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Disclosure

We certify that the opinions and predictions set forth in Narwhal Capital Management publications are, for better or worse, our professional beliefs at the time of 
publication.

We are not under duress or pressure from any of the corporate entities mentioned, nor do we intend to do business with them on the investment banking or 
advisory side of things. Nor is this a solicitation or inducement to take action, whether buying or selling, based upon the opinions presented. Again, this 
publication is a summarization of our professional beliefs and actions that have occurred in the past. We are not “selling” nor attempting to convince the reader of 
any one particular course of action.

Although we are investment advisors, our publications are not to be construed as investment advice. Quite frankly, this publication is a snapshot of our research 
and opinions. We strive to be as impartial, insightful and accurate as possible. We do base our opinions, analysis, and calculations on information and analysis 
that we believe to be reliable, but we cannot guarantee that they are either accurate or complete. We may change our minds about any item mentioned and we 
will not necessarily update them in print. We can guarantee that our research and opinions will sometimes be flat out wrong. This may be from subjective blind 
spots, mistakes, ignorance, uncertainty of predicting events, or emotional bias. However, we prefer that our predictions/opinions/research be proven right 100% 
of the time, and that the stocks our clients own go up, not down, therefore you can assume some level of self-interest and “hope” is present in this and all future 
publications.

At the time of publication employees of Narwhal Capital Management may or may not have held positions in the securities detailed in this report.

Unless otherwise noted, all financial data for investments accessed via the Bloomberg Terminal.

Finally, we must disclose that PAST PERFORMANCE DOES NOT GUARANTEE FUTURE RESULTS.
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NCM Macro
“Q2 2022 – Bad Moon Rising”

Our Macro Presentation this quarter is titled “Bad Moon Rising” for reasons that are, unfortunately, 
apparent to everyone. While we hope to strike an appropriate tone in this presentation, we also want to 
maintain long-term context and a healthy humility with respect to what we can predict and what we can’t. 

Warren Buffet said in 2021 that his “unwavering conclusion” is to “never bet against America.” We agree. 
The engines of capitalism and prosperity – relative population growth (fertility and immigration), rule of 
law, financial markets, democracy, abundant natural resources – remain very much intact. Nassim Taleb, in 
his book Antifragile, discusses the brief (albeit powerful) success enjoyed by fragile systems. Like the Sword of 
Damocles in Greek mythology, fragile systems can, over a short period of time, seem great. Damocles 
feasted, partied, and sat on the throne of King Dionysius. The entire time, however, a sword hung above the 
throne, held by only a single hair of a horse’s tail. Such a fragile system can be rapidly undone. There are 
fragile economic systems in our world today.

Our system, however, has not only endured but strengthened over time because it filters out the weak 
businesses and business models and strengthens what is strong. New businesses model “best practices”. 
Technology is harnessed in order to improve competitiveness, from the steel plow and the cotton gin to the 
new cancer drug and the new iPhone. These characteristics give us long-term optimism on America. As 
fiduciaries, our goal is to be smart about preserving wealth in the short term while betting on these facts 
over the long term.
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Flashback: January 
2022

➢ “Businesses are in very good 
shape with cash and capability 
and confidence levels. They’re 
seeing their order books go up, 
more cars, more motors, more 
patios, more home 
improvements, more homes, 
more demand.”

➢ – Jamie Dimon, January 14
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Just 6 months ago, Jamie Dimon was quite bullish on the US economy, citing strong cash balances and 
excellent confidence. Capital investment was picking up and financial markets were strong.
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What a difference 6 months makes…

“Last week I said there were storm 
clouds, big storm clouds. I’m changing 
that. It’s a hurricane. Right now it’s kind 
of sunny, things are doing fine, 
everyone thinks the Fed can handle it. 
That hurricane is right out there down 
the road coming our way. We don’t 
know if it’s a minor one or Superstorm 
Sandy. You better brace yourself.” 

– Jamie Dimon

“If I had to bet, I'd say that this might 
be one of the worst downturns that 
we've seen in recent history.”

– Mark Zuckerberg

“I have a super bad feeling [about the 
economy].”

– Elon Musk

5

Fast forward half a year and Dimon now sees an economic hurricane heading our way. We still don’t know 
to what degree this hurricane will hit, the speed of the wind, the flooding, or the length of time it hangs 
over us. As we will explore, sentiment has deteriorated meaningfully. We will discuss this in more depth in 
the presentation.
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NCM Q2 2022 Survey
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Optimism about one’s own company has also deteriorated over the course of the year in our NCM survey. 

Comments from the survey are included below:

• I see the aggregate industry in a concerned state of not knowing when the supply chain, labor shortage, 
fuel cost will correct itself. Do not believe it will be this year. Producers are becoming very cautious with 
their spending right now. Although there is a lot of DOT dollars to be spent this year and next year. 

• I fully expect that we are currently in a recession and that it will be more significant than most expect. 
Interest rates will continue to rise because of inflation and market instability (Higher Taxes and Lower 
Consumer Confidence).  I think most Americans are more focused on “soft” issues and fail to see the 
proverbial training coming (China’s and Russia’s grasp on world commodities) and as a result, we as the 
US economy will be facing a lot of issues regarding supply chain issues, pricing of these commodities 
and our inability to reduce Federal Spending!  I feel as though we are moving towards issues that have 
faced Italy, Germany, Greece, and especially Japan over their respective histories. 

• Will increase spending on capital equipment because of price increases we are seeing and next year we 
have a large amount of equipment that will be due for replacement. Wages will increase because we are 
still feeling a lot of wage pressure and have a large backlog to complete. 

• Overall I don’t care what’s going on. I know where we are headed and I know how I’m protected. Just 
keeping my head down doing my thing and ignoring the noise. It’s bliss.
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In this presentation we will take stock of the current state of the economy as well as the factors influencing 
where the economy is trending. We believe the economy is beginning a transition from stagflation 
(recession + inflation) to recession, catalyzed by a rapidly softening consumer environment. There are 
factors that could disrupt this (for good or for ill). We dive into those factors in the second section of the 
presentation. Finally, we provide an update as to where stock markets are and how we are looking to 
manage capital through this environment.
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Wage 
Growth has 
performed 
very well

The good news is that wages have risen. This, especially in late 2021 and into early 2022, led consumers to 
feel a bit wealthier. Employees were eager to compare job offers, shop their skills, and switch their jobs and 
even careers at times. Indeed 6% wage growth is the best wage growth we’ve seen in the United States since 
at least the early 2000s.
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But inflation 
has eroded 
purchasing 

power

However, as the year progressed, inflation began to take a larger and larger chunk of these new-found wage 
gains. Foremost among the inflationary forces was the rise in the price of gasoline. According to AAA, gas 
prices are up ~40% since the beginning of the year and up significantly over prior years. Interestingly, and 
as we will discuss later, gasoline demand has fallen below 2021 levels as the year has progressed. In 
economics, this concept is elasticity and should not be surprising: as price rises, demand falls. In this regard, 
inflation can be self-correcting. In a perfect world, however, this “self-correction” happens in smaller 
increments than 40%.
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Real Average Hourly Earnings Are Falling
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As a result of the erosion of purchasing power, real average hourly earnings are falling. In fact, the amount 
of real (inflation-adjusted) hourly earnings have been declining Y/y every month since April 2021. 
Unfortunately, the magnitudes have only become larger as inflation has picked up. If this happens 
persistently enough, Americans feel poorer, have less ability to consume stuff, and lose confidence.
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Real Earnings Falling at an Accelerating Rate
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As can be seen more clearly, real average hourly earnings have been falling at an accelerating rate. So, if a 
decline in real average hourly earnings make an American feel poorer, then an accelerating decline make 
Americans feel as though they are in a death spiral.
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Americans are saving less
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In relatively short order, Americans have reverted to the savings rates of the pre-COVID era. The chart here 
shows the percentage of disposable income that a consumer is putting away after taxes. For example, if a 
person made $50,000 and had 20% taken away in taxes, disposable income would be $40,000. Today, this 
person is saving 5% of that ($2,000/year or roughly $40/month). In 2020 when the economy was in and 
out of lock-downs, this rate was well north of 10%. Even in 2019, the rate was in the 7-8% range. In other 
words, today Americans are seeing their disposable income eaten up by expenses and have less breathing 
room.
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Americans are saving less than any time since 2008
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In fact, this is the least amount of breathing room Americans have had since the Global Financial Crisis in 
2008. Importantly, and unfortunately, the amount of breathing room has been consistently – and quickly –
trending downward. Ultimately, this is solved by the consumer cutting back on lifestyle and/or taking on 
more debt.
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Wage Stagflation is drawing down checking account balances by 
~20%/quarter in the lowest quartile

14

While checking accounts are still higher than where they were pre-pandemic, they are trending down. 
People don’t like that. They feel poorer and they tend to cut back on spending when that happens. This is 
the classic stock vs. flow problem. Some economists choose to pay attention to the stock – or moment in 
time. This shows the current position and, in reality, the current position of the consumer is a healthy one. 
However, the flow problem shows where the trend has come from and potentially where it is going. 
Sometimes it is dangerous to read into the flow because it can be misleading and it can be easy to draw 
faulty conclusions. However, with a trend as clear as this one, the flow is winning the argument.

The flow conclusion here is that, in contrast to the first two rounds of stimulus, checking account balances 
have clearly fallen (and continue to fall) following the third round of stimulus in March 2021. This third 
round of stimulus was the $1.9 trillion American Rescue Plan.

Source: JPMorgan Chase, NBER 
tuhttps://www.nber.org/system/files/working_papers/w30185/w30185.pdf
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Consumers leaning more on credit cards
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Not surprisingly, consumers are more reliant on credit cards. As a percentage of income, Goldman Sachs 
estimates that revolving credit will approach pre-pandemic levels as soon as this summer. 

The chart to the left shows how long it would take for the American consumer to pay off all revolving credit 
balances if they devoted their entire monthly savings to paying down their debt. This blew through the one-
month level in March 2020. That’s a potentially significant line because it held very consistently at that level 
between 2014 and 2020. With the rapid pace of credit growth, the figure could quickly be as high as any 
time following the GFC. Consumers simply can’t keep up the current level of spending. Granted, it is not 
all their fault. Specifically, inflation is primarily driving the early signs of distress in credit. 

To the consumer’s credit, national credit card delinquency rates are still just 0.79% (1.50%+ pre-COVID). 
However, it seems unlikely the low levels of delinquencies will continue given the inflation squeeze.

Source: Goldman Sachs
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Like their Checking Account balances, 
Consumer Confidence is Falling
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THE INDEX OF CONSUMER SENTIMENT

As we expressed earlier, the current situation for the consumer is okay. The concerning piece is the path. 
Appropriately, the Conference Board’s estimate of Consumer Confidence has expectations falling 
significantly. The University of Michigan’s index (right chart) is even more dramatic . Consumer sentiment 
as measured by that survey is at levels not seen since the GFC and potentially even the early 1980s.

Sources: The Conference Board, University of Michigan
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And consumers are changing buying habits

➢ Bed, Bath & Beyond: “In the quarter there 
was an acute shift in customer sentiment 
and, since then, pressures have materially 
escalated. This includes steep inflation and 
fluctuations in purchasing patterns.”

➢ Target: “…shifting consumer buying 
patterns and rapidly changing operating 
conditions.”

➢ ISM Services: “Consumers are shifting 
purchases away from our discretionary 
products to essentials.”

17

Americans are changing their buying habits. They are purchasing more essentials and fewer discretionary 
products. A July 8 Bank of America survey noted that June was the first month since January (Omicron 
variant) that BofA card spending on travel and restaurants fell. Airline spending fell 2.3% and Restaurant 
spending fell 0.4%

The chart to the right shows gasoline demand, discussed briefly in the opening slides. Gasoline demand is 
now running below where it was in 2021. The laws of supply and demand dictate that we shouldn’t be 
surprised by this. When prices rise, demand falls. Nevertheless, it is worth noting because there is a 
narrative out there that gasoline demand is driving higher oil and gasoline prices. That narrative is factually 
untrue. To be sure, other uses of oil are rising (plastics, paints, chemicals, etc). But gasoline demand is 
lower.

Sources: Bed, Bath & Beyond 8-K; Target 8-K; ISM World Services Report June 2022
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Clothing store sales above trend
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Clothing store sales have recently been falling. Bank of America suggests that spending fell 1.4% in June. 
The data shown here, from the US Census Bureau, suggest that consumers spent aggressively after the 
pandemic. As the economy normalizes and the consumer is further squeezed by inflation, we would expect 
that clothing store sales would fall back to trend. 

A decline in revenue could hurt a number of retailers that have recently benefited from the pick-up in sales. 
These companies have generally enacted wage increases and accumulated more inventory in anticipation of 
high demand. Thus, earnings could be hurt significantly as revenue normalizes to trend.

Source: US Census Bureau
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Department store sales are above trend
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A similar phenomenon is present in department store sales. The anomalous bounce over the past two years 
is running counter-trend. We wouldn’t be surprised to see this correct. Indeed, on July 1, Kohl’s said that is 
“seeing a softening in consumer spending.” The company revised its Q2 sales guidance to “down high-single 
digits” from “down low-single digits”. This is roughly a 6% drop to guidance figures and will likely come 
with some significant negative net profit revisions when the company reports earnings on August 18. 

Source: Kohl’s, US Census Bureau
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Sales at Gasoline Stations well above trend
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One area where trends don’t appear set to normalize quickly is at Gasoline Stations, where high prices for 
gasoline look set to continue well above trend. All else equal, when one area is heavily above trend, other 
sectors are likely to end up falling below trend. 

Source: US Census Bureau
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End of the COVID “road-trip” Era 
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With gasoline prices rising and people more interested in air travel, the era of the road trip is also 
normalizing. This chart shows Google search trends for Vacation and Google search trends for “Google 
Flights”. During the pandemic period, people still continued to search for vacations but were less interested 
in flying. In 2022, that has normalized.

Source: Google Trends
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People are buying airplane tickets at record high prices
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As a result of this normalization, prices have risen significantly, as have the number of airplane tickets. 
Recently, we have begun to see a small pullback in the number of tickets sold.

Source: Airline Reporting Corporation
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But elasticities peaked in January
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Elasticity is an economic concept that measures the percentage change in quantity demand given a 
percentage change in price. As people became more interested in flying toward the end of 2021 and early in 
2022, quantity demanded outpaced the price change. Such a phenomenon is not sustainable and we have 
lately seen elasticities fall. 

Elasticity here is best described as the airline pricing power: How easily can airlines raise prices? They were 
able to raise fares easily at the beginning of the year but lately they are beginning to see demand fall as a 
result of the higher prices.
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Inflation pushing consumer budgets above 
longer run trends, focus on needs over wants
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At the end of the day, inflation is clearly driving consumer budgets above long-run trends. This will 
necessitate a shift in consumer spending to essentials.

Source: US Census Bureau
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Consumers likely to focus more on needs 
rather than wants
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Currently every category is above trend. The places most at risk here are the areas (1) most above trend and 
(2) non-essential. These include clothing stores and restaurants and bars. Electronic stores and online 
retailers are also at risk. 

We would like to see gasoline stations and grocery stores fall below trend because that would indicate 
consumers have more money to spend on discretionary items. That is not happening.

Source: US Census Bureau
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Consumers spending more on Grocery and much 
less on Food Delivery, Accessories, Apparel

26

Bank of America surveys ~1,000 respondents every month to see where they expect to spend money over 
the next three months. To be clear, this isn’t about telling us where consumers are spending their money. 
It’s about where consumers want or expect to spend their money. The data can be used to predict future 
economic developments.

In this survey, we see that consumers are looking to cut back on food delivery, accessories, and clothing – all 
discretionary categories. They want to spend money on traveling but the numbers are volatile and appear to 
be turning downward. 

Consumers instead seem more likely to emphasize spending money on what they need rather than what 
they want. These categories are likely to hold up better in the months to come. Discretionary categories may 
be under pressure.

Source: BofA Global Research
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Consumers also cut back on travel and 
restaurant spending

27

These charts show even more clearly that restaurant and bar spending may be set to turn downward in the 
coming months. Lower income consumers and higher income consumers alike are looking to restaurants as 
ways to cut spending. The implications here could be significant given the cost pressures restaurants are 
already facing (e.g. wages, food input costs). This could result in layoffs as the year progresses.

Source: BofA Global Research
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What this means 
for the consumer

➢Budgets are increasingly 
stretched over an inflating cost 
base

➢Savings falling rapidly; credit 
utilization rising rapidly

➢Consumers will need to make 
choices about what is desired 
and what is necessary

28

We may begin to see a shift from mid/upper-scale shopping centers like Target toward “everyday-low-price” 
retailers like Walmart.
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In response 
to changing 
demand, 
Target has 
reduced 
earnings 
guidance 
dramatically
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When Target reported earnings for its first fiscal quarter on May 18, we were pleased with the continued 
momentum in both revenue and transactions. The company reiterated its belief that sales would be up in 
the low-to-mid single digit range for the fiscal year. However, rapid sales declines in high-margin 
discretionary categories like apparel, hardlines and appliances delivered the boom. They had expected 
“some shift” into Services but hadn’t anticipated the magnitude of the shift, leaving them with far too much 
inventory in big and bulky products like TVs, home appliances and outdoor furniture. This is the type of 
inventory that you can’t store cost-effectively. Although they benefited from some food price inflation and 
higher prices on household essential products like paper towels, this type of merchandise is lower-margin.

As a result of these shifts in consumer purchasing behavior, management cut its margin target from 8% to 
6%, implicitly reducing Earnings Per Share guidance by 25% for the year. That is a steep haircut to say the 
least.

At the same time, the company noted that May was off to a “good start” with strong spending around Easter 
and Mother’s Day. This led analysts to believe that the worst was priced into the stock.

Then, just three weeks later, they lowered guidance again. This company just reduced guidance by 25% and 
they were reducing it again? The company provided guidance for Q2 and the second half that essentially 
implied an operating margin of just 4.9%. They cited additional markdowns, excess inventory, cost to cancel 
orders, and further softness in discretionary categories. Although the company is working to offset high 
freight costs and is raising prices, it’s not enough. 

The end result of all this is that earnings expectations for the year have fallen nearly 40% in a month. 

29



Notably this comes with zero change in revenue guidance. The concern going forward is that at some point 
revenue guidance will come down again, bringing earnings guidance down even further. For a company as 
well-run as Target, one guide-down is a shock. Two guide-downs in the space of three weeks is nigh unheard 
of. We are aware that many companies are not run as well as Target and could be hurting hard as a result.
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Orders are slowing

• “Backlog is high, but incoming orders slowing this month.” [Computer & 
Electronic Products]

• “New orders have stabilized and not increased.” [Chemical Products]

• “We are hearing from customers that their inventories are high, and sales are 
coming down. We expect orders to decline in the coming months until 
inventories are leveled properly against demand.” [Apparel, Leather & Allied 
Products]

• “Inflation is definitely taking a bite from our sales, and mall traffic is far 
below the norm, potentially due to inflation, a need for more disposable 
income on essentials and less willingness to drive to malls.” [Retail Trade]

30

Slowing revenue growth and declining orders will need to be watched carefully in coming months as the 
consumer continues to weaken.
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Capital is less readily accessible through equity markets

31
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Lower equity valuations and less favorable capital markets are partially the result of the Federal Reserve 
removing liquidity from the system and partially the result of an investor base that’s less willing to provide 
hard-earned capital to companies. Many investors today would prefer that companies conserve cash rather 
than issue stock. 

It is important to note that the last bar in these charts contain data through June 30, rather than the full 
year. Nevertheless, even if one was to double the final bar in these charts, it is clear that the equity markets 
have largely dried up as a source of capital for companies. 

The implication here is especially notable for high-growth technology companies that have yet to go public. 
Many of these companies haven’t turned a profit and will ultimately need to access public equity markets. 
We are seeing the impact of this in data we get from start-ups and associated layoffs. We discuss these layoffs 
in more detail later in the presentation.

Source: WSJ
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Debt markets also slowing down

32

Debt markets are also slowing down. Again, the data for 2022 is only through June 30. Investment grade 
bonds are still coming to market in a decent fashion. But speculative-grade credit is much rarer in part 
because of the widening in high-yield credit spreads. This makes it much more difficult for weaker 
companies to access capital.

A piece of our macro strategy currently is an emphasis on well-capitalized companies that can exist apart 
from capital markets. We want to de-emphasize companies that rely on markets as a source of capital. Those 
are the companies most likely to get panned as the economy normalizes, financial conditions tighten, and 
the wheat is sorted from the proverbial chaff. 

Source: WSJ
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Volatile 
consumption 
shakes CEO 
Confidence

Just like consumers who are in a position of figuring out how to mange a shrinking budget, CEOs have 
recently dramatically taken down their expectations for both capital expenditures and hiring (top charts). 
Note, too, the bottom chart, which shows profits falling at a faster rate than revenues. The forces driving 
this are the same forces that drove Target’s guidance revisions. 

Source: The Conference Board
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JOLTS Job Openings beginning to roll over
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We are beginning to see job openings roll over for the first time since the end of the COVID pandemic. 
This makes sense given declining CEO confidence. We would expect further reductions in hiring 
expectations (previous slide) to translate to lower job openings in the coming months. 

Sources: Bureau of Labor Statistics, Indeed.com
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Marketing job openings among the first to be culled
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Jobs that are more sensitive to the economy – the wants, not the needs – are beginning to be culled. The 
first sign of this is a peak in job openings. Year-over-year changes in marketing job openings topped out in 
February and have been decelerating meaningfully over the last few months. Like the consumer that looks 
to first cut the discretionary items in their budgets, corporations first cut the salaried “cost-center” positions. 
We would expect this trend to continue in the coming months.

Source: Indeed.com
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Layoffs beginning to pick up
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Initial jobless claims – the number of Americans making their first claim for unemployment – bottomed out 
at the end of Q1. Throughout Q2, layoffs have steadily marched higher. Although relatively imperceptible 
on a week-to-week basis, the trend is now quite clear. As of this week we have roughly 230k people making 
their initial filings for unemployment, a significant uptick from the 170k that we saw at the end of Q1. 
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Much of the early trouble is in tech start-ups, 
which are being defunded

37

Layoffs are especially concentrated in Silicon Valley. The website layoffs.fyi track layoff announcements and 
actual job losses. Q2 marked the largest quarter of layoffs – by far – since Q2 2020. Start-up companies with 
lower cash reserves and low levels of cash flow often require funding from capital markets or venture capital 
to keep the lights on as they grow. However, as liquidity has dried up, so too has this capital. As a result, 
start-up companies are retrenching and pulling back on employee headcount.

Source: Layoffs.fyi
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Sequoia Capital advised those that 
survive are the ones “most 
responsive to change.”

• Sequoia’s recipe for “Survival of 
the Quickest”:
• Companies who move the 

quickest have the most 
runway and are most likely 
to avoid the death spiral

• Do the cut exercise. It 
doesn’t mean you have to 
pull the trigger, but that you 
are ready to do it in the 
next 30 days if needed.

• In 2008 all companies that 
cut were efficient and 
better.

• Don’t view cut as a 
negative but as a way to 
conserve cash and run 
faster.

38

Sequoia Capital is a venture capital firm in Menlo Park, California. They have been around for roughly 50 
years and, according to PitchBook data earlier in 2022, the company had $80 billion in assets under 
management. The firm has been an investor in Apple, Cisco, Google, ServiceNow, YouTube, Airbnb, 
23andMe, Instacart, Snowflake, WhatsApp, and FTX among others. Suffice it to say, they have a great deal 
of clout in Silicon Valley and investors and CEOs alike pay attention when they talk. 

In May, Sequoia rang the alarm bell, calling on companies to consider aggressively acting to cut costs. 
Conventional wisdom in Silicon Valley tends to be to “think disruptively” by aggressively doubling down 
while others are retrenching. However, Sequoia called on these companies to think disruptively by cutting 
costs aggressively, sooner than the competition. By doing this, they argue, companies will be able to survive 
even if it means losing some ground in the near term. In other words, Sequoia is calling on companies to 
think like the proverbial ant rather than the grasshopper: hunker down now and survive the winter.

Source: Sequoia Capital, Adapting to Endure, May 2022
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Hiring freezes and reductions

➢Tesla: Reducing the salaried workforce ~10% over the next 
quarter.
➢Facebook: Cutting hiring plans for 10,000 engineers to 6,000-

7,000. “Part of my hope by raising expectations and having more 
aggressive goals, and just kind of turning up the heat a little bit, is 
that I think some of you might decide that this place isn't for you, 
and that self-selection is OK with me.“
➢Microsoft: Slowing hiring in Windows, Office and Teams divisions 

to “realign staffing priorities” in a time of global economic 
uncertainty.

39

It’s not just small technology companies that are cutting costs. Large companies are also. First, Elon Musk 
said that he had a “super bad feeling” about the economy. As a result, he is looking to reduce the size of the 
salaried workforce by roughly 10% in Q3. The announcement was communicated very poorly so Musk was 
forced to backtrack, noting that this was just the salaried workforce and not the hourly production workers.

Second, Facebook (now called Meta) first announced a hiring slowdown and then recently became more 
vocal about actually reducing the workforce. In Q&A time with employees, Mark Zuckerberg said that he is 
going to increase expectations and set more lofty goals. His hope is that this will filter out less-productive 
workers. To be clear, it does not appear that Zuckerberg is looking to announce mass layoffs. Rather, he is 
looking to amp up the culture such that people who were happy with a laid-back ethos and a relative lack of 
accountability will find themselves in a much less favorable environment.

Finally, Microsoft is “realigning staffing priorities” as the company adapts to a slower economy. Notably, this 
came shortly after substantial broad-based pay increases. Microsoft is in a better position than Tesla and 
Facebook because the business is less transaction-driven and more subscription-based. Nevertheless, it is 
notable that some of the world’s largest companies with the most data are concerned enough about the 
economy that they are adjusting their labor forces.

We ultimately think these companies have a pretty good understanding of what is going on in the global 
economy. Jobs are a lagging indicator for the economy because it’s easier to cut capital expenditure plans 
and advertising expense than it is to fire someone face to face. As a result, we think today’s job numbers 
belie a soft economy. Ultimately, we would expect the unemployment rate to rise – perhaps significantly –
during the second half of the year.
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The Map

40

To sum up, with inflation running hot, the Federal Reserve had to act to raise interest rates. However, Fed 
policy operates on a significant lag. With the central bank already behind the curve, the results of Fed action 
will likely take some time to materially bear fruit. They are trying to play catch-up but the tools they have –
the brakes, if you will – are not highly responsive.

As a result, despite wage increases, Americans are seeing their purchasing power erode as inflation takes 
more of their hard-earned gains. This results in the consumer having to pull back, focus on what they need 
rather than what they want. It depresses consumer confidence and increases credit card utilization. 

The longer the consumer is impacted, the more that businesses will feel it in their bottom lines. The first to 
feel it will be the retailers that serve discretionary categories (e.g. restaurants, food delivery services, and 
apparel). The longer the malaise persists, the more that it will spread to other industries, resulting in lower 
profitability. Eventually, these companies will have no choice but to start laying off workers.

Typically in this situation, the Federal Reserve will come in to stimulate the economy and support these 
businesses, avoiding mass job losses. However, if inflation remains elevated, the cycle could continue. 
Layoffs will beget further declines in wages, further depressing consumption. This cycle continues until the 
market finds a “clearing price” where homeostasis is achieved. The end result is a more authentic economy 
and more authentic prices. Nevertheless, the pain could be significant.

The big x-factor here is inflation. How long does inflation persist? If it persists briefly then homeostasis will 
be achieved sooner and the pain will not be so bad. If inflation persists longer, then the Fed will have fewer 
options and the pain could be more significant.
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Risks to the Outlook: What could change the trend

41

The Map on the previous slide provides the overall framework through which we would analyze the 
economic setup. However, it is important to be honest and humble about this framework and look for ways 
this path could be disrupted. In the next section of this presentation, we explore the upside risks and the 
downside risks to the outlook.
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Reasons for Optimism

1. Consumers still want to spend on big ticket items (they just don’t have the 
money)

2. Corporations are continuing to place new orders, especially for real 
products (the ones that hurt if you drop them on your foot)

3. Signs inflation has peaked

42
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Optimism #1: People want to spend (they just don’t have the money)

43

The first major reason for optimism is the same we’ve said for the last 5 years and the same that we will 
continue to say for the rest of the decade. We have a population in the United States that is intent on 
starting and growing a family (Millenials) whose development was delayed due to the GFC in 2008 and who 
only recently began to approach economic parity with their parents’ generation. The eagerness for “big 
ticket” spending continues to be strong. 

In fact, it is notable that, even while consumer confidence is falling dramatically, people are more interested 
in having kids and more interested in buying a home. Many of these same people would likely admit that it 
probably isn’t a great time to buy a home or start a family. Yet, their passion for the American dream (for 
this generation) has never been stronger.

Of course, if they don’t have the money, then they don’t have the money. But to recall Buffett, it is not a 
good idea to bet against America. And necessity is the mother of invention. Perhaps, for instance, the need 
to support a family and a home will drive a more innovative American workforce and allow us to emerge 
from the recession stronger than before.
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Optimism #2: Corporate Spending and 
Construction Still Strong

44
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A near-term reason for optimism is that corporate America is holding in okay. Backlogs are large. The chart 
here shows the AIA Architectural Billings Index. Billings is an indicator of how much work is being billed 
for. Design Contracts is an indicator of how much work is coming. Design Contracts continue to exceed 
Billings. This is good news. 

The more the recession can be ringfenced and limited to a consumer pullback on spending, the less 
impactful the recession will be.
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Optimism #2: Corporate Spending and 
Construction Still Strong
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We will need to monitor how the data come in. With CEO confidence plunging, we are treating these 
figures carefully. However, for now, construction continues to be strong and companies have large backlogs. 
This type of work could support the economy in the near-term.
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Optimism #3: Inflation Coming Down 
(commodity costs)
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The final reason we could see some room for optimism is the fact that commodity costs are beginning to 
roll over. The dark orange line is the Bloomberg commodity index. It takes into account things like 
aluminum, copper, and oil. The index peaked in June at 167 and today it is around 140. Similarly, the 
Baltic Dry Index measures the cost of transporting bulk commodities across the ocean. After rising this 
Spring, that index has also fallen in recent weeks, potentially providing some relief for manufacturers.
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Optimism #3: Inflation Coming Down 
(core inflation moderating)

47

3/27/2022, 6.64

7/3/2022, 5.77

0

1

2

3

4

5

6

7

8

9

Core Inflation Moderating, notwithstanding elevated food/energy prices (% Y/y) – Cleveland Fed

CPI CPI Core PCE Core

Also, it is worth noting core inflation (excluding food and energy prices) has been in decline throughout 
Q2. Food and energy prices have risen, more than offsetting the decline in “core” inflation. We understand 
and sympathize with the arguments that the inflation calculation is misguided and perhaps underestimates 
true inflation. We also understand that the absolute level of inflation is intolerable and is unlikely to come 
down quickly. However, it is important to understand the trend. Like our earlier discussion of consumer 
credit, we want to be focused on the direction of where we are going rather than commenting only about 
where we are. Increasingly, the factors driving inflation appear to be losing some momentum. If inflation 
breaks faster than expected, this would be excellent news for the economy.

How could inflation break down faster? Companies are already talking about markdowns and sales as a 
result of consumer spending patterns (e.g. Target, Bed Bath and Beyond, Walmart). Freight costs are falling. 
According to a July 10 article in the Wall Street Journal: “One official at a large U.S. importer said it 
recently reduced by 15% to 20% ocean contract rates signed several months ago. The official expects further 
reductions later this year. ‘Things are trending in favor of the importers.’” Even used car prices are 
beginning to fall. The Manheim Used Vehicle Value Index, a proxy for used car levels in the United States, 
fell to 219.9 in June from 222.7 in May. Although this is still roughly 10% higher than a year ago (200.4), it 
is much lower than the peak in January of 236.3. Finally, as shown earlier, airline ticket elasticity is fading, 
which could portend a normalization in airfares.
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Optimism #3: Inflation Coming 
Down 
(transportation costs falling)

➢While the index remains above 50, 
indicating that prices are still increasing, the 
intensity is much lower and is now 
approaching levels last seen two years ago.

➢ If it had not been for the upturn in the back 
half of May, we would have seen the first 
sub-60.0 reading in two years. 

➢Further, the downward trend in price 
pressure is observed across the supply 
chains, with upstream price index at 67.1 
and downstream price index at 61.1.

➢Source: Logistics Managers Index (May)
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As noted in the previous slide, freight costs are beginning to fall. Rates are still rising but the intensity of 
that rise has fallen. This is good news because it should allow companies to slow projected price increases as 
their costs come down. 
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Downside Risks

1. Europe
2. Central Bank policy mistake
3. Renewed supply problems

49
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Risk #1: Europe – more reliant on industrial/financial sectors

50

EUROPE UNITED STATES

Europe is much more heavily reliant on the financial and industrial sector of the economy than the United 
States. The disparity in Europe is even more significant if one isolates the Eurozone (countries that utilize 
the euro as their currency). Excluding Roche (Switzerland), Astrazeneca (Great Britain) and Novartis 
(Switzerland), healthcare exposure drops by about half. Excluding Nestle (Switzerland), Staples exposure 
drops to around 10%. The bottom line here is that the Eurozone is heavily reliant on the Financial and 
Industrial sectors, two sectors that are highly exposed to monetary policy and energy input costs.

https://www.msci.com/documents/10199/db217f4c-cc8c-4e21-9fac-60eb6a47faf0
https://www.msci.com/documents/10199/67a768a1-71d0-4bd0-8d7e-f7b53e8d0d9f
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Risk #1: Europe – natural gas prices hurt 
industry

51
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In light of Europe’s sector exposure, the rise in natural gas prices are incredibly significant. Countries like 
Germany have become reliant on affordable natural gas provided by Russia but with prices rising 
dramatically and Russia cutting its exports, Europe is in a precarious position. Germany is the world’s 
largest importer of natural gas. In 2021, 55% of its gas came from Russia with most of the balance made up 
from Norway and the Netherlands. Natural gas provides ~13% of German energy production with much of 
the rest provided by coal (Source: EIA). However, more importantly, natural gas is critical in industrial 
processes as a feedstock for chemicals, fertilizer, and hydrogen. The takeaway here is that natural gas is 
critical to Germany’s economy, not just heating homes.
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Risk #1: Europe – already, Germany bailing out utilities

52

With much of Germany’s utility power dependent on natural gas, the cost issues are becoming highly 
significant indeed. France has already nationalized the utility EDF and Germany is readying bailout 
packages to the tune of $9 billion. On June 23, German Minister of Economics and Climate Protection 
Robert Habeck warned of a “Lehman moment” in the utility sector due to the escalating cost of natural gas. 
The company is allegedly burning $30m-$35m per day as it absorbs these higher costs:

“We will not allow a systemic effect in the German and European gas market, because domino effects will 
then occur and a company bankruptcy will affect other sectors or even the security of supply as a whole.”

The New York Times provided further color on the France situation:

In France, Prime Minister Élisabeth Borne announced a similar move concerning the country’s state-backed 
nuclear power operator, Électricité de France. EDF has been forced to take around half its reactors offline, 
driving the already troubled company deeper into debt.

“I confirm today the intention of the state to hold 100 percent of the capital of EDF,” Ms. Borne told 
lawmakers, without providing details. To weather the energy crunch, France has been betting on its nuclear 
plants, which provide about 70 percent of its electricity, a bigger share than in any other country.

Source: https://energy.economictimes.indiatimes.com/news/oil-and-gas/germany-prepares-uniper-bailout-as-
gas-prices-
soar/92693634#:~:text=Officials%20estimate%20a%20rescue%20package,German%20financial%20daily
%20Handelsblatt%20reported.
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Source: https://www.nytimes.com/2022/07/06/world/europe/germany-gas-uniper-bailout.html
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Risk #1: Europe – winter 
could prove difficult

➢ Aiming to fill inventories to 80% by 
November

➢ Russia fills 30-40% of European gas 
needs 

➢ Will cut gas supplies to industry first:
✓ More expensive fertilizer
✓ More expensive chemicals
✓ Less competitive for business
✓ Could hurt GDP by 2% 

(Bloomberg)

➢ Will also encourage shorter showers 
(less water heating)

➢ Ukraine war resolution would clearly 
help to alleviate this risk

53

To prepare for winter, Europe is trying to ramp up storage of natural gas. They are currently on schedule to 
achieve their targeted inventory goal. However, with Russia continuing to slow supplies of natural gas to the 
continent, the feasibility of these goals is an open question. In public comments, German ministers have 
said they would look to first prioritize natural gas for residential use. While such a plan would deal with the 
humanitarian consequences (keeping people warm in the winter), it would only further exacerbate the issues 
for the underlying industrial economy. 

If Russia further cuts gas flows to Europe, rationing is not only possible but actually highly probable. 

Source: https://www.bloomberg.com/news/articles/2022-06-28/europe-must-be-ready-to-cut-gas-use-by-30-in-
winter-iea-says
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Risk #1: 
Europe –
euro has 

fallen to a 
20-year low
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It is little surprise that the euro has fallen to a 20-year low against the US Dollar. While the euro may be due 
for a bounce sometime soon, parity with the dollar seems a likely scenario in the next 3 months. Of course, 
this only exacerbates the Europeans’ inflation problems. Because, when the currency falls, imports become 
more expensive. Sure, it makes it easier for Europeans to sell BMWs in America, but without natural gas 
that doesn’t mean much because they won’t be able to produce as many vehicles anyway. Higher inflation 
means a more aggressive European Central Bank (ECB) and higher interest rates. Tighter monetary 
conditions would be bad for Europe’s most important sector – the banks.
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Risk #2: Central Bank policy mistake
They don’t know what they’re doing
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At his press conference in June following the Federal Open Market Committee (FOMC) meeting, 
Chairman Jay Powell said he saw “no signs of an economic slowdown.” Unfortunately, it only served as 
another nail in the coffin to Powell’s credibility. To be sure, we don’t envy Mr. Powell’s task. Nevertheless, it 
is disconcerting that the Fed has been so wrong this year.

The charts shown here mark the evolution of the year-end 2022 forecast from the Federal Reserve. Starting 
with the middle chart, the Fed (like Jamie Dimon) thought 2022 would be a year of very strong growth 
(4.0%) and moderate but manageable inflation (2.7%). They expected they would need to raise rates 
modestly (3 times) over the course of the year.

Six months later, the Fed has a much more downbeat estimate of GDP (1.7%) and a more aggressive 
forecast for inflation (4.3%). They expect to raise rates in 13 tranches of 25 basis points, more than 4x the 
initial forecast. We would contend that the GDP estimate is still too high and the inflation estimate may 
still be too low.

The problem here is multi-fold. First, Federal Reserve policy operates on a lag. An interest rate hike today 
will have a more discernible impact a year hence. Second, the FOMC has proven itself incapable of not only 
understanding the dynamics unfolding in the economy a year from now, but they have also been very poor 
at describing the dynamics happening today. At best, they make forward-looking policy based on lagging 
economic inflation. This is dangerous and heightens the risk that they will make a mistake. The cynic would 
argue that to the extent the FOMC gets it right, it will be the result of luck rather than skill.

The clear time to raise rates was June 2021. They did not. With the Fed reasonably aggressive today, if they 
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continue to hike aggressively there is the risk that they could hike into an economic slowdown. This would 
mark another classic Federal Reserve mistake of tightening monetary policy when they should be easing 
policy. 

Source: FOMC Summary of Economic Projections
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Risk #2: Central Bank policy 
mistake – ECB tightening policy

➢Ending APP purchases on July 1

➢Policy rate will rise by 25bp in July and a 
50bp increase is likely in September

➢ECB Chair Christine Lagarde is concerned 
about fragmentation

56

If the Fed is “in a box”, the ECB is in a smaller box. As noted earlier, the inflationary impetus there is 
clearer (higher energy prices rising from supply constrictions). However, the economy in Europe is softer 
than in the US and the debt situation is more fragile. 

The ECB plans to hike rates consistently over the balance of 2022 and into 2023. In addition, the central 
bank is reducing bond purchases. Already, Chair Christine Lagarde is concerned about fragmentation, 
where interest rates in some countries rise faster than interest rates in other countries. Therefore, the ECB 
is planning damage control with a new fragmentation mitigation tool that is designed to keep the interest 
rates of heavily indebted countries like Italy and Greece in check.

ECB policy may have substantial consequences for global markets as we move through the remainder of 
2022. Poor policy decisions pose significant downside risk to the economy.

Source: Goldman Sachs
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Risk #2: Central Bank policy mistake
Pressure on the Bank of Japan

➢BOJ adopted yield curve control in 2016 as a way to maintain monetary 
stimulus without actually having to purchase as many bonds. 

➢The mere promise to buy more bonds has been enough to keep a lid on 
yields. This takes place with printed money.

➢However, more recently, the resolve has been tested. In the week ended 
June 20th, they bought 10.9 trillion yen ($81b). Never before had they 
purchased more than 4 trillion.

➢The end game? Currency devaluation, lose the peg, or lose trader interest.

57

The Bank of Japan is similarly under pressure. Here, unlike in the US or in Europe, central bankers are 
working hard to prevent interest rates from rising. Although such a policy has consequences in the form of 
higher inflation, it helps to keep national debt interest costs down and stimulate the economy. The problem 
is that hedge funds are calling the BOJ’s bluff, betting against Japanese bonds. The more the hedge funds 
bet against the bonds, the more bonds the BOJ is forced to buy in order to prevent interest rates from 
rising. Of course, the consequences of this printed money is currency devaluation and inflation.

We are watching with eagle eyes the interest rates in Japan. If things break, they could break hard.
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Risk #3: Renewed 
Supply Problems

➢ “Seven years of under-
investment of oilfield services, 
effectively dismantling much of 
its capacity and drastically 
shrinking its workforce in order to 
survive. Together with the 
additional hurdles created by the 
vilification of oil and gas make 
what is required of us a very 
heavy lift.”
➢ “We need a synchronized 

global oil and gas super cycle of 
some duration and we need it to 
start yesterday.”
➢ -Clay Williams, NOV CEO
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Of course, no list of risks would be complete without a nod to the seemingly endless supply chain problems 
we’ve seen over the past two years. The China COVID shutdowns in April and May didn’t appear –
thankfully – to have the same impact as prior shutdowns. Nevertheless, we are not out of the woods.

The supply issues today appear mostly centered on the oil and gas situation. Clay Williams, the CEO of 
NOV – an oil field servicer and equipment provider – made a passioned treatise in April, lamenting the 
lack of investment in the energy sector. Of course, Williams may have just been talking his book. But there 
has nevertheless been a clear trend toward lower oil and gas well permits in the US. There is an inventory of 
leases available to be drilled but we are adding inventory today more slowly than we need. This could have a 
negative impact down the line in terms of US energy supplies.
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Risk #3: Renewed Supply Problems

59

Finally, China is embarking on a plan to stimulate its economy with $220 billion of bond sales. These bond 
sales were originally slated for 2023 but, in an effort, to improve the economy, the country is now bringing 
forward this funding to 2022. The bonds will be issued by local governments for the purpose of raising 
money to invest in infrastructure. While good for demand, this could negatively impact supplies of raw 
materials globally, thereby adding further upside pressure to inflation.

Source: Bloomberg
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Market Outlook

60

The final section of this presentation examines the Market Outlook.
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S&P 500 Price/Earnings Ratio has Fallen Sharply to 
Trend – Could decline further if inflation persists
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While valuations have fallen back to historic averages, we are wary that this is a moving target. If inflation 
persists and pessimism continues, valuations could still fall further. In the period of high inflation in the 
1970s and early 1980s, valuations fell dramatically from the high teens to roughly 10x. Again, this should 
further demonstrate the need to bring inflation back under control.
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Emphasizing 
robustness
✓ Low Leverage

✓ Low Revenue Volatility

✓ Low Gross Margin Volatility
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When we look at traditional valuation metrics like Price to Earnings (P/E), we understand that “earnings” is 
a moving target. In a recession, earnings fall. So, the low P/E you thought you were getting may actually end 
up being much higher. As an example, let’s say a company earns $1 per share per year, typically. The stock 
trades for $10. You think you’re getting a reasonable price at 10x earnings. However, if earnings fall by 40% 
(like we’ve already seen from Target), the valuation changes from 10x to 17x. All of a sudden, the “bargain” 
you thought you were getting no longer appears to be a bargain.

Therefore, in our analysis, we have gone through all of our holdings as well as some companies we don’t 
own and examined them for earnings robustness. In other words, how well has this company’s earnings 
held up over time? We created an index using revenue volatility, gross margin volatility, and current debt 
levels. We believe that these companies should hold up better through the cycle. Therefore, we are 
emphasizing investments in these stocks.

It is great to get a cheap stock. But it’s better to get a reliable cheap stock.
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But it isn’t 
foolproof
o Target

o Nike

o Deere

63

Of course, a few of the companies listed have seen significant stock declines this year. Target has already 
been discussed. Nike and Deere have also fallen for different reasons. It is important to remember that no 
method is foolproof but we expect analyses like these to improve our batting average in a recession.

The failures also reinforce the importance of diversification. Expect to see more diversified portfolios as we 
seek to mitigate some of the idiosyncratic risk.
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Credit 
spreads are 
widening…
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On the fixed income side, credit spreads are widening as liquidity in the market is withdrawn and risk rears 
its ugly head again. Credit spreads have widened most dramatically among high-yield issuers, which 
benefited from years of easy monetary policy from the federal reserve.
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…But Aren’t Yet Cheap
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However, despite the recent widening in spreads, we don’t yet think they provide great value. We will be 
happy to purchase some of this debt…but at the right price. With junk spreads only now back to longer-run 
averages, we don’t think they have become sufficiently cheap as to warrant investments at the current time. 
There may, from time to time, be a unique circumstance when we feel a company is misrated and has good 
prospects. However, those are few and far between today.
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Levered Loans 
are a stay-away:

Floating coupons 
provide yield but 
rising interest 
expense and 
falling profits a 
bad combo
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Leveraged Loan Index

Leveraged loans were “hot” at the beginning of 2022 because they promised rising coupon payments in a 
rising rate environment. However, because these loans are typically issued by smaller companies more 
exposed to the vagaries of consumer behavior and financial markets, they have recent sold off aggressively. 
The added problem here is that credit risk rises as interest rates rise because the cost of servicing that debt 
rises. 

We are staying away from levered loans because we think they promise fool’s gold.
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Mortgage-Backed Securities have sold off and 
represent reasonable (but not great) value
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One area we are seeing more value is in the mortgage-backed security space. We are wary that the consumer 
is weakening but equity in homes is higher than it was in 2008, FICO scores are higher, and at the end of 
the day consumer balance sheets are better off also. We don’t expect the mass defaults that we saw in 2008. 
Further, Ginnie Mae backed mortgages have an explicit US government guarantee, reducing the credit risk 
to nil. While we don’t want to be overexposed to this sector at any time, we are becoming very interested in 
adding some of these mortgages as a piece of a diversified fixed income portfolio.
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Municipal Bond Spreads have widened – they 
now pay nearly as much as a 10-year treasury 

68

1/5/2022, 64.206

5/20/2022, 104.456

7/6/2022, 93.39

40

50

60

70

80

90

100

110

Jan-22 Feb-22 Mar-22 Apr-22 May-22 Jun-22 Jul-22

Muni Rate as a percentage of US 10-year Interest Rate

While we are admittedly talking our book, we view municipal bonds as quite attractive at current levels. At 
the beginning of the year, municipal bonds traded at roughly 2/3 the yield of a US treasury bond. The 
reason it trades like that is because of the coupon’s tax deductibility. Today, municipal bonds trade almost 
on a par with treasuries. This means that you are receiving the same rate as a US bond but you get the 
added tax bonus. 

Part of the reason for this is the impact of mutual fund and ETF products. When investors get scared, they 
pull money out of whatever they can. This year, that has included municipal bond funds. In an effort to 
meet redemption requests, these funds sell whatever bonds they can, without strong regard for price. This 
creates a sell-off in the municipal bond market that individual investors can capitalize on. 

We believe municipal bonds represent great relative value today. However, it is important to buy them as 
individual bonds rather than the ETF or mutual fund products because you don’t want your value to be 
dependent on the whims, redemptions, and forced selling of other investors.
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Yield Curve 
inverts again 

Low returns to 
additional 
duration, unless 
rates fall 
dramatically
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The yield curve has inverted for the second time in 2022. This means that there is little return to investing 
in long-dated fixed income products. Today, we see more value (and more optionality) on the “short-end” of 
the curve. For buy-and-hold investors, you get all the return with much less risk.
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Investment Landscape
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Upside risks:
1. Confidence improves
2. Corporate investment outweighs 

near-term consumer weakness
3. Inflation turns down

Downside risks:
1. Europe
2. Central Banks
3. Supply/demand issues recur

To sum up, we believe the current state of the economy is in a downward trend that is likely to remain in 
place as long as inflation remains elevated. However, there are upside and downside risks to this outlook.
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Investment Strategy

71

Personal:
Be smart and disciplined about 
your cash and debt.

Set up the chess board.

Equities: 
Accumulate good businesses at 
good prices that have shown they 
can weather the cycle. 

Especially look at the ability of the 
company to maintain margin and 
service debt (if it has any).

Fixed Income: 
Interest rates and widening 
spreads present opportunity and 
risk. 

Look for opportunities created by 
liquidity issues (e.g. Munis, MBS). 

Investment Strategy

Now is the time to set up the chess board. Be smart about your personal finance decisions and invest in 
proven businesses with relatively low earnings risk. Diversify. Look to take advantages of weak hands in 
fixed income markets: purchase bonds with low credit risk at attractive spreads.
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NCM Macro
“Q2 2022 – Bad Moon Rising”
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Disclosure

We certify that the opinions and predictions set forth in Narwhal Capital Management publications are, for better or worse, our professional beliefs at the time of 
publication.

We are not under duress or pressure from any of the corporate entities mentioned, nor do we intend to do business with them on the investment banking or 
advisory side of things. Nor is this a solicitation or inducement to take action, whether buying or selling, based upon the opinions presented. Again, this 
publication is a summarization of our professional beliefs and actions that have occurred in the past. We are not “selling” nor attempting to convince the reader of 
any one particular course of action.

Although we are investment advisors, our publications are not to be construed as investment advice. Quite frankly, this publication is a snapshot of our research 
and opinions. We strive to be as impartial, insightful and accurate as possible. We do base our opinions, analysis, and calculations on information and analysis 
that we believe to be reliable, but we cannot guarantee that they are either accurate or complete. We may change our minds about any item mentioned and we 
will not necessarily update them in print. We can guarantee that our research and opinions will sometimes be flat out wrong. This may be from subjective blind 
spots, mistakes, ignorance, uncertainty of predicting events, or emotional bias. However, we prefer that our predictions/opinions/research be proven right 100% 
of the time, and that the stocks our clients own go up, not down, therefore you can assume some level of self-interest and “hope” is present in this and all future 
publications.

At the time of publication employees of Narwhal Capital Management may or may not have held positions in the securities detailed in this report.

Unless otherwise noted, all financial data for investments accessed via the Bloomberg Terminal.

Finally, we must disclose that PAST PERFORMANCE DOES NOT GUARANTEE FUTURE RESULTS.
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