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Highlights
A steady rise in interest rates, escalating inflation, and
the Russia/Ukraine war put downward pressure on
stock prices throughout most of the quarter.
The S&P 500 Index suffered its first 10%-plus
correction since the pandemic recovery began two
years ago, but a sharp rally in the closing weeks of
March trimmed the damage to a -4.6% first-quarter
loss.
Given the Ukrainian war's influence on commodity
prices and supply chain disruptions, we expect
economic expansion to be slower than previously
anticipated and equity market volatility to remain
elevated, but the probability of a longer-lasting bear
market downturn does not appear particularly high
under present conditions.

The economy was on solid footing heading into 2022
and waning COVID headwinds, a strong labor market,
and still-robust consumer spending (70% of U.S.
GDP) should enable economic activity to withstand a
moderate hit without suffering significant harm.
Against an inflationary backdrop, the Fed signaled a
shift toward tighter monetary policy—which included
its first rate hike since 2018 in mid-March.
Select portions of the Treasury yield curve inverted (or
nearly inverted) during the quarter. Inverted yield
curves have historically been an early harbinger of
recession (albeit with poor predictability on timing), but
the odds of a near-term recession still appear
relatively low based on the current strength of the
economy.
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Global equity markets got off to a rocky start in the
first quarter of 2022. A steady rise in interest rates,
escalating inflation, and the Russia/Ukraine war led
to fear-based selling that put downward pressure on
stock prices throughout most of the quarter. After a
sharp rally in late-March, the S&P 500 Index finished
the first quarter with a -4.6% loss, significantly better
than its 13% peak to trough intra-quarter decline.
International stocks followed a similar course, with
steep losses during the first two-and-a-half months of
the quarter partially offset by a late-quarter rebound.
In the end, developed international equities (EAFE)
suffered a -5.8% drop during the first quarter and
emerging markets (EM) posted a quarterly return of
-6.9%.

Against this inflationary backdrop, the Fed signaled a
shift toward tighter monetary policy—which included
its first rate hike since 2018 in mid-March. While the
market anticipated just two 25 basis point rate hikes
heading into 2022, the Fed funds futures market now
reflects the equivalent of nine 25 basis point rate
hikes for the year (bringing the benchmark interest
rate to 2.25%)—with additional rate increases
expected in 2023. In the face of this higher interest
rate outlook, the elevated valuation multiples that
stocks entered the year with adjusted lower during
the first quarter of 2022. This valuation re-rating was
justified given that the future cash flows produced by
corporations are worth less when discounted back to
the present using higher (“normalized”) interest rate
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Prior to the geopolitical turmoil that emerged with
Russia’s invasion of Ukraine, markets were already
headed on a downward trend. The global economy
was expanding at its healthiest pace in some time,
but the strong consumer demand that growth
created, coupled with COVID-driven supply
constraints, propelled a spike in inflationary
pressures. In fact, the U.S. consumer price index
surged to the highest levels in four decades.

assumptions—as opposed to the exceptionally low
discount rate assumptions previously reflected in
valuations.
In addition to interest rate headwinds, Russia’s
invasion of Ukraine has injected more uncertainty into
the financial markets. The conflict upended the
market’s prior assumptions about the near-term
direction of the global economy, as the war is likely to
create additional inflationary pressure mainly due to
supply chain issues. While the global economy’s
direct exposure to Russia and Ukraine is relatively
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small, the two countries combined account for a
material source of the world’s critical commodities
(as outlined in the chart above).
The degree and duration of the Russian incursion is
impossible to predict at this point, so the ultimate
economic impact of the crisis is equally difficult to
handicap. An escalating and protracted war—aside
from being a humanitarian calamity—has the
potential to cause stagflation (particularly in many
major European economies) and even a global
recession. In our view, however, the most plausible
scenario is that a negotiated settlement or stalemate
occurs before the global economy incurs excessive
damage. Economic expansion is almost certain to be
slower than previously anticipated for 2022 (given the
impact of recent commodity price spikes alone), but
at this point we don’t expect GDP growth to turn
negative. The economy was on solid footing heading
into the crisis and waning COVID headwinds, a
strong labor market, and still-robust consumer
spending (70% of U.S. GDP) should enable
economic activity to withstand a moderate hit without
suffering significant harm.
Nonetheless, tighter monetary policy and geopolitical
risks are likely to spur elevated bouts of volatility over
the near term—particularly after the robust latequarter rally that seemed devoid of fundamental

rationale (with the S&P 500 closing the quarter at a
higher level than before the invasion occurred). We
would not be surprised to see another temporary
pullback in equity prices over the coming months as a
result, but the probability of a longer-lasting bear
market downturn does not appear particularly high
under present conditions. Stock prices typically move
directionally with corporate earnings growth—which
should maintain a positive trajectory if the economy
avoids a recession (as we currently expect). The
magnitude of future market gains could be tempered
by still-elevated earnings multiples though. While the
S&P 500’s P/E multiple retracted from 22x at the
beginning of the year to a slightly more comfortable
valuation under 20x by quarter end, valuation
multiples still remain well above historical levels and
could experience further compression if interest rates
continue to rise.
After three straight years of outsized returns heading
into 2022, the most profitable phase of the current
bull market is likely behind us. A recession or cyclical
bear market, however, does not appear imminent
(yet). Therefore, we continue to believe equities offer
moderate upside potential over the intermediate
term—and a more attractive risk/return profile than
cash or bonds amid the current inflationary
environment.
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Core Portfolio
During the first quarter, we sold our positions in
ONEOK, UnitedHealth Group, and the VanEck
Vectors Gold Miners ETF (GDX).
ONEOK is one of the largest natural gas and natural
gas liquids (NGLs) midstream service providers in the
nation. We remain bullish on the intermediate
demand prospects for natural gas—both as a “bridge
fuel” to achieve short-term greenhouse gas
reductions by replacing base-load coal-fired power
plants and as a pivotal energy back-up source to the
buildout of intermittent renewable energy sources
(solar and wind)—which should continue to drive
volume and earnings growth for ONEOK. However,
we sold our stake in the company in order to fund
other energy investments that we believe offer better
near-term capital appreciation potential amid the
current supply-constrained hydrocarbon backdrop.
UnitedHealth Group is one of the largest private
health insurers in the world. It occupies a unique
position within the U.S. healthcare delivery system,
not only as a dominant payor of scale (in commercial,
Medicare, and Medicaid markets) but also as a large
and growing presence in local care delivery
(physicians and ambulatory centers), pharmacy
benefits management, and data warehouse analysis
through its Optum franchises. Despite its large size,
UnitedHealth has consistently delivered double-digit
earnings growth while returning capital to
shareholders. However, these compelling attributes
have not been ignored by the market, as the stock’s
valuation multiples recently soared to multi-decade
highs. While we continue to like UnitedHealth’s
growth prospects, a stretched valuation multiple
diminishes the stock’s near-term risk/reward profile.
As a result, we decided to exit our position in the
company in order to redeploy the funds back into
other undervalued Core holdings.

inflation and has become an asset that investors flock
to in times of uncertainty. While we believe gold
prices could continue to move higher due to elevated
market risks, the gold miners themselves face higher
inflationary pressures (e.g., fuel, labor, equipment)
that could limit profitability growth in the coming
quarters. Thus, we viewed this as an appropriate time
to sell our holding in the fund and retain some of the
cash raised for future investment opportunities.
Fixed Income
In anticipation of the Fed’s rate hiking campaign this
year, Treasury yields rose across all maturity
intervals during the first quarter. While the 10-year
Treasury yield of 2.32% closed the quarter up 0.80%,
yields surged particularly sharply on medium-term
Treasuries (which are most responsive to Fed
policy)—as the 2-year Treasury yield climbed 1.55%
to 2.28%. This has resulted in a flattening of the yield
curve, and even a yield curve inversion (when the
spread between longer-term yields and shorter-term
yields turns negative) at certain maturities.
The most widely followed yield curve spread, the
difference between 10-year and 2-year Treasury
yields, closed the quarter close to zero and therefore
not far from inversion. Inversion of 10-year/2-year
yield curve has preceded every one of the past six
recessions. Not all inverted yield curves have been
followed by recession, however, and the lag between
the 10-year/2-year yield curve inversion and the start
of a recession has averaged about 22 months
(ranging from six to 36 months for the last six
recessions), so it’s not a very reliable market timing
tool. Moreover, different yield curves are currently
conveying different messages. The spread between
10-year and 3-month Treasury bonds (arguably a
better predictor of recession) is as steep as it has
been since 2017, and shows no signs of inverting.

The VanEck Gold Miners ETF (GDX) invests in a
basket of publicly-traded gold mining companies,
whose earnings and stock performance are often
closely correlated with gold prices. For a good part of
modern history, gold has served as a hedge to
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Nonetheless, the historical correlation of yield curve
inversions to recessions is strong enough to warrant
close monitoring of this important leading economic
indicator over the coming months—particularly if the
10-year/3-month yield spread reverses course and
begins to narrow.
Setting aside the discussion of spreads, bond yields
moved quite dramatically during the first quarter and
likely already reflect a significant number of Fed
interest rate hikes over the coming quarters. While
most bonds lost money last quarter, the ability to
reinvest dividends and principal from maturing bonds
into new bonds offering higher rates should lead to
better fixed income returns going forward.
Additionally, bonds should continue to offer portfolio
stability, which could be especially valuable given the
macroeconomic headwinds markets currently face.

Final Thoughts
To put it mildly, the last two years have been a
whirlwind. Just as the world looked like it might be
putting the worst of the pandemic in the rearview
mirror, we now have to focus on the humanitarian
and economic fallout from the tragic situation in
Ukraine—and the outside threat of the crisis spiraling
into global cataclysm. We are all hopeful a peaceful
resolution is achieved soon, but acknowledge the
situation remains unnerving. Thank you for the
continued confidence you have placed in us to
manage your assets during these uncertain times.
May a better state of affairs lie ahead!
Parkside Investments, LLC
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Please contact your Parkside representative at 312/778-7700 if there are any changes to your financial situation or
objectives, or if you wish to modify any restrictions on your account.
Parkside Investments, LLC maintains a business continuity plan and periodically reviews the plan for disaster
preparedness. In an emergency, news updates will be posted to our website www.parksideinv.com until the critical
situation has been resolved. You may also contact us through our individual phone lines and e-mails or by our main
phone 312/778-7700 and e-mail address info@parksideinv.com. Your calls and e-mails will automatically forward to
other devices away from our offices.

Disclosures: The information contained in this message is intended to provide general information only and should
not be construed as an offer of specifically tailored individualized advice or results. Clients or prospective clients
should not assume that their performance will equal or exceed historical market results and/or averages. The
securities identified and described do not represent all of the securities purchased, sold, or recommended for client
accounts. The reader should not assume that an investment in the securities identified was or will be profitable.
With any investment, there is the possibility of loss as well as gain. Past performance is not indicative of any
specific investment or future results.
Benchmark performance shown for various market indices is shown with interest and dividends reinvested and
gross of all fees and expenses. An investor’s individual performance would include interest and dividends
reinvested, but would be net of all fees and expenses incurred from transactions and management of their portfolio.
No one can invest directly in a benchmark.
Views regarding the economy, securities markets or other specialized areas, like all predictors of future events,
cannot be guaranteed to be accurate and may result in economic loss to the investor. All statements other than
statements of historical fact are forward-looking statements (including words such as “believe,” “estimate,”
“anticipate,” “may,” “will,” “should,” and “expect”). Although we believe that the expectations reflected in such
forward-looking statements are reasonable, we can give no assurance that such expectations will prove to be
correct. Various factors could cause actual results or performance to differ materially from those discussed in such
forward-looking statements.
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