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 10/13/2022 

Dear Clients and Friends: 

Another quarter has come and gone, and it is the third in a row that we are happy to have end.  The 
general stock market was down almost five percent as measured by the S&P 500 Stock Index adding to 
the year-to-date miseries for a negative return through September 30 of about 24% even after adding 
back income earned.  The market has rebounded modestly since the end of September but overall, it 
has been a tough year so far for equity investors.  

And there has been little solace for bond investors either.  As shown below, long-term (“safe”) Treasury 
Bonds were down even more than stocks (31%) as inflation driven interest rates have risen substantively 
this year. 

Benchmark Index Total Returns 
Quarter 
Ending Year to date 

9/30/2022 9/30/2022 

Lipper Balanced Fund Index -5.2% -19.8%

S&P Dividend Aristocrats -2.9% -14.7%

S&P 500 Stock Index   -4.9% -23.9%

Russell 1000 Value Index -5.6% -17.7%

3 month US Treas. Bill Index 0.43% 0.47%

S&P-7-10-Year-US Treas. Bond Index -5.5% -15.6%

S&P U.S. Gov & Corporate 30 Year Bond Index -10.4% -31.2%

While the news always seems the worst at market bottoms (“are we there yet?”), believe it or not we 

continue our sense of optimism for the long run.  Despite all our unsettled issues, in our minds, the U.S. 

continues to be the best place in the world to invest your money.  Looking out over the next 3-5 years, 

common stocks may not produce returns as high as the last decade but it is our firmly held belief that 

five years from now, we will find that equity securities will have provided the best returns available from 

liquid investments over that period. 
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Where are we now? 

In most of our previous letters, we have used this space to communicate what we think is important for 

our clients to know about market conditions and what they suggest for the future.  But the question on 

everyone’s mind today is simple - will what comes next be worse than what we have seen so far in 

2022? 

In fact, a client asked us just this question a few days ago.  Emily received an email referring to an article 

that recently appeared in Barron’s magazine.  Her answer provides a thoughtful response on this whole 

question.   

For those who would like to read the article it is attached as a PDF file above. 

 

Email received: 

Subject: Thoughts??  

Hi all, Sounds pretty bad. What are your thoughts or ideas on how to protect ourselves as much as 

possible?        Can we prepare somehow? 

BARRON'S: This Stock Market Strategist Says the Coming Recession Could Be the Biggest Ever: ‘I 

Recommend Prayer’ 

 

Response from Emily: 

I think the big thing this article is missing is the fact that markets are forward looking, and the recent 

market events MAY already reflect this.  We don’t know if the worst has passed yet or not, though 

historically it tends to take about 18 months for the market to truly hit bottom and turn around so there 

may very likely be more pain to come as we’re still less than 12 months in.  However, it may very well be 

that by the time we have firm confirmation of a recession, the market is already beginning to look up, as 

it has in the past.   

This is why we don’t try to time the market.  The most difficult piece of market timing is knowing when 

to get back in because the initial snap back tends to come very quickly before anyone really notices and 

even before all the bad news has passed.  A recession seems likely (if it has not already arrived), and it is 

unclear how bad it may be. We always must remember that the most negative opinions generally sell 

the most articles.   

We do know that our economy is cyclical, and we see no reason why it won’t eventually bounce back as 

it always has, even if we have a rough year or two ahead of us.  As we look out several years there is no 

place we would rather invest than in the U.S., despite the current difficulties.   

A “soft landing” never really seemed feasible in our opinion because of the way the Federal Reserve 

Bank works.  It has been our belief that the Fed should have begun to normalize interest rates years 

ago.  Keeping rates artificially close to zero for so long had real consequences such as pushing more 



 

3 
 

money into the stock market as people sought higher returns and in doing this, forced the market ever 

higher.   

The Federal Government (under both Democrat and Republican administrations) has made a business of 

spending more money than it takes in.  Eventually this will become unsustainable, though ironically, a 

little bit of inflation could help make our debt more manageable by reducing its “real” value at payback 

time.  The debt situation was made worse by Covid and the fact that a lot of the aid provided was 

broadly handed out to nearly everyone rather than concentrating on the sectors and people who 

needed it most.  That and shutdowns that have clogged up supply chains have worsened the inflation 

we are seeing today.   

The Fed was slow to realize that the inflation that began a year or two ago was not temporary in nature 

when it may have had a better chance to bring it in check, so now it is playing catch up.  As an aside, the 

Fed is almost always late when taking action.  

The Fed’s main job is to maintain a low rate of inflation (the current target is around 2%), with a further 

objective of maintaining full employment – a very difficult task as the two objectives are often in 

conflict.  A weaker economy usually brings lower inflation while a strong economy almost always pushes 

inflation higher.  The Fed has no mandate to avoid recession despite political pressure that’s often to the 

contrary.  The cost of fighting inflation is likely a recession, but history has shown that a recession is 

better than the alternative of out-of-control inflation.   

The article implies that the Fed is missing this information somehow, but we disagree. We believe the 

Fed is (finally!) acting in line with its obligation to bring inflation under control even though it will likely 

result in continued pain (if we have not seen enough pain already).  Where we believe McCullough goes 

wrong is he implies that the Fed should pivot once it realizes we are in a recession, which will just 

increase stock volatility and perhaps worsen the damage in the market.  In fact, the Fed has no 

compulsion to do so and has already implied that it will continue raising rates until there are clearer 

signs that inflation is under control.  This could mean shorter term pain but a smoother eventual 

recovery if the Fed remains true to its mandate.            

In terms of what Loudon Investment is doing, we are gradually selling and trimming the stocks that have 

held up best in order to buy companies that are currently depressed but should fare well in the coming 

years even if times are tough.  Companies like Cardinal Health, Enterprise Products, Amgen, Lockheed 

Martin, Archer-Daniels-Midland, and AbbVie have all outperformed year to date by a large margin.  Over 

time we can sell a few of these and buy up stocks that we believe have overreacted to the downside, 

companies like JP Morgan (banks tend to perform well in periods of higher interest rates), Federal Realty 

(REITs surprisingly also tend to do well in periods of increasing rates), Target (not yet purchased for you 

but on our watch list), Air Products and Chemicals (materials tend to be able to raise prices during 

inflationary periods) and Medtronics (medical products and pharmaceuticals are also generally  hurt less 

due to inflation).   

Meanwhile many of your current holdings should survive and thrive if we take a long-term view – 

companies like Apple, Microsoft, Qualcomm, Altria, and Lowes – are all down in price along with the 

market. These are high quality companies with reasonable valuations and growth (even with a recession 

priced in) and look good when taking a longer-term perspective.  
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McCollough said, “If you’re still long pretend growth or profitless growth or crypto, I recommend 

prayer.”  On that we tend to agree and it is the main reason we avoid speculative or immature 

investments.  He goes on to say that what he is looking for now are high quality balance sheets and 

profitable companies with high quality streams of cash flow.  We agree on that as well, as this has 

always been our approach.  It is what allows both you and us to sleep well at night.  Speculative 

securities feel great when things are going well but in periods like this, the pain and loss of capital 

(sometimes permanent) leads us to believe they are just not worth it. 

For all the current doom and gloom, we are optimistic as we look out to the next three to five years, 

even if things get worse before they get better.  By design our portfolios tend to lag a bit when the stock 

market is heading up, but we tend to make it up when the market is down.  While you are down year to 

date, you are down substantially less than the market.  This usually provides some comfort during 

difficult times but also gives you more money to work with when the market moves back up.  Just let us 

know if you’d like a discussion to talk about it a little more.  You’re welcome to call any time!   

Best Regards,  

Emily  

If any of you would like to talk about this or other issues, including investments outside your portfolio, 

please give us a call.   

 

Top 20 Holdings  

While we have generally remained active in trading, it has not resulted in much turnover in our Top 20 

Holdings.  This quarter Target went on the list, replacing Comcast which we have been selling for tax 

purposes.  In fact, tax related trades have accounted for most of the turnover.  Our current list of top 

holdings is as follows:     

 

AbbVie Inc. 
 

Leggett & Platt, Inc, 

Ameriprise Financial 
 

Lowe's Companies, Inc. 

Amgen Inc. 
 

Merck & Company, Inc. 

Archer Daniels Midland 
 

Microsoft Corporation 

Cardinal Health Inc. 
 

Polaris Industries Inc. 

Caterpillar, Inc. 
 

Qualcomm Inc. 

Cisco Systems, Inc. 
 

SPDR Technology Sector ETF 

Enterprise Products Partners L.P. 
 

Stanley Black and Decker 

Fastenal Company 
 

Target Corporation 

Illinois Tool Works Inc. 
 

United Parcel Service, Inc. 
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Target is a stock we have owned in the past, and it is the kind of company we get excited about when 

the price is low as it is today.  Target came back onto our radar in May after the company announced 

first quarter earnings that disappointed investors.  The stock dropped 25% on the news.  Same store 

sales were up a bit, though increased freight and transportation costs impacted profit margins resulting 

in an earnings miss.  The big story, however, was that consumer spending patterns had shifted as people 

headed back into the office, and Target was left with an excess of inventory that consumers did not 

want.   

One example often given is that consumers are now buying less athleisure and more work attire.  It is 

our belief that Target’s management did the best thing it could by ripping the band aid off.  The 

company stated it would aggressively discount the excess goods in order to clean out its inventory 

quickly.  While this will impact earnings through at least the third quarter, it does pave the way for a 

faster turnaround once its goods are better aligned with consumer preferences and the economy is 

recovering.   

Meanwhile, Target also announced a 20% dividend increase, a sign that management is confident in the 

company’s future.  Target is a high-quality company with solid cash flow, reasonable debt, and a 

dividend that has been increased for each of the last 51 years, and it is the kind of retailer that can hold 

up quite well even in a recession.  We believe the selling was overdone, and at current prices it is a 

company we are pleased to again add to portfolios, especially when it is selling more than 40% below its 

high reached less than a year ago.   

Comcast is a stock we have been actively selling recently for tax purposes.  With the stock market 

heading lower, especially near the end of the quarter, we have been able to take advantage to sell some 

stocks that are down, including Comcast to buy others that are down just as much.  This helps to offset 

realized gains taken earlier in the year without compromising potential recovery.  In order to realize a 

tax loss we must wait at least thirty days before buying the stock back for the loss to be valid. 

In the short-term Comcast has been a poor performer.  But when we take a longer-term view there is a 

lot we like about the stock.  Comcast is a high-quality company and a solid dividend payer that we 

expect to continue growing in the high single digits moving forward.  Barring unexpected bad news, we 

will be considering buying it back thirty-one days after its sale.  

 

 So what’s next?   

We started this letter by talking about where we are now.  A good follow up is where are we likely to be 

a year from now?  In fact, this is the question we ask ourselves every time we make an investment 

change.   

Target, mentioned above, is a good example.  What we know is what has happened recently (declining 

earnings and profitability), and that is why the stock is down some 40%.  But what we really need to 

think about is where Target is likely to be a year or more from now.  For a very good company like 

Target, selling now is like shooting where the rabbit was.  Yet, as we buy, someone is indeed selling what 

we believe is now a grossly undervalued stock. 
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In our view, a year from now, the recession we expect (and that has probably already started) is likely to 

either be over or much closer to its end than is now the case.  And as the stock market is always looking 

ahead, our belief is that the odds favor Target having righted its own ship at the same time the stock 

market will be starting to look toward a stronger economy.  If this is what actually happens, we have a 

lot of confidence that the stock price of Target will move considerably higher.  If it takes longer than a 

year, we are willing to wait as we also have a lot of confidence in Target as a well-managed and 

financially strong company. 

This is the kind of ongoing thought process we go through on a regular basis.  It has served us and our 

clients well for a long time and it is what allows us to almost always be optimistic about the future.  Even 

with all of our current issues, we think it is a great time to buy selected stocks for the long run at prices 

much cheaper than the same companies were at the beginning of the year.   

Finally, we are always looking for a few more good clients.  If you know of anyone to whom we might be 

of service, just have them give us a call. 

 

With best regards, 

 

Loudon Investment Management, LLC 

 

DML/ELS/JJS/LRO 

 

 

 

 


