MARKET COMMENTARY

April 1, 2022

THE HITS KEEP COMING
Higher rates, persistent inflation, a hawkish Fed and geopolitical risk roiled the markets
in the first quarter.
Three months ago, we published our outlook for 2022, titled ‘Less of a Sure Thing.’
Therein, we suggested that monetary policy could go from tailwind to headwind, inflation
remain stubbornly high, interest rates rise, equity multiples contract and investors should
be prepared for elevated volatility. We commented that the ‘everything rally’ seemed
unlikely to continue and we advised approaching markets with equal parts vigilance and
opportunism.
Being ‘right’ has never felt less rewarding.
• The Federal Reserve raised rates in March and it expects persistent increases through
2023. Plans to reduce their balance sheet are forthcoming, which will further tighten
credit.
• The most recent inflation reading was 7.9% year-over-year.
• The benchmark 10-year US Treasury rate has risen from 1.5% to 2.5%.
• Real rates (Treasury rates after inflation) are still negative but have increased 0.4%.
As real interest rates rise, high-multiple growth stocks tend to do poorly.
• At one point, the NASDAQ Composite, which skews towards expensive tech, was down
19% year-to-date.
One quarter into the year, much has played out as we expected. But what we did not expect
was Russia’s invasion of Ukraine in February. While the humanitarian costs are far more
important, this has exacerbated an extremely tight commodity market. Oil rose from $78 to
$128, nickel rose 90% in roughly a week and fertilizer prices skyrocketed. The ultimate
duration of this conflict is anyone’s guess but combine this with additional Covid lockdowns
in China and we no longer expect a reprieve from inflation in 2022.
The Fed has the unenviable task of taming inflation without causing a recession, a so-called
‘soft landing.’ They’ve done it before, most recently in 1994, but it’s an exceptional feat of
central bankery. More often than not, increasing rates slows economic growth, dampens
risk-taking, reduces asset prices and can often trigger a recession. The temple priests of
macroeconomics like to study the shape of the yield curve, suggesting that a flat curve
portends a recession is looming. And you guessed it, the yield curve is currently flattening.
While the persistence of inflation has been frustratingly long, and each factor has a rational
and seemingly temporary cause, the more ‘the hits keep coming’ the more likely inflation is
to become entrenched. Since last July, average hourly earnings have consistently grown at
4-5%. This, combined with over $2 trillion of excess savings from the pandemic has the
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potential to create a wage-price spiral, a self-reinforcing feedback loop of higher and higher
inflation expectations. Consumers have noticed and sentiment is down sharply from prepandemic levels. It hasn’t resulted in demand destruction thus far, but it might, which would
have negative implications for GDP growth.
Monetary policy is, by definition, a blunt instrument and increasing rates won’t ease supply
chain disruptions or lower the price of oil. But the Fed’s patience is starting to look like a
policy mistake. Many argue that they have let the economy run too hot for too long already,
and they risk losing credibility with capital providers.
When it comes to higher rates and higher inflation, neither equities nor fixed income are
immune. While equities may see their prices decline and their multiples contract, at least
they could potentially earn their way out of it in the future. Bonds don’t enjoy the same
optionality and the first quarter represented the worst performance for fixed income as an
asset class since 1949. After a 40-year bull market in fixed income, it’s almost as if investors
forgot they could lose money. Overwhelmingly, our clients remain short duration, which may
help soften the blow from rising rates and allow them to reinvest at higher prevailing rates.
But that’s the thing about inflation. Unless you own commodities outright, there aren’t many
places to hide.
Like we said last quarter, we would advise moderating your expectations for strong returns in
2022. Markets price new information every day. Right now, it’s repricing higher rates, higher
inflation and geopolitical risk. Some will argue that the price declines year-to-date already
sufficiently discount sharply higher rates. Others that the conflict in Ukraine will find a
peaceable solution (something we ardently hope for). We consider these possibilities, but also
recognize that the world has a lot of excess liquidity and there aren’t many attractive homes
for it, which despite short-term performance risk, leaves equities as one of the few games in
town.
But that’s the beauty of our process. We buy exceptional businesses with strong growth
prospects at reasonable valuations which shouldn’t require us to forecast inflation, interest
rates or the outcome of military conflicts. While all investing involves risk, including the risk
of loss, we adhere to our process because it seems a logical way to provide durable returns
over multiple business cycles, whether rates are rising or falling and in times of peace and
war. The returns may not be smooth and past performance provides no guarantee of future
results, but thus far, they’ve been satisfactory.
Thank you for your continued support and should you have any questions, don’t hesitate to
reach out to your Relationship Manager.

Bridges Investment Management Investment Committee
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DISCLOSURES AND IMPORTANT INFORMATION
Bridges Trust traces its roots to 1945 when Marvin W. Bridges Sr. became the first investment adviser in Nebraska
and 208th in the country to register under the Investment Advisers Act of 1940. "Bridges Trust" and its logo
reference independent services offered by Bridges Trust Company (BTC), Bridges Trust Company of South Dakota
(BTC-SD), and Bridges Investment Management Inc. (BIM). Trust, custody and related services are provided by BTC,
a trust company chartered through the Nebraska Department of Banking and Finance, and BTC-SD, a trust company
chartered through the South Dakota Division of Banking. BTC and BTC-SD as well as certain individual clients
directly utilize the investment management services provided by BIM, an SEC registered investment adviser, with
further information available at www.adviserinfo.sec.gov/firm/108028 and www.bridgesinv.com. The registration
of an investment adviser does not imply any level of skill or training.
This communication is provided to Bridges Trust clients for informational purposes only and is not a
recommendation to purchase, hold, or sell any security. We believe the information presented is reliable, but we
do not guarantee its accuracy. Each investor’s situation is unique, so please work with your Relationship Manager to
develop an individualized investment plan before investing.
The Nasdaq Composite Index is the market capitalization-weighted index of over 3,000 common equities listed on
the Nasdaq stock exchange. Indices, market data, and analysis are the property of their respective owners, all
rights reserved.
Sources: BofA Global Investment Strategy, Bloomberg L.P, FactSet, Federal Reserve Economic Data, Green Markets,
University of Michigan, and U.S. Bureau of Economics Administration.
Investing involves risk and the possibility of loss.
Past performance is no guarantee of future results.
CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS: This communication contains forwardlooking statements that involve substantial risks and uncertainties. We believe it is essential to communicate our
expectations to our clients. However, there may be events in the future that we are not able to predict accurately
or over which we have no control. Actual results or actual business or other conditions may differ materially from
those contemplated by any forward-looking statements, and we are not under any duty to update the forwardlooking statements contained herein. Given these risks and uncertainties, readers are cautioned not to place undue
reliance on such forward-looking statements.
CAUTIONARY STATEMENT REGARDING THIRD PARTY INFORMATION: This communication includes financial
information, market data, and certain other statistical information and estimates based on reports and other
materials prepared by independent sources, as well as management's own good faith estimates and analyses. We
believe this third-party information to be reputable but have not independently verified it. Information that is
based on estimates, forecasts, projections, market research, or similar methodologies or assumptions is inherently
subject to uncertainties, and actual events or circumstances may differ materially from events and circumstances
reflected in this information.

Visit bridgestrust.com for more information on Bridges Trust’s capabilities.
To read more commentary provided by Bridges Trust, please visit our INSIGHTS page.
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