costs (of deposits) rise. The recent 

flattening of the yield curve has hurt the banks, but our selections in Growth source most funds from non-

interest-bearing deposits so the level of rates (rather than the slope of the yield curve) will matter more for 

earnings. We recently added First Republic Bank (FRC) to Growth to capture the benefits of higher rates. 

Moreover, FRC serves a relatively wealthy and loyal client base and its lending business tends to be far less 

correlated with mortgage activity than other regional banks.  

 

 
Kevin Kelly, Portfolio Manager - Fixed Income 
  
When yields rise, bond prices fall. However, these “paper losses” on bonds can be recovered by holding 

individual bonds until maturity (assuming no default). In the meantime, investors earn the yield initially 

estimated at the time of purchase (assuming no default).  

 

By keeping duration relatively short, the magnitude of interest rate risk for our investors is dramatically 

reduced compared to the average investment grade bond.  Additionally at maturity, investors are then able 

to reinvest the proceeds in other bonds and benefit from the higher rate environment. 

 

Kevin Strauss, CFA, Portfolio Manager - U.S. Dividend 
 

Rising interest rates typically hurt companies with high valuation multiples and is helpful for financials.  We 

have made a number of changes in the portfolio this year in order to bring the valuation multiples lower in the 

strategy and we have an overweight position in financials.  Therefore, we believe we are well positioned for 

a rising interest rate environment. 

 

David Ruff, CFA, Portfolio Manager – Small/MidCap Growth 
 

The Russell 2500 slumped 16.98% in the second quarter, putting the index down 21.81% year-to-date.  

Notably, more than 600 names in the Russell 2000 Index of small caps are down more than 50% year-to-

date.  As highlighted in the economic outlook commentary, the market continues to struggle with macro issues 

of inflation and rising interest rates as well as the perception of a slowing economy in later 2022 and early 

2023.  We look for the market to soon look past these short-term challenges, however.  Many of our higher-

quality, smaller-sized companies have seen their share prices weaken substantially with their price declines 

driven by investor panic and despair.  Ultimately, however, this bear market will end, and given the strong 

fundamentals of the investments in our portfolio we look for their share prices to respond as their longer-term 

earnings power is recognized.  

 

While many investors are shunning small cap stocks in this turbulent environment, the data shows that since 

1930, small company equities are one of the best inflation hedges, outpacing inflation in every decade and 

handily beating large cap equities, bonds, cash, and real estate in periods of inflation greater than 5%.  Truly, 

faster growing smaller-sized companies provide the best opportunity for investors to increase their purchasing 

power.  Further, the overall lower debt profile of our investment portfolio provides greater staying power or 

lower insolvency risk and less sensitivity to rising interest rates in this more challenging economic 

environment.  Thus, we believe we’re ideally positioned for the next phase of the market cycle. 
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