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Double Dutch 
When I was a child, jumping rope was a popular way to pass the 
time, and also show off your timing and coordination abilities. 
Double Dutch was particularly challenging, navigating multiple 
ropes! Naturally, I had none of the aforementioned talent and 
was scared of being hit by the rope. I agonized over timing my 
entry: rocking from side to side, trying to get the rhythm right and 
thinking to myself, “Now? No. What about now?” However, once I 
got the hang of the entry, I learned that staying in was equally rife 
with danger! Markets have felt a lot like Double Dutch these days, 
where investors are considering the options of when to hop in and 
when to hop out. Many have opted for the latter.

The first five months of the year have been marked with a steady 
barrage of news, ranging from concerning and complex to outright 
abysmal. The conflict in Ukraine has shown little sign of reaching 
a peaceful resolution; China (functioning as a large part of global 
economic activity) has enacted citywide shutdowns across major 
centers as it continues struggling to contain the COVID-19 spread; 
and inflationary forces have intensified across developed and 
developing countries. Central banks have moved away from their 
decade-long accommodative posture towards higher interest rates 
and less liquidity support for the financial sector in response. 
Because of this paradigm shift, major indices across the globe 
have moved down sharply,* and the prospect of difficult times to 
come continues to grow. Businesses with strong balance sheets 
and durable prospects have sold off alongside less attractive 
peers, and the prevailing feeling is similar to the beginning of 
2020. However, I do not think the data supports this level  
of pessimism. 

Rope #1 – On Inflation
Recent measurements of inflation have shown acceleration 
through the beginning of 2022. These developments are 
understandably disconcerting, and central banks across most 
developed countries have started to raise rates and curtail  
pro-liquidity activities. It remains to be seen how much more 
will need to be done in order to reduce inflationary pressures, 
but expect higher-than-average numbers for the next little while. 
Interestingly enough, some inflationary pressures are actually 
showing signs of abating. 

If we look at something such as historical consumer spending 
habits (goods versus services), we can see a reversion back 
to the historical average. For the past eight years, before first 
contact with COVID-19, consumers would allocate roughly 68% 
of spending on services and the balance on goods in the U.S. 
In Canada, the ratio is roughly 55% to 45%. Through the first 
year of COVID, these numbers moved significantly outside of 
their historical averages, with higher demand for goods (service-
related activity had largely shut down), putting even more strain 
on a broken supply chain. This is naturally inflationary, and will 
continue to persist as long as money is flowing towards a space 
that is not semi-operational. It is akin to putting constant pressure 
on a bad knee – it cannot heal until you shift more weight away 
from it.

*S&P 500 Index: -15.8% YTD, Dow Jones Industrial Average: - 11.22% YTD, NASDAQ Composite Index: 
-26% YTD, FTSE 100 Index: -4% YTD, CAC 40 Index: -16% YTD, all as of May 9, 2022.
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Rope #2 – On COVID-19
With all of the news around inflation, interest rates and 
geopolitical upheaval, COVID-19 has seemingly taken a backseat. I 
will leave determining whether this is a good or bad development 
to you, but the numbers around new cases and mortality have 
thankfully moved away from their peak during the winter months.

While new case rates have decreased overall, largely in response 
to vaccination efforts, various factors have caused disruptions 
to continue. China, with their “Zero COVID” initiative, has been 
grappling with a surge in cases as a byproduct of poor vaccine 
efficacy and even poorer incentive for inoculation for the elderly. 
Consequently, major cities have endured wave after wave of 
lockdowns, which has further exacerbated global supply chain 
issues. So long as these dynamics are in play, it is tough to see an 
immediate resolution to some of the issues plaguing supply lines.

Rope #3 – On Interest Rates
This likely goes without saying – interest rates have gone up. In 
the U.S., Canada and most advanced economies, the expectation 
is for rates to increase further through 2022 and 2023, with the 
hope that inflation will cool off as a result. Many central banks 
have implied that a “soft landing” is still in the cards (i.e., low 
economic disruption as rates rise), but I am a little less sanguine 
on the likelihood of that outcome. In certain geographies (like 
Canada), debt levels are high and tied to assets that are priced 
high. While the asset values will move lower as rates rise, the 
debt levels will stay the same and cost more to finance. It is not 
an ideal combination, and this dynamic will lower the spending 
abilities of those with cash flow constraints. In the U.S., although 
this is less of an issue, things will likely slow down as well. The 
extent to which the slowdown occurs is dependent on what path 
interest rates take. Right now, that is unknowable, but expect it to 
be choppy.

Rope #4 – On Consumer Confidence
If we take a look at consumer confidence, that outlook seems 
out of place with the current reality. The Consumer Confidence 
Index establishes a measure of sentiment around future 
household consumption and savings, general economic outlook, 
unemployment and savings capability, based on a series of 
questions. A measurement above 100 signals optimism and high 
likelihood of spending versus saving, and below 100 signals the 
opposite. Current levels of confidence are close to being as bad as 
they were during the Great Financial Crisis; an environment that, I 
would argue, we are not close to.

During the Financial Crisis, liquidity had all but evaporated. 
Savings and retirement accounts were decimated, and financial 
institutions either collapsed or experienced significant stress.  
I cannot draw the same parallels today.
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Putting it all together: Skipping isn’t Easy
For those keeping count, you will notice that there are two more 
“ropes” mentioned above than is common in Double Dutch. As I 
have written in previous notes, the investment world is grappling 
with many complex questions (ropes) that do not have simple 
answers. I expect the volatility we are seeing today to persist, 
partially as a function of a slowdown, but also as a function of 
extreme pessimism and fear. 

Take Amazon, for instance. One could make an argument that 
inflation worries will have an impact on their business and that 
they will be affected by a general economic slowdown. As such, 
the stock should be worth less. When it has sold off to the same 
price as its high point in 2018, having generated almost double 
the amount of EBITDA in 2021 versus 2018 (US$48 billion versus 
US$25 billion), it begins to look like a severe overreaction and 
an opportunity. I see similar disconnects from reality in the 
Energy space (still) and across some higher-quality Technology 
businesses, Industrials and some Consumer Staples, all of which 
have begun to look very attractive.

We may trip over some of these ropes along the way, but I 
believe some of them will begin to move less erratically as 
time progresses or simply disappear, making the environment 
easier to be in. In summary, there have been (and continue to be) 
opportunities to hop in. 

Sincerely,

KWAME BOATENG, CFA
Portfolio Manager, Investment Advisor

Tel 250-861-8173 | Toll Free 1-800-788-5677
kboateng@odlumbrown.com

Source: Organisation for Economic Co-operation and Development
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PLEASE READ OUR ODLUM BROWN LIMITED 
DISCLAIMER AND DISCLOSURE - IT IS IMPORTANT!

Odlum Brown Limited is an independent, full-service investment firm focused on providing professional 
investment advice and objective research. We respect your right to be informed of relationships with 
the is-suers or strategies referred to in this report which might reasonably be expected to indicate 
potential conflicts of interest with respect to the securities or any investment strategies discussed 
or recommended in this report. We do not act as a market maker in any securities and do not 
provide investment banking or advisory services to, or hold positions in, the issuers covered by our 
research. Analysts and their associates may, from time to time, hold securities of issuers discussed or 
recommended in this report because they personally have the conviction to follow their own research, 
but we have implemented internal policies that impose restrictions on when and how an Analyst may 
buy or sell securities they cover and any such interest will be disclosed in our report in accordance 
with regulatory policy. Our Analysts receive no direct compensation based on revenue from investment 
banking services. We describe our research policies in greater detail, including a description of our 
rating system and how we disseminate our research, on the Odlum Brown Limited website at  
www.odlumbrown.com. 

This report has been prepared by Odlum Brown Limited and is intended only for persons resident and 
located in all the provinces and territories of Canada, where Odlum Brown Limited’s services and 
products may lawfully be offered for sale, and therein only to clients of Odlum Brown Limited. This report 
is not intended for distribution to, or use by, any person or entity in any jurisdiction or country including 
the United States, where such distribution or use would be contrary to law or regulation or which would 
subject Odlum Brown Limited to any registration requirement within such jurisdiction or country. As no 
regard has been made as to the specific investment objectives, financial situation, and other particular 
circumstances of any person who may receive this report, clients should seek the advice of a registered 
investment advisor and other professional advisors, as applicable, regarding the appropriateness of 
investing in any securities or any investment strategies discussed or recommended in this report.

This report is for information purposes only and is neither a solicitation for the purchase of securities 
nor an offer of securities. The information contained in this report has been compiled from sources 
we believe to be reliable, however, we make no guarantee, representation or warranty, expressed or 
implied, as to such information’s accuracy or completeness. All opinions and estimates contained in this 
report, whether or not our own, are based on assumptions we believe to be reasonable as of the date 
of the report and are subject to change without notice. Please note that, as at the date of this report, 
the Research Analyst responsible for the recommendations herein, associates of such Analyst and/or 
other individuals directly involved in the preparation of this report hold securities of some of the issuer(s) 
referred to directly or through derivatives. No part of this publication may be reproduced without the 
express written consent of Odlum Brown Limited.

Odlum Brown respects your time and your privacy. If you no longer wish us to retain and use your
personal information preferring to have your name removed from our mailing list, please contact  
Kwame Boateng at 250-861-8173 or kboateng@odlumbrown.com. If you are currently a client of another 
Odlum Brown Investment Advisor, accept my apology as it is not my intent to contact existing clients.  
For more information on our Privacy Policy, please visit our website at odlumbrown.com.
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