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TINA TIAA! 
In early 2020, the Covid pandemic prompted governments to shut down whole economies. Racing to the 
rescue here in the U.S., the Federal Reserve and Washington pumped an unprecedented $ trillions into 
our economy. By mid-March 2020, the Fed had cut the Fed Funds rate to a historically low 0.25%. Soon 
it was crystal clear that bonds were an unwise investment, providing a tiny or even negative yield. After 
a sharp drop in stock markets worldwide and with strong tail winds from central banks and central 
governments, stocks plainly were a bargain compared to bonds. Investors realized THERE IS NO 
ALTERNATIVE (TINA). 
 
TINA was now the call, and that call paid off handsomely: the major stock market averages are up over 
70% since the March 2020 market low. But the Covid lockdown, especially in China, caused 
unprecedented supply chain disruptions that, along with the $ trillions of infusions into our economy, 
boosted inflation to levels not seen since the early 1980s. 
 
At this point, the Fed’s mandate is to direct monetary policy to maximize employment and stabilize 
prices. We have full employment, so Fed Chairman Jay Powell’s focus is stable prices, aiming to reduce 
today’s 8% inflation rate to about 2%. Starting in January 2022, the Fed made it clear it would be using 
the tools it has to achieve this goal: aggressive interest rate hikes and a slimmed-down balance sheet.  
 
By mid-June, with Fed Funds at only 1.5%, the stock market had corrected about 20% and there were 
signs inflation had peaked. Then the market rallied to mid-August, gaining about 17%. Since then, key 
inflation numbers and Jay Powell’s short (nine minutes), hawkish speech at Jackson Hole have rendered 
the stock market’s near-term outlook quite murky. But the interest rate hikes we mentioned, along with 
the Fed’s quantitative tightening, have produced an investment vehicle that offers an enticing substitute 
for stocks and their historical returns. Today’s call is THERE IS AN ALTERNATIVE (TIAA): bonds. 
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Leading indicators correctly predicted a strong worldwide recovery coming out of the 2020 Covid 
shutdown (see above). They now forecast a possible worldwide recession. Fed tightening and the 
resulting decline in stock and housing prices have sharply reduced consumer net worth (see below). 
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We are seeing the largest month-over-month declines in M2 in history, reversing the upward explosion 
of money injected during the 2020 Covid shutdown (see above). A strong U.S. dollar is a drag on growth 
and puts downward pressure on commodity prices (see below) portending a steep decline in inflation. 
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M2 growth is slowing (see above), which puts the brakes on the economy, thus placing downward 
pressure on retail pricing power, just as many retailers now have a surplus of inventory and sales growth 
is diminishing (see below). This will certainly crimp employers’ ability to meet workers’ demand for 
higher wages, and it will probably cause layoffs. So, more signs of inflation rolling over. 
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It is not the case right now, but when the Fed Funds yield has exceeded the yield on the ten-year Treasury 
bond for a few months, a recession has always followed 6-12 months later (see above). The stock market 
has tanked and the economic outlook for the world has been gloomy. We may be approaching the bottom 
of the “Market Cycle” (see below), at or near a good time to be invested. 
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Both tax-free municipal bonds and taxable corporate bonds offer a competitive and attractive alternative 
to stocks. Yields (see charts) are at levels we have not seen in years. A 4% yield on a 5–10-year municipal 
bond equates to an 8% yield on a fully taxable corporate bond, assuming a 50% tax bracket. 
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A Bridge Too Far? 
 

There is ample evidence that Federal Reserve and other Central Bank tightening is starting to bite. 
Leading indicators, worldwide, are rolling over, stock markets have sharply corrected, as have home 
prices. These factors have abruptly slashed consumer net worth. Money supply growth has shown its 
sharpest decline in history, slowing demand for commodities. Interest rate increases, diminishing M2 
growth, and quantitative tightening have pushed the dollar to ever-new highs, putting downward pressure 
on inflation and asset prices in the U.S., while exporting inflation to the rest of the world. This in turn 
has prompted our trading partners to raise interest rates to protect their currencies. Many supply chain 
problems have reversed so that numerous retailers now have excess inventory, making it difficult to raise 
prices while labor is still playing catch-up and demanding wage hikes. A strong dollar, rising labor costs, 
and the inability to raise prices will narrow margins and put downward pressure on company earnings. 
All of this is deflationary and should put the end of this tightening cycle in sight.  
 
But there is a counter force. The party in power controls U.S. fiscal policy, and right now it is 
undermining Fed policy, by continuing to pump $ trillions of liquidity into the economy. That is 
inflationary (Inflation Reduction Act?), just as the Fed is withdrawing liquidity to fight inflation. 
Congress and our President may be pushing the Fed “A Bridge Too Far,” by forcing it to tighten even 
more to get inflation under control and significantly boosting the likelihood of a recession in 2023.  
 
There is always a lot of uncertainty extrapolating the future. We can write about what is certain today – 
bond yields are an example – and look at potential scenarios for what will come. If Fed funds yield move 
above the ten-year yield, that is almost certain to keep downward pressure on stocks and cause a 
recession (see upper chart on page 5). If the unemployment rate moves up to 4.5% or higher, we will 
have a hard landing in the form of a recession. Another possibility is a “Lehman Brothers” event, some 
unpredictable global shock that will cause the stock market to plummet but recover quickly because the 
Fed is forced to reverse course and cut rates. 
 
In any case, we see this as the time to take advantage of today’s attractive yields and add to your bond 
portfolio. 
 
We also point out that the “market cycle” anticipates and leads the “economic cycle,” foreseeing where 
the economy will be and pricing into the stock and bond markets where the economy will be well before 
it gets there. Intermediate-term interest rates have anticipated a terminal Fed Funds rate of about 4.5%, 
making today’s yields attractive. Risk asset prices, stocks, and real estate have fallen precipitously, 
hopefully discounting much of the coming worldwide slowdown.  
 
Our advice? Keep the faith! Do not sell your equities during a bottoming market and take solid comfort 
locking in some of today’s attractive bond yields. 
 
Jay Kellett, Founder and CEO, and your KCM Team  
 
 
 
 Note:  All the graphs were produced by KCM, with data from Bloomberg. 
 


