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Dear Friends,

Issue: 1Q2022

To readers of this letter the first quarter ended with some
familiar and some not-so-familiar themes. Inflation continues
to be a major concern driving our work. This is most
apparent to all of us at the gas pump. Oil prices, as measured
by WTI, closed 2021 at around $75 per barrel and recently
reached a high of $123, an increase in less than 3 months of
almost 65%. While prices have recently come off the highs,
they remain elevated with supplies constrained.
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This is driven by the shocking developments in Ukraine and
subsequent sanctions on Russia, which is a major oil and gas
producer. While energy is most visibly impacted, few may
realize that Russia and Ukraine are significant grain producers
and Russia is the world’s largest fertilizer exporter. One
gauge of fertilizer increased 800% in the month of March. We
expect the financial impact of war in Europe will not be
limited to the cost of driving and will eventually land on our
dinner tables as well.
The last familiar theme is what the Fed is doing about all of
this. In February we saw the first interest rate increase – by
.25% – since 2018. Up to this point, you would have noticed
your investment accounts struggling in the red to start the
year. However, with the Fed rate hike out of the way, there’s
been a reasonable recovery in risk assets with the S&P 500
up 8% off the lows and now down only 4% year.
Surging inflation, war, rising interest rates – you’d think we’d
be in worse shape right now! While we enjoy the recent
recovery, we remain cautious that these themes likely have a
long way to go to fully play out with many ups and downs
expected. As always, we will continue to monitor these risks
and plan and invest accordingly.
Best,
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PLANNING NOTES
Model Portfolio Allocations and Rebalancing
This week we adjusted our Barrister Model Portfolio allocations and executed rebalancing trades in
client portfolios. Over the last 18 months we have been concerned about the effects of inflation on
our investments. We accounted for these concerns by incorporating and increasing exposures to
real assets – commodities and real estate in the Alternative allocation – and reducing risk within
Fixed Income. With these recent changes we are doing more of the same with outright reductions
to Equity and Fixed Income exposure and an increase in Alternative and Cash. It has been over 3
years since we adjusted our Cash allocation, and this is reflective of the caution we have right now
for risk assets. In the Equity asset class, we made no change to allocations. In Fixed Income we
further reduced interest rate exposure by introducing a few rate-hedged fixed income instruments
as well as increasing exposure to floating rate notes. In Alternative we slightly increased exposure to
commodities as we see the recent pull back in prices as a consolidation in what could be a much
longer recovery trend. Note that the 10-year return of commodity ETF GSG is -35.75% while the
S&P 500 is greater than 285%. If you have any questions about our investment allocations or
methodology, please reach out directly to us.
On Low Expectations
We realize this edition of our Quarterly may seem a little downbeat, so we thought we’d borrow
from a recent blog post from Morgan Housel at the Collaborative Fund which puts things in
perspective and dovetails with our long-term approach to planning. The post can be found here if
you’d like to read in its entirety.
Charlie Munger of Berkshire Hathaway was recently asked the secret to living a happy life. His
response:
“The first rule of a happy life is low expectations. If you have unrealistic expectations you’re going to be
miserable your whole life. You want to have reasonable expectations and take life’s results good and bad as
they happen with a certain amount of stoicism.”
Practical applications of this way of thinking to our daily lives abound. At the weekend soccer game –
my kid probably is not going to be the next Pele. On the golf course – will probably have a few blowup holes and even better chance I won’t break par today. Good chance I won’t ever have 3 commas
in my net worth… and so on.
Housel puts it this way – “purposely low expectations is the only way to survive in a world that’s not
kind enough to reward every ambitious person with success.” Once we come to grips with the daily
challenges we face and the array of uncertainties stacked against our best-laid plans, we should
realize this is a better way of approaching life than the boundless optimism sometimes espoused in
the movies, business books and self-help guides.
How does this apply to financial planning? It means projecting key data in our plans that intentionally
lower expectations – be it on portfolio and asset growth, inflation or income. The effect is a plan
that is within reasonable realms of certainty and not overly optimistic. Call them “low
expectation/high probability” plans which relieve financial anxiety and allow us to sleep soundly at
night. Now that sounds like something we can all be upbeat about!
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MARKET & ECONOMIC INDICATORS
Indicator

Note [change vs prior quarter]

Investor Sentiment AAII

31.9% Bullish [-5.8%] | 40.6% Neutral [+8.8%] | 27.5% Bearish [-3%]

Investor Sentiment CNN

46 Neutral [-22]

Leisure and Entertainment (PEJ)

Down .29% YTD, beating the S&P 500 by 4.32%

Technology (XLK)

Down 8.42% YTD, trailing the S&P 500 by 3.81%

SemiConductors (SMH)

Down 12.63% YTD, trailing the S&P 500 by 8.02%

Financials (XLF)

Down 1.49% YTD, beating the S&P 500 by 3.12%

Staples (VDC)

Down 1.61% YTD, beating the S&P 500 by 3%

Healthcare (XLV)

Down 2.46% YTD, beating the S&P 500 by 2.15%

Utilities (XLU)

Up 4.72% YTD, beating the S&P 500 by 9.33%

Commodities (GSG)

Up 32.38% YTD, beating the S&P 500 by 36.99%

20yr+ Treasury (TLT)

Down 10.63% YTD, trailing the Barclays Bond Index by 4.78%%

2yr/10yr Government Bond Spread

Spread is positive at .04% [-.81 bps]

High Yield Bonds (HYG)

Down 4.73% YTD, beating the Barclays Bond Index by 1.12%

HYG spread vs 10yr Treasury

+343 bps [+38 bps]

YOY Corporate Earnings

Estimated earnings growth of 4.8% which if occurs would be lowest since Q4 2020

Central Bank Activity

Fed has become increasingly hawkish with subsequent rate hike estimates increasing

Average Hourly Earnings

YOY decrease of 2.6% (+.7%) for the period ending February 2022

Fund Flows

Outflows of $17 Billion for Equity Funds and outflows of $56 Billion for Bond Funds

Advanced/Decline Line S&P 500

S&P 500 slightly below 2021 highs, Nasdaq near 2022 lows

Merger & Acquisition Activity

M&A deal activty decreased in February, going down 38.1% compared to January
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DISCLOSURES
Past performance may not be indicative of future results. Historical performance results for investment
benchmarks/indexes have been provided for general comparison purposes only, and generally do not
reflect the deduction of transaction and/or custodial charges, the deduction of an investment management
fee, nor the impact of taxes, the incurrence of which would have the effect of decreasing historical
performance results. It should not be assumed that an account’s holdings correspond directly to any
comparative benchmark or index. Each index used as proxy for a given asset class/investment category
referenced in this newsletter is a commonly used benchmark for that asset class. An investor may not
directly invest in an index.
Some information in this newsletter is gleaned from third party sources, and while believed to be reliable,
is not independently verified. Other information presented herein is based upon facts derived from publicly
available information, and is also based on certain assumptions, including that there are no additional
changes to current tax law, and that demographic information regarding retirement plan contributions
also remains unchanged.
This material is intended to be educational in nature, and not as a recommendation of any particular
strategy, approach, product or concept for any particular advisor or client. These materials are not
intended as any form of substitute for individualized investment advice. The discussion is general in
nature, and therefore not intended to recommend or endorse any asset class, security, or technical aspect
of any security for the purpose of allowing a reader to use the approach on their own. Before participating
in any investment program or making any investment, clients as well as all other readers are encouraged
to consult with their own professional advisers, including investment advisers and tax advisors. Barrister
can assist in determining a suitable investment approach for a given individual, which may or may not
closely resemble the strategies outlined herein.
Barrister is registered as an investment adviser within the jurisdictions in which it is required to do so,
Registration as an investment adviser does not imply any certain degree of skill or training. Barrister’s
ADV Firm Brochure is available at www.Barrister.net

