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We’ve only passed the halfway mark for 2022, and frequently hear the refrain “it has been quite a year.”
While a difficult first half to 2022 is now in the rearview mirror, the unfortunate reality is that, given the
challenging economic and geo-political factors affecting the U.S. and global economies, the short-term
outlook is likely to remain volatile as markets lack clarity in how – and when - they will be resolved. This
combination of geopolitical uncertainty, inflationary pressure and volatility has many of our clients asking,
“should we be doing something different in our portfolios?” For the majority of our clients, the short
answer is probably ”no” as we remain confident that the quality characteristics of the Jensen companies
will enable them to weather these uncertain times.

We remain reassured by our decades-long focus (which has navigated many ups and downs) of favoring
high-quality companies. The path may continue to be bumpy, but in our minds investing in high quality
companies with durable competitive advantages that have demonstrated their resilience in good times
and bad remains a compelling investment thesis.

Of course, if you are concerned by the current market volatility or your circumstances have changed, we
are always happy to meet with you to review your asset allocation strategy and cash flow needs.

Second Quarter 2022 in Review
The U.S. stock market produced a second consecutive negative return for the second quarter of 2022 as
investors continued to react to substantial headwinds impacting the global capital markets. These
headwinds included rising interest rates as the U.S. Federal Reserve raised the Fed Funds interest rate
and communicated that more increases were likely over the coming quarters, inflation that continues at
elevated levels not seen for a generation, continued global supply chain bottlenecks, a tight labor market
and rising wage costs, and significant geopolitical risks primarily from Russia and China. Combined with
the negative return of the first three months of 2022, the S&P 500 index produced the worst performance
for the first half of any year since 1970, according to Dow Jones Market Data.

Looking Ahead
As investors, we are keenly aware of the many issues facing companies as we look toward the rest of the
year and beyond. Inflation in the United States is currently running at more than 8% on an annualized
basis, the highest rate in forty years. The U.S. Federal Reserve pivoted from dovish to hawkish, raising the
fed funds rate three times, ending open market purchases under its quantitative easing program, and
signaled more interest rate increases to tame inflation. Corporate profit margins are under pressure, the
U.S. job market has remained tight, driving wage costs higher, and commodity prices are elevated due
…….



higher demand associated with the economic recovery and restricted supply further exacerbated by
Russia’s invasion of Ukraine. As buyers of businesses with strong competitive advantages and in many
cases, truly global footprints, the challenges facing the U.S. economy that are also affecting global
economies cannot be overlooked either.

The U.S. midterm elections in the fall are likely to bring hot-button political topics to the fore, including
healthcare and tax reform, which may lead to further uncertainty. As a result of the aforementioned
challenges, we are maintaining a more cautious outlook for market returns in the shorter term. One
element of the current landscape contributing to our caution is the expected business performance of
companies across the U.S. economy. We believe that the underpinnings for long-term stock returns
include earnings and cash flow growth. Here too, pressure is creating uncertainty as earnings growth for
S&P 500 Index companies is currently forecast to slow meaningfully in 2022, from some +70% in 2021 to
approximately +7.6% in 2022. The difficult year-over-year comparisons for 2022 earnings may prove
challenging and result in further downward revisions for the rest of the year, as much of the future
corporate guidance may not yet reflect the ongoing impact of rising costs on many businesses’
profitability.

Despite these significant challenges, we are comforted by our focus for over three decades of favoring
quality companies. In our opinion, they demonstrate strong and resilient business models, empowered by
durable competitive advantages, high returns on capital, substantial free cash flow generation and
manageable debt. Our long-term investment discipline is designed to dampen volatility and weather the
storms that are inevitably going to occur. We recognize that investing involves risk, and while history is no
guarantee, we remain confident that our constant focus in “knowing what we own” can provide our
clients with the investing outcomes they seek and help them achieve their financial goals.

Connect With Us
Thank you for your continued confidence in Jensen. We are tremendously grateful for your ongoing
support, and as always, please do not hesitate to contact us with any questions you may have. Be safe
and be well!

Past performance does not guarantee future results. This information is current as of the date of this material and is subject to change at
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