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“The market is a
pendulum that forever
swings between
unsustainable
optimism and
unjustified pessimism.”
- Benjamin Graham
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In preparation for these quarterly Investor
Letters, we pull together thoughts and an
outline. Almost left off the list of potential topics
was anything to do with COVID. Fortunately, the

Asset Class Total Return
First Quarter 2022

27.3%

. . Brent Crude Oil -
pandemic seems more behind us than ahead. rent trude oI .
. ) . CRB commodities index - 27.1%
There will certainly be flare ups of the virus as
] . Invesco Pure Value Index -
variants evolve; however, the variants seem MSCI REIT Index - 4.1%
milder, and our health care community has a S&P 500 composite - -4.6%
better handle on patient treatments. S&P Mid Cap Index - -4.9%
MSCI EAFE Idx (Int'l Dev'd Mkts) - -5.8%
In the first quarter of this year the chart to _t_h_q___. Bloomberg U.S. Aggregate Bond Idx. 1 5.9%
right shows crude oil is up more than 27% and, MSCIl emerging equities - it
. R -7.0%
as the month of March got underway, crude oil US 10year Treasury
rices more than doubled from the same time a Russell 2000 Index {Small Cap) 1 e
P US 30 Year Treasury {  -11.3%

year earlier. Higher energy prices can be a Invesco Pure Growth Index 1 -12.8%
headwind for economic growth as discussed in
more detail below. Commodity prices in general
have been on the rise and the CRB Commodity Source: Refinitiv Datastream, HORAN Capital Advisors
Index is the second-best performing asset class
from those displayed on the chart. The other
positive performance category is the Pure Value
investment style, while the Pure Growth style is
the worst performer.
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The broader equity categories turned in negative
First Quarter 2022

results in the first quarter. U.S. large cap stocks,

as measured by the S&P 500 Index, held.up the ... Energy |
best at a decline of 4.6%. Bonds performed Utilities - 4.8%
worse than many of the equity categories, Consumer Staples -
despite typically being viewed as a safe haven Financials -
investment. The Bloomberg Aggregate Bond Industrials -~
Index was down 5.9% and long-term U.S. Materials ~
Treasuries were down 11.3%. From a sector Health Care -
perspective, Energy and Utilities were the only S&P 500 Index 1
positive sectors, up 39.0% and 4.8% respectively. Real Estate 1
Technology -

Utilities seemed to benefit from investors

. . . Consumer Discretionary -
reducing bond allocations and reallocating to

Communication Services -

“bond-like” stocks. Technology, Consumer PrrerpTerTbee T e
Discretionary and Communication Services were -20-10 0 10 20 30 40 50

the worst perforrrnng sectors In part due to the Source: Refinitiv Datastream & HORAN Capital Advisors
large representation of growth stocks in these

sectors.
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The Yield Curve Spread

% - - ) ; o % The worst kept secret in the quarter was the

Federal Reserve embarking on a tighter monetary
policy. The Fed increased the Fed Funds rate by
0.25% or 25 basis points in March. There are six
remaining scheduled Federal Open Market
Committee meetings this year and the Fed Funds’
futures market is expecting increases at each of
those meetings. The Fed’s desire to lift interest
rates is driven by the higher level of inflation which
now seems to be systemic in the economy rather
than transitory. A goal with higher interest rates is
to slow the economy to reduce demand; hence,
slowing the rate of growth in prices.
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The effort to slow the economy and not tip it into
a recession is not an easy task to accomplish, as
history has shown. The shape of the yield curve
gives investors clues about the likelihood of a
recession. The vyield curve is a line that shows
interest rates on U.S. government bonds for given
maturities. Typically, long-term interest rates are

—— Yield Curve (10y minus 2y Treasury)
Recession

Source: Refinitiv Datastream & HORAN Capital Advisors

) S&P 500 Index | S&P 500 Index % | ' of Monthsfrom | o jon start | ¥ of Months from
Inversion Date Inversion to S&P Inversion to

higher than short-term interest rates. However, as
Peak Date Change Date . . . .

SO0 e il this Investor Letter is written, on April 1, 2022,
el B b e * Jecempertaes “ short-term rates have a higher interest rate than
March 30, 1973 Jan. 11, 1973 NA -2 November 1973 8 |Ong-tel‘m rates, as measured by the US 2'Year
Aug. 17, 1978 Jan. 30, 1980 9.63% 17 January 1980 17 Treasury and the 10_Year Treasury When thls
Sept 11,1980 Nov. 11, 1980 183% 2 July 1961 10 occurs, it is said the yield curve is inverted, i.e., the
Dec. 14,1988 July 16, 1990 34.02% 19 July 1990 19 2-year yield becomes greater than the 10-year
May26,1998  Mach24,2000  3962% 2 March 2001 Z ..vield, The line on_the top chart shows this
Dec. 27, 2005 Oct. 9, 2007 24.56% 22 December 2007 24 relatlonShlp' 10_year yleld mlnus 2_year yleld' and

the spread is now negative. The significance of an
Aug. 26, 2019 Feb. 19, 2020 19.13% 6 March 2020 T/ . . . .
inverted yield curve is the fact every U.S recession

Median 19.13% 18 18 .
in the past 60 years has been preceded by an
Sources: National Bureau of Economic Research, Bloomberg, L.P., Invesco . . .
inverted vyield curve. According to a Federal
Reserve Bank of San Francisco paper, "[an inverted
yield curve] was always followed by an economic slowdown and, except for one time, by a recession.” The grey bars on
the top chart represent recessions.

»

Although recessions tend to follow yield curve inversions, historically, the recession began from 6-24 months after an
inversion. Additionally, as seen in the table above, according to Brian Levitt, Global Market Strategist at Invesco, “the
median return of the S&P 500 Index from the date in each cycle when the yield curve inverts to the market peak is 19%.”
In short, an investor does not need to panic, but be aware the market may continue to experience elevated volatility
during the rate hiking cycle being pursued by the Federal Reserve.
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Consumers Feeling Inflation Impact
Complicating the Fed’s attempt to tame inflation Have rising gasoline prices forced you to spend

are the higher prices occurring in the energy and less money Oh? Or;fgehthi:ogﬁ this year?
food space. When the Bureau of Labor Statistics ares - e
0%

(BLS) reports monthly data for the Consumer 64%
31%
. _

Price Index (CPI), the report includes an inflation 60%
number that excludes food and energy inflation,
Yes Not sure
Source: Piper Sandler, Rasmussen Repy
Mortgage Rates and Home Prices

commonly called Core CPl. One reason CPI is
evaluated without food and energy prices is the
sense the Fed does not have direct control over 30%
food and energy price levels. For example, the
Fed obviously does not have control over
weather’s impact on the food supply and oil 10%
7.0% A /“
6.5% L | t $400,000
prices are having on spending in other categories. 6.0% AI‘
As the top chart shows, 64% of consumers stated 3 | | VBl
they are spending less money on other things this ' 1 V
year because of rising gasoline prices. In other 5.0% f W i/ \ | 5.06%

50%

40%

20%

producing countries. Creating an inflation
category that excludes food and energy makes
sense; however, food and energy account for a
large portion of the consumer’s budget so should
not be dismissed entirely.

In a recent survey, Rasmussen Reports surveyed
participants about the impact rising gasoline

prices are influenced by the decisions of other oil __ 0%
words, the higher gas prices are resulting in

4.5% i

demand destruction in other areas of the [5250'000
economy. With consumers accounting for 70% of 4.0% ’ M
economic activity, this effect likely leads to a \ﬂ v
slowing of economic activity. 3.5% |

+ $200,000
Consumers have also felt the squeeze in the 3% !

housing market, which is an area the Fed does
have influence over. It is no secret real estate has — 30Year Conventionl Mortgage Rate

seen dramatic price increases in the last two —— Median Price of New Single-Family Home (RH Scale)

years. Low housing inventory and record low Source: Refinitiv Datastream & HORAN Capital Advisors
mortgage rates fueled price increases. As the Fed
increases interest rates and allows mortgage-
backed securities to runoff its balance sheet,
mortgage rates likely increase, making it more
expensive to finance a home purchase. Although
not the only factor driving prices, higher mortgage
rates could impact the prices consumers will be
willing to pay for new homes. The bottom chart

illustrates the relationship between housing " .
prices and mortgage rates.
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Beginning February 2010, the economy added 22.7

million jobs up to the start of the COVID pandemic in February 2020. Due to the pandemic shutdown, 22.4 million jobs
were lost in the brief period from February to April 2020. The recent March 2022 nonfarm payroll report shows 21.1
million jobs have been added back to the economy from April 2020 to March 2022. Despite this near full recovery in jobs
from the pandemic low, there remains a record 11.2 million job openings. This compares to just 5.9 million unemployed
individuals. Consequently, those seeking employment would seem to have the upper hand.

Due to the tight labor market, wages have been moving
higher. Wage growth is driven not only by a favorable

labor market for jobseekers, but from higher inflation too.

Typically, wage growth tends to trail inflation as was the
case in the 1970’s/1980’s high inflation period. The near
chart, shows this effect, Some strategists believe this &
higher wage growth was beneficial to employees and

partly this is true. However, the impact on real wages is 6
negative and therefore consumer spending power is
reduced when overall inflation is higher than wage .

growth. This is the predominant concern showing up in
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Average Hourly Earnings Growth versus Inflation
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surveys as noted earlier.

With the Fed intent on reigning in inflation via higher
interest rates and a reduction in the Fed’s balance sheet,
a midterm election year and the unfortunate
humanitarian crisis resulting from the Ukraine/Russia
conflict, additional market volatility is likely over the next
several quarters. Investors should keep in mind though,
nearly 63% of S&P 500 stocks are already down more
than 10% from their 52-week high. The market tends to
react favorably to corporate earnings growth and
earnings for S&P 500 companies are expected to growth
9.6% in the next 12-months. Certainly, there is much one
can be concerned with, keeping in mind though, the
market generally likes to ‘climb a wall of worry.’

Thank you for your continued confidence and support in
HORAN Capital Advisors and we are always available to
answer your questions and discuss our outlook further.
Please be sure to visit us for company news, reports, and
our blog at https://horanassoc.com/insights/market-
commentary-blog.
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HORAN Capital Advisors, LLC is an SEC Registered Investment
Advisor.

The information herein has been obtained from sources believed
to be reliable, but we cannot assure its accuracy or
completeness. Neither the information nor any opinion expressed
constitutes a solicitation for the purchase or sale of any security.
Any reference to past performance is not to be implied or
construed as a guarantee of future results. Market conditions
can vary widely over time and there is always the potential of
losing money when investing in securities. HCA and its affiliates
do not provide tax, legal or accounting advice. This material has
been prepared for informational purposes only, and is not
intended to provide, and should not be relied on for tax, legal or
accounting advice. You should consult your own tax, legal and
accounting advisors before engaging in any transaction. For
further information about HORAN Capital Advisors, LLC, please
see our Client Relationship Summary at:
https://adviserinfo.sec.gov/firm/summary/152888
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