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October 1, 2022 – No Need to Fight the Fed 

As always, we hope that this letter finds you well.  We are going to keep this one brief, because we fully anticipate 
that we will be writing to you with another update before the end of the year.  This letter is being written on 
October 1st, and by the time you are reading it there is a high probability that much may have occurred in 
financial markets or geopolitically, or both.  Please do not hesitate to contact us for our take on specific events. 

To quote Vladimir Lenin, and please excuse the inopportune timing of the source, “There are decades where 
nothing happens; and there are weeks where decades happen.”  At the risk of sounding alarmist, we tend to 
agree with the many market analysts that have been suggesting that one or more of those weeks may be in store 
in the coming quarter.  The rapid -16.6% drop in the S&P 500 Index* since the most recent bear market rally 
peaked in mid-August (chart bottom left) suggests that we may be due for a short-term relief rally, but until the 
Federal Reserve relents on its aggressive tightening campaign the intermediate-term trend points lower. 

Before we discuss the current state of financial markets, recent messaging from the Fed and why we agree that 
financial markets are facing some tough times in the next few months, we’d like to make clear that our target 
allocations are currently in as defensive a position as they have been in some time.  In a period of high volatility 
and reduced liquidity, and when bonds are no longer offering the diversifying protection they have in decades 
past, history suggests that cash is king.  Our current elevated cash position should continue to provide a degree 
of protection from a potential liquidation event, which recent emergency currency and sovereign debt market 
interventions by both the Bank of Japan and the Bank of England, respectively, indicate is a possibility in coming 
weeks.  Also, having immediately accessible liquid capital in the portfolio will enable us to make the long-term 
investments that we’ve discussed in past letters, in sectors like energy, materials, miners and heavy industry, at 
even more favorable valuations. 

As you can see in the charts below, both stocks and bonds have taken an absolute beating so far this year.  The 
S&P 500 logged three straight negative quarters for the first time since 2008, and the US Aggregate Bond Index* 
is facing its worst calendar year total return in many decades, by a wide margin (table below right.)  The Federal 
Reserve is insistent that it will continue its blistering pace of rate hikes and its monthly balance sheet runoff, aka 
Quantitative Tightening (charts top of next page,) until inflation is well on its way to their 2% target.  In other 
words, the beatings will continue until morale improves. 
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At the press conference following the September 21st meeting of the Fed’s Federal Open Market Committee 
(FOMC), Chairman Jerome Powell said the following: 

“Today, the FOMC raised its policy interest rate by 0.75%, and we anticipate ongoing increases will be 
appropriate.  We are moving our policy stance purposefully to a level that will be sufficiently restrictive to return 
inflation to 2%.  In addition, we are continuing the process of significantly reducing the size of our balance 
sheet.” 

In response to a question from Bloomberg reporter Mike McKee about whether the Fed’s tightening actions are 
likely to spur a recession and an increase in unemployment, Chairman Powell said the following: 

“I think that there’s a very high likelihood that we’ll have a period of what I’ve mentioned is below trend growth, 
by which I mean much lower growth and we’re seeing that now… and it could give rise to increases in 
unemployment, but I think that is [something] that we think we need to have…  And if we want to set ourselves 
up [to] really light the way to another period of a very strong labor market, we have got to get inflation behind 
us.  I wish there were a painless way to do that, there isn’t.”  

Since the last major bear market ended in 2009, each time financial markets showed signs of distress the Fed has 
come to the rescue with rate decreases and balance sheet increases.  So far this year, US investors have 
experienced the largest calendar year drop in the typical 60/40 balanced portfolio since 1931 (below) and the 
Fed has remained steadfast in its determination to tighten financial conditions.  The beatings will continue. 
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The good news is that we don’t have to stand in the 
ring and take the beatings.  By reducing overall equity 
and bond market exposure and increasing our cash 
position, we can sit ringside and wait it out.  Based on 
the speed with which markets seem to be unraveling, 
particularly sovereign bond and currency markets, 
and the increasing stress those ructions are causing on 
the plumbing of the global monetary system, it is 
possible that we won’t have to wait too long.  

At some point in the not-too-distant future, either 
higher interest rates will translate to the economic 
slowdown the Fed is shooting for and they will be 
able to take their foot off of the brake, or the stress of 
such extreme monetary tightening will cause an issue 
at a systemically important financial institution, as 
happened in the UK last week, and the Fed will have 
to step in to prevent a cascading event.  Before we see 
that pause or pivot in the Fed’s tightening cycle, we 
fully expect that we will see the more favorable 
risk/return environment we’ve been waiting for and 
for which we are prepared.   

There are already areas of the equity market that are 
very attractive to us from a long-term valuation 
perspective, about which we’ve written extensively in 
recent letters and to which we currently maintain a 
half or third of our target exposure.  However, if we 
see a true liquidation event it is very likely that the 
baby will be thrown out with the bathwater, and we 
will get a great opportunity to scoop up those target 
positions at a steep discount.   

If there is no liquidation event in coming weeks or 
months and the Fed’s continued tightening results in 
a slow bleed into next year, culminating in a recession, 
we expect we’ll still have the opportunity to check 
items off of our shopping list at near current prices or 
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lower before the next upturn kicks into high gear.  We are in this for the long haul, and we are prepared to be 
patient. 

The table below lists each of the twenty bear markets of the last 140 years.  The average peak to trough decline 
in those bear markets has been 37.3% and the average length has been 289 days.  Thus far, in what Bank of 
America has dubbed the “Great Bond Bear Market”, the S&P 500 has fallen -25.25% since it’s January 3rd peak, 
270 days ago.  This isn’t Lake Wobegon, so we can’t count on this bear market to hit those average statistics 
exactly, but every day we are getting closer in both depth and duration to an investible bottom.   

The two columns on the right of the table list the one-year and two-year returns of the S&P 500 following each 
of those twenty bear market bottoms.  There are obviously no guarantees that markets will perform in a similar 
fashion once this bear finally ends, and we do not delude ourselves that we will catch the exact bottom, but by 
sitting in a cash heavy position we believe that we are putting the odds of long-term positive performance in 
our favor.  There is no need to fight the Fed, so we choose not to.       

 

 

 

 

 

 

 

 

 

 

 

Thank you for taking the time to read our comments.  We welcome you to share this letter with family and 
friends, and we invite you to contact us via phone or email with any questions or concerns. 

Sincerely, 

 
 
 
Clay Ulman, CFP®    Jim Ulman, ChFC, CLU, MBA 
CBU@UlmanFinancial.com  JWU@UlmanFinancial.com 
443-226-7716    443-866-6387 
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*The Standard & Poor’s 500 Index (S&P500) is a capitalization-weighted index of 500 stocks designed to measure 
performance of the broad domestic economy through changes in the aggregate market value of the 500 stocks representing 
all major industries.  The Dow Jones Industrial Average (Dow) is a price-weighted index of 30 significant stocks traded on 
the New York Stock Exchange and the Nasdaq.  The Nasdaq 100 Index is a basket of the 100 largest, most actively traded 
US companies listed on the Nasdaq stock exchange.  Indices such as the S&P 500 Index, the Dow Jones Industrial Average 
and the Nasdaq 100 Index are unmanaged, and investors are not able to invest directly into any index.  Past performance 
is no guarantee of future results.   

The Bloomberg US Aggregate Bond Index is a market capitalization-weighted index, meaning the securities in the index 
are weighted according to the market size of each bond type.  Most US traded investment grade products are represented.  
Municipal bonds, and Treasury Inflation-Protected Securities are excluded, due to tax treatment issues. 

The opinions voiced in this material are for general information only and are not intended to provide specific advice or 
recommendations for any individual.  To determine which investment(s) may be appropriate for you, consult your financial 
advisor prior to investing.  The economic forecasts set forth in the presentation may not develop as predicted and there can 
be no guarantee that strategies promoted will be successful.  All investing involves risk, including loss of principal.  No 
strategy assures success or protects against loss. 

All indices are unmanaged and cannot be invested into directly.   


