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MARKET PERCENTAGE TOTAL RETURNS AS OF MARCH 31, 2022

Index Q1 2022 One Year Five Years (annualized) Ten Years (annualized) 

Bloomberg U.S. 
Aggregate Bond Index -5.93 -4.15 2.14 2.24

S&P 500 Index -4.60 15.65 15.99 14.64

Russell 2000 Index -7.53 -5.79 9.74 11.04

MSCI EAFE Index -5.91 1.16 6.72 6.27

MSCI Emerging 
Markets Index -6.97 -11.37 5.98 3.36
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I N S I D E  T H I S  I S S U E

By Matthew C. Kelman, 
Vice President & Institutional 
Trust Fiduciary Manager 

Following the relative stability at 
the end of 2021, which led to a 
broadly risk-on tone for last year as 
a whole, the global economy and 
financial markets saw a return of 
volatility at the beginning of 2022, 
which was only exacerbated by 
war breaking out in eastern Europe 
for the first time in decades. 
Inflation, which monetary policy 
makers thought would be a short-
term phenomenon in 2021, roared 
to generational highs by quarter-
end, with no immediate end in 
sight. The Federal Reserve raised 
short term rates for the first time 
since the pandemic and began 
discussing whittling down their 
bond portfolio in the months and 
years ahead, while the COVID-19 
pandemic continued to simmer 
in the background, most notably 
impacting the Chinese economy 
through their central government’s 
COVID-zero approach.

Global equity markets began the 
quarter by hitting all-time highs 
on the first trading day of the 

year before volatility markedly 
accelerated due to the cross-
currents of tightening financial 
conditions and the latest wave 
of the COVID-19 pandemic 
weighted against continued 
economic growth and lingering 
stimulus effects. By quarter-end 
though, almost all non-petroleum 
exporting countries had losses 
in their local-currency equity 
markets, with results appearing 
even worse when translated into 
U.S. dollars which continued to 
strengthen during the quarter. 
Equity markets, as a whole, saw 
mid-single digit losses, with 
large cap stocks outperforming 
small caps and value stocks 
outperforming growth. This latter 
dynamic may be caused by the 
more cyclical nature of traditional 
value stocks, while higher interest 
rates meant higher discount rates 
for long-duration growth stocks 
whose cash flows primarily lie 
well into the future.

In fixed income markets, 
persistent inflation along with 
rising inflation expectations led 
to significant increases in interest 
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rates during the first quarter, which caused the 
overall bond market to drop by one of the largest 
quarterly amounts in decades. The Federal Reserve 
raised short-term rates for the first time this cycle 
while communicating their intention to aggressively 
raise rates further, while also starting to allow their 
bond portfolio to roll-off, in order to combat the 
generational highs in inflation. The combination 
caused significant flattening in the U.S. Treasury 
curve with the 2s-10s spread moving from 0.79% to 
0.04%. Credit generally outperformed more interest 
rate sensitive sectors with the sell-off in rates and an 
economy continuing to grow (at least in nominal if 
not real, inflation-adjusted terms).

Looking ahead, we expect volatility both within and 
across financial markets to continue to stay elevated 
as the Federal Reserve continues to ramp up interest 
rate increases and begin the process of selling off a 
portion of their voluminous bond portfolio, while the 
potential for additional COVID waves and geopolitical 
risks continue to impact the global economy. Although 
uncommon to have stock and bond market prices 
move in the same direction over longer periods of 
time, the first quarter showed that they can move 
in tandem over shorter time frames. However, the 
consolation for living through these periods of 
volatility is that we have historically been compensated 
with the higher long-term returns—something we’ve 
grown accustomed to over the past decade-plus. 
Previously, these periods tend to set the markets up for 
better expected returns in the future, which is why it is 
critical to stay the course with a long-term investment 
plan, through good times and bad, if we want to 
achieve the long-term goals that we have set.

Sudden Wealth?

By Michelle Gordon 
Investment Officer

You just received a large windfall from an expected 
or unexpected source. Now what? We can help you 
answer that question. 

Receiving a financial windfall can sometimes 
create as many problems as it can solve. To avoid 

some of the common pitfalls, here are a few financial 
planning pointers:

Enlist the help of experienced professionals  
Finding the right mix of tax, legal, estate and wealth 
management advisors will help you effectively 
manage your windfall. Mistakes can be avoided by 
working with an experienced team who can help 
with: investment decisions, tax liability, retirement 
planning, estate planning and researching perplexing 
and complicated issues.

List your goals 
Writing out your goals will keep you focused on what 
matters most to you and will help you maximize your 
windfall. Your goals might include: spending more 
quality time with family, working toward financial 
freedom, helping those less fortunate, paying off 
debts, setting up a trust fund, giving more to charity 
or paying for someone’s college education.

Investigate the tax liability 
Knowing your tax liabilities will give you a realistic 
look at how much you have to spend, save, invest 
and gift. Talk with a tax professional to determine 
whether or not the money you’ve gained from your 
windfall is taxable, and if it is, set aside enough 
money to cover the taxes. 

Save some 
An emergency fund is vital and building it up is one 
of the first things you should do with your windfall 
assets. Emergency funds are typically held in a high 
yield savings account intended to cover 6-9 months’ 
worth of essential living expenses. Setting aside a 
portion of your windfall in an emergency fund will 
give you more peace of mind and help prepare you 
for unforeseen emergencies.

Pay off debt 
Always consider paying off higher-interest loans 
first, such as credit cards, personal loans, and vehicle 
loans. Using your inheritance to pay off a loan or 
credit card may not seem too exciting, but if you have 
debt with interest rates that, when flipped around, 
would be a great investment, then you should rid 
yourself of that debt. 

Sell assets you can’t afford  
Sometimes, your inheritance comes in the form of 
real estate. You might be tempted to hold on to it 
because you have an emotional connection to it, but 
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if you can’t afford to maintain it—upkeep, property 
taxes, HOAs, insurance, etc. —it might be best to 
sell it before you burn through your savings to 
maintain it.

Invest some 
One way to invest the money is to choose quality 
mutual funds with a good earnings track record and 
low fees that match your risk tolerance and investing 
objectives. We can help you with this. In addition, if 
you have a retirement account (e.g., 401(k), IRA), you 
can use part of your windfall to fund the maximum 
amount allowed which can grow your windfall into 
longer-term gains.

Set aside some for fun  
Have some fun! It is important to have fun, but don’t 
forget to track your spending and stop as soon as you 
reach the amount you set aside for enjoyment. The 
majority of your windfall should be used to create or 
increase your emergency fund, pay down debt and 
invest for your future. 

Give us a call. We’re here to help! 
Our Wealth Management team is here to assist and 
offer you support.

Recent Economic Highlights

By Argus Research Company

GDP tumbles 1.4% in 1Q  
U.S. GDP unexpectedly contracted at a 1.4% 
annualized rate in 1Q22, well below the consensus 
forecast of 1.5% growth and the 6.9% growth 
recorded in 4Q21. Segments of the economy that 
struggled included PCE-nondurable goods (-2.5%), 
export goods (-9.6%), and government spending 
(-2.7%). The PCE price index rose 6.5% following 
a 5.3% increase in 4Q. Excluding food and energy 
prices, the PCE price index increased 5.2%, compared 
to an increase of 5.0% in 4Q. 

March jobs growth solid, but below forecasts 
The U.S. economy added 431,000 jobs in March, down 
from 750,000 in February and below the consensus 
expectation of 500,000. The unemployment rate 
dropped two-tenths of a percent to 3.6%, and the 
number of unemployed persons fell to 6.0 million 

from 6.3 million. Average hourly earnings increased 
$0.13 from the prior month and 5.6% from the prior 
year, compared to 5.1% growth a month earlier. 
Jobs gains occurred in leisure and hospitality as 
well as retail, which suggests strength in consumer 
spending; professional and business services; 
manufacturing; and construction. The report 
indicates that the U.S. economy remains on a growth 
track, despite COVID-19 variants, the Russian invasion 
of Ukraine, and higher gasoline prices.

Inflation running hot 
Pricing pressures are hot and the Federal Reserve is 
respond ing. Recently, the Bureau of Labor Statistics 
reported an 8.5% increase in overall inflation, driven 
by 32% higher energy prices, 35% higher used-car 
prices, 12% higher commodity prices, and 9% higher 
food prices. The only category that is below recent 
historical trends is Medical Care Commod ities and 
Services, which remains below 3.0%. According to 
surveys, consumers and investors expect inflation to 
decline back toward the Fed’s target of 2.0% over the 
next five years. 

Housing prices march upward 
The U.S. housing market has been an important 
contributor to the economic recovery from the 
pandemic. High prices have cooled the market a 
bit, but many metrics remain positive. Indeed, the 
National Association of Realtors recently reported 
that existing home sales in February 2022 totaled 6.0 
million at a seasonally adjusted annual rate—down 
7% month-over-month. The Commerce Department 
reported that new single-family homes were selling 
at a 772,000 annualized rate in February—down from 
860,000 in December 2021. Meanwhile, a leading 
indicator for the industry, housing permits, rose to 
an annualized 1.9 million in February, a pandemic-era 
high. Housing prices remain hot. The S&P/Case-Shiller 
National Home Price Index for January 2022 showed 
that prices were up 19% from the prior year. The high 
prices have boosted housing inventories. According 
to the U.S. Census Bureau, there is a 6.3-month 
supply of existing homes for sale (versus the average 
range of 4.5-7.5 months). 

Household finances in good shape  
The Federal Reserve keeps track of household debt 
service payments as a percentage of disposable 
personal income. This metric—the lower the 
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better—has fallen from 9.9% prior to the pandemic 
to 9.2%. During the depths of the pandemic, when 
households were receiving stimulus checks and 
sheltering in place, the ratio dropped to 8.4%. The 
av erage debt level since 1980 has been 11%. The 
high-water mark was established during the Great 
Recession at 13.2%. We would not be surprised to see 
households take on a bit more debt in the coming 
quarters, as there is pent-up de mand and consumer 
confidence may improve as nonfarm payrolls 
continue to grow. 

China and Japan: largest owners of U.S. debt  
Outside of U.S. investors, the two largest holders of 
U.S. public debt are Japan (which owns 4.4%) and 
China (3.6%). Other nations among the top 10 own 
9%, so the top-10 holders collectively own 17%. 
The total of U.S. debt owned by foreign holders is 
$7.7 trillion, or about 26%. We suspect that these 
holders are unlikely to push the U.S. government 
to reduce debt; nor will they dump their holdings. 
Japan’s holders are long-term in nature and China 
has no reason to sell a large portion of its holdings 
(as the increase in supply would merely depress the 
price of the balance of its holdings, and may even 
weaken the dollar, creating trade repercussions). 
Local U.S. holders can rest (relatively) assured that the 
government’s printing presses will pump out money 
until all are paid.

What’s New in T & I

Exchange Bank Welcomes Bill Ryan, 
VP, Senior Investment Officer 

I am pleased to introduce 
and welcome Bill Ryan to 
the Trust and Investment 
Management Team. Bill will 
assume the role of vice president 
and senior investment officer 
responsible for Investment 

Management in our South Bay, Sacramento and 
Sonoma County markets.

Bill brings with him over 30 years of experience in the 
financial industry, having worked for Comerica Bank, 
Charles Schwab, UBS and Pacific Stock Exchange 
before joining Exchange Bank. Bill has held the roles 
of senior investment strategist, financial advisor and 
relationship manager, and independent options 
market marker. He also served on the Member 
Investment Policy Committee Working Group, 
co-managed the large cap core strategy, and was 
an equity analyst during his time at Comerica Bank.

Bill attended Boston College and earned his BA in 
Economics and Philosophy.  

Bill grew up in Oakland, California, and has two 
adult children. In his free time, Bill enjoys climbing, 
camping, hiking and skiing. Bill also enjoys 
volunteering at the Alameda Food Bank.

Join us in welcoming Bill to the Exchange Bank 
Trust & Investment family!

John Mackey 
Managing Director of Investments & Fiduciary Services
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Email Delivery of Wealth Management Update 
If you are a client or an estate planning professional and you have changed your 
email recently, please give us a call so that we can update our records. Print copies 
will continue to be mailed by request.

We hope you enjoy our quarterly update and musings, and we look forward to 
continuing our coverage of an array of wealth management topics that can assist 
you in meeting your investment, retirement, and estate planning goals.

If you would like to be removed from our mailing list, please contact: 
ebmarketing@exchangebank.com.

http://exchangebank.com/trust-investment
mailto:ebmarketing%40exchangebank.com?subject=

