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Regans’ Notes 

Inflation is at a 40-year high and we 
believe it currently is the biggest 
problem for the economy.  We see 
inflation eroding purchasing power, 
destroying confidence, and impeding 
forward planning of investment.   
 

The Federal Reserve (Fed) sees current 
levels of inflation as unacceptable in the 
U.S. and must be reduced to tolerable 
levels.  The Fed has said “in the fight 
against inflation, defeat is not an 
option.”  We believe they will succeed, 
although we recognize the difficulty of 
their task and the risk of a policy 
mistake as they neither control supplies 
nor prices of energy and food.  These 
two sectors alone have a great influence 
on inflation.    
 

Many economic forecasts for this year 
and 2023 now include lower growth, 
higher inflation, and higher interest 
rates. 
 

The good news is the U.S. consumer is 
in excellent shape financially, which 
should provide support for the economy.   
Consumers have a lot of money in the 
bank based on recent Fed reports that 
bank deposits are at an all-time high.  
Source: Crawford Investment Counsel. 
However, consumer confidence as 
reported by the University of Michigan 
Consumer Sentiment Index is at a 50-
year low.  Source: Crawford Investment Counsel  
 

The question is, will consumers spend 
the money?  Ordinarily they do, thereby 
providing strong support for the 
economy.  However, consumer 
sentiment may be eroded by concerns 
about inflation. 

 
 
 
 

 

This year, bear market conditions have 
existed in both stock and bond markets. 
Rising interest rates are forcing bond 
yields higher and stock prices lower.  
Valuations on stocks have become more 
attractive.  To date, expectations for 
future earnings remain firm.  Guidance 
given at the end of the 3rd quarter by 
companies will be important. 
 
The yield curve has flattened and is 
inverted at several points on the maturity 
spectrum.  Sometimes inverted yield 
curves can be a predictor of recession.   
 
We think the extent to which bond 
yields rise over the next several years 
will be determined by the outcome of 
the inflation issue and longer-term 
growth prospects for the U.S. economy.   
We expect that persistent increases in 
bond yields will continue to pressure 
stocks.   
 
The Russian invasion of Ukraine is a 
reminder that financial markets are 
always subject to geopolitical 
developments.  We believe high-quality, 
liquid investments are the best hedge 
against these developments. 
 

 
 
 
 

 
 

 
While raising interest rates may reduce 
economic growth and throw the U.S. 
into recession, there is no guarantee that 
this will fix inflation.  Interest rates don’t 
determine inflation.  We believe the 
amount of money circulating in the 
economy determines inflation.   One 
definition of inflation is too much 
money chasing too few goods.  While 
this is way oversimplified, it has merit.  
How does this imbalance get corrected? 
 
Will rebuilding the supply chain help 
provide more goods to the consumer? 
And will a recession and the higher 
interest rates restrain the consumer from 
buying, reducing the money in 
circulation??   That appears to us to be 
the conventional wisdom of taming 
inflation. It should work but will the Fed 
be able to achieve all this without a 
policy error and engineer a soft landing? 
 
The Fed’s balance sheet held $850 
billion in reserves at the end of 2007.  
Today it is close to $9 trillion.  Most of 
these deposits at the Fed are bank 
reserves which the Fed created by 
buying Treasury bonds, much of which 
was money the Treasury itself handed 
out during the pandemic.  Additionally, 
adding excess reserves to reverse repos, 
there is over $5 trillion in excess money 
in the system.  Source: First Trust Advisors L.P.  
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Our services include: 
· Over 50 years of experience in 

both up and down markets. 
· Independent, objective advice from 

professionals with the expertise you 
need to help you achieve your goals. 

· Investment strategies appropriate 
for long-term, serious, core 
money. 

· Asset allocation strategies 
customized to fit clients’ unique 
needs, risk tolerance, and time 
horizons. 

· A disciplined investment process. 
· Portfolios that attempt to provide 

more consistent returns with 
reduced volatility over time. 

· Seek out, screen, and hire      
high- quality money managers to 
run portfolios of individual 
securities. 

· Ongoing review of the chosen 
managers’ process, personnel, and 
investment decisions and report 
their performance quarterly. 

· Replace managers when necessary. 

Clients have trusted us for decades 
to provide their investment services. 

We continue to grow and appreciate 
your introductions to friends and 
family. Our target markets are 
clients just like you – individuals, 
foundations, endowments, 
retirement plans, and corporations. 
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investments. An investment in the stock market should be made with an understanding of the risks associated with common stocks, including market 
fluctuations. Asset allocation cannot eliminate the risk of fluctuating prices and uncertain returns. Independent money management may not be 
appropriate for all investors. Investing in foreign securities presents certain risks not associated with domestic investments, such as currency 
fluctuation political and economic instability, and different accounting standards. This may result in greater share price volatility.   

 
 

There seems to be no rest for weary 
investors.  Restrictive Central Bank 
policy, negative economic data, and 
political troubles overseas underscore  
the difficult fundamental backdrop that 
investors face.   
 

Adding to the global feeling of ‘doom 
and gloom’ was the continued weakness 
of European currencies and the 
Japanese yen relative to the U.S. dollar.  
While there are some economic 
advantages for the U.S.,   a strong dollar 
can be a headwind for corporate 
earnings for U.S. companies who have 
meaningful revenue exposure overseas.  
Outside the U.S., the sheer magnitude 
of the moves could create contagion 
risks for the entire global economy and 
spill over into the U.S. economy.  

 

Stocks are down significantly for the 
year, and not surprisingly, so is investor 
sentiment, which is at pessimistic 
extremes.  Given such pervasive 
pessimism among both stock and bond 
investors, we believe the risk of swift 
reversals are extraordinarily high 
requiring a long-term investment 
outlook.   
 

To place this in context, crowd sentiment 
as defined by NDR Research’s Crowd 
Sentiment Poll is currently on one of its 
longest streaks of pessimism since data 
started in 1995. Source: Riverfront  Investment Group 
 

We think a lot of bad news has been built 
into prices.  For this reason, a rally in the 
near future (even if it is just a bear market 
rally) is increasingly probable.   
 

Forward price-to-earnings multiples for 
large U.S. companies have declined 
significantly in 2022.  This is providing 
increasingly attractive valuations in our 
opinion.  Valuations are not a single 
timing signal and might get worse before 
they get better.  However, there is so much 
pessimism, it is important to not lose sight 
of what could go right.   
 

We think the biggest mitigating factor is 
that corporate earnings in the U.S. have so 
far remained relatively resilient.  A review 
of past recessions suggests that earnings 
may be boosted by inflation and prove 
more resilient than bears believe.  This 
happened in the 1970’s and early 1980’s 
but not in 2000 and 2008 recessions.  In 
contrast to the 1970’s, we do not expect a 
collapse in P/E multiples from these 
levels. 
 

Earnings growth may be slowing, but if 
earnings can deliver a surprise for quarter 
three, we believe the market may be able 
to find some footing though volatility is 
likely to remain high.  
  
We think there is a possibility that both 
stocks and bonds are playing out the final 
act of this bear market, thus presenting 
long-term possibilities. 
 

 

Achieve superior results for our 
clients by providing institutional 

level investment management and 
consulting services. 

Our Mission 

 
We help clients realize their vision of 
the future with personalized 
investment planning. 

Our client specific strategies use 
independent, full-time professionals 
to research and manage portfolios 
for long-term growth of assets. 

What We Do Gloom & Doom 
Prevails for Now 

Fundamentals to the 
Rescue?? 

What Could Go 
Right?? 


