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The Current Situation

Market Pressures Continue in September   
After a brief rally in early September, markets resumed their slide.  
In September, domestic stocks (S&P 500) fell -9.2%. Other markets 
fared worse, including international stocks and emerging markets  
equity, which returned -9.3% and -11.7%, respectively. Further, bonds, 
which normally protect capital in difficult times, lost -4.1% for  
the month, as reported by a broad measure of the fixed income  
markets. Commodity prices also trended lower through the month.  
On a year-to-date basis, returns have declined to their 2022 lows, with 
the S&P 500 down -23.9%, international developed markets -26.7%,  
emerging markets -27.0%, and broad fixed income markets -14.6%. 

What is driving these negative performance numbers and the  
volatility that accompanies them? Perhaps culprit number one  
is the global policy makers, whose actions and statements to limit 
inflation have become increasingly more aggressive. Some investors 
believe that those central banks, including the Federal Reserve (Fed),  
that adopt a hawkish monetary stance may heighten the likelihood  
of a recession. In turn, this has pressured capital markets. The other side 
of the argument is that without a tough policy stance, inflation might 
grow stronger, resistant to any future policy measures. We expect 
volatility in the capital markets to continue for some time, as the 
pathway forward remains unclear. Despite the current, mostly  
negative environment, we believe central banks will be  
responsive to the dynamic environment and provide some  
measures of stability.

Gregory W. Golinski, CFA
Director of Analytics
Partner
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The Roiling Currency Markets
An important dynamic that has emerged recently  
is the strength of the U.S. dollar versus other  
foreign currencies. As can be seen in the chart below, 
the dollar has risen to levels not seen in two decades. 
Currencies can seem esoteric, but in times of high 
volatility it’s important to understand their role  
and impact on markets.

A couple of factors are driving recent dollar  
strength. As the Fed has raised interest rates to fight 
inflation, dollar denominated assets have become 
relatively more attractive than assets of other 
currencies. While other countries are taking similar 
action to fight inflation, the perception is that the 
U.S. is doing a relatively better job. In addition, the  
dollar has traditionally been considered the  
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world’s “reserve currency,” and in times of significant 
uncertainty and stress, investors often flee to dollar 
assets to protect capital.

A stronger U.S. currency means that a dollar  
can now purchase significantly more of a foreign 
currency (or goods from a non-dollar denominated 
economy) than it could just a year ago. One result  
of a stronger dollar is that U.S. exports look more 
expensive to other countries, while their imports 
look less expensive to Americans. This trade effect 
causes inflation to be more severe outside the U.S.  
An example of this can be seen in oil prices in 
Europe. Since oil is priced in dollars, it becomes more 
expensive to Europeans as the dollar strengthens. 
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While a strong currency has some benefits  
to the host country, there are also negatives.  
The largest and most successful companies  
in the world are almost always global, and their  
non-domestic-derived earnings are constrained  
by the unfavorable currency translation. To the 
degree that the strong dollar further weakens  
foreign economies, global growth itself will slow, 
which is a headwind to all companies. Perhaps  
most importantly, movements in currencies and 
interest rates are unsettling to capital markets,  
which abhor uncertainty. Despite these near-term 
disruptive shifts in the currency markets, over the 
long-term, currencies tend to find an equilibrium  
and should become less of a concern from the 
perspective of capital markets over time. 

Our Investment Approach and Strategy

Global Battle Against Inflation Continues
A defining feature of capital markets remains  
the battle against inflation, and its impact  
on economic growth, jobs, and asset returns. 
Government statistics on inflation confirm that 
growth in prices remains stubbornly high, although 
there are encouraging signs that we could soon  
see it retreating to more palatable levels.  The 
problem for central banks is that they cannot take  
a “wait and see” approach, as their previous attempts 
to wait out inflation have left them behind the 
curve. Because of this, the expectation is that the 
Fed and other central banks will continue to raise 

interest rates aggressively in the near term,  
with the possibility that by the end of 2022,  
the Fed Funds Rate (the rate the Fed can adjust)  
will approach 4.3%. 

One of the results of rising rates is that we are now 
seeing yields on U.S. government bonds higher than 
they have been in a decade. This means that for the 
first time in a long time, portfolios are able to 
generate meaningful returns in fixed income assets. 
We have been evaluating and reconfiguring 
selected fixed income positions to take advantage 
of these higher yields. 

We have also been using the volatility in equity 
markets to adjust portfolios, as market movements 
provide opportunities to reposition and rebalance 
within the individual stock universe, as well as 
among managers. While we have not made any 
significant changes to our overall investment policy 
yet, we continue to evaluate opportunities that will 
enhance our added value, at least on the margin. 
This includes refreshing some of our current 
managers and stocks.

continued on page 4

Central banks cannot take a  
“wait and see” approach to  

battling inflation
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This communication is not intended as a recommendation or as investment advice of any kind. It is not provided in a fiduciary capacity and may not be relied 
upon for or in connection with the making of investment decisions. Nothing herein constitutes or should be construed as an offering of advisory services or an 
offer to sell or a solicitation to buy any securities. Investing involves risk, including the possible loss of principal. All content is provided for informational or 
educational purposes only. Klingenstein Fields Advisors (“KF Advisors”) represents two investment advisers registered with the Securities and Exchange 
Commission: Klingenstein, Fields & Co., L.P. and KF Group, LP. KF Advisors is neither a law firm nor accounting firm, and no portion of its services should be 
construed as legal or accounting advice.

What We Are Looking at Going Forward

The Fed and central banks continue to warn  
of future pain from rate rises. There is increasing 
dissention in the markets that the Fed could  
be taking too aggressive an approach, since  
the economy already is set up to slow down.  
Mortgage rates have become stiflingly high,  
declining asset values have eroded wealth,  
and we have seen a retreat in many commodity 
prices. Considering this, it is as crucial as ever that 
the Fed and other central banks act in a prudent 
way and consider in real time the signals from 
capital markets. On this front, it is encouraging  
to see the U.K. central bank stepping in after some 
questionable tax policies agitated the U.K.’s bond 
and currency markets. While we take the Fed  
at its word that further rate increases are coming,  
we also believe that they will be prudent and 
responsive to the data.  

Other areas we are watching include the labor 
market, which remains solid, although there  
is increasing evidence of slowing corporate hiring  
and layoffs. Expectations for GDP and corporate 
profit growth continue to fall, and having that 
deterioration take place will be crucial to the 
market’s recovery. Lastly, the geopolitical situation 
remains fluid, and we are still watching closely  
the hostilities between Russia and Ukraine. 
 While we expect the near term to remain volatile 
and unsettling at times, we remain optimistic  
in the long-term power of capital markets  
to grow and protect wealth over time.


