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Why Has the Stock Market Been So Volatile? 
What Should You Do? 

 
 
What is Behind the Recent Bout of Volatility in the Financial Markets? 

As we discussed in our most recent 4th Quarter 2021 Market Recap, we expected financial 
markets to become more volatile as the U.S. economy transitions through the mid phase of its 
business cycle. Specifically, we anticipated more pronounced asset price fluctuations given 
increased uncertainty over the future health of the economy as the Federal Reserve (“Fed”) 
removes its extraordinary monetary accommodation measures. 
 
The financial markets are also concerned over the impact on asset (stock and bond) price 
valuations as the Fed raises interest rates to more “normal” levels commensurate with 
prevailing economic conditions. The rise in interest rates means stocks with high valuations, 
especially within high growth industries that were net beneficiaries during the COVID crisis, are 
most at risk of experiencing price declines. This is attributed to rising interest rates increasing 
the discount rate applied to the future earnings and cash flows of a company, which in turn 
reduces the present value of a company and its share price. Bonds prices are also negatively 
impacted by rising interest rates due their inverse relationship to the direction of interest rates 
(as rates rise, bond prices typically fall).  
 
This Is Not the End of the Current Bull Market in Stocks 

While rising interest rates present a headwind to the financial markets, they typically do not 
portend the end of a bull market in stocks. Historically, stocks tend to rise during cycles when 
the Fed increases interest rates. This is because the Fed wants to tighten financial conditions 
when the economy is extremely healthy to prevent it from overheating. Since there is a six-to-
nine-month lag between Fed action and economic impact1, the favorable conditions underlying 
rate hikes can persist, thereby providing support for continued earnings growth and share price 
appreciation. 
  
What is different now versus prior Fed rate cycles? Inflation. As you may well appreciate, the 
price of practically everything seems to be skyrocketing. The Consumer Price Index, which 
measures the average change over time in the prices paid by urban consumers for a market 
basket of consumer goods and services, rose 7.0% in December, which compares to an 
average rise of only 1.9% since the end of the global financial crisis in June 20092. As such, 
there is heightened concern in the financial markets that the Fed will be much more aggressive 
with tightening financial conditions to control inflation. Doing so could impact economic growth 
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conditions and potentially accelerate the start of a recession (bear markets or periods of 
declining stock prices typically precede economic recessions due to the expectation of 
declining earnings and cash flows when economic activity contracts). 
 
Protecting Principal in a Rising Interest Rate Environment 

We have made several adjustments in many of our client portfolios in anticipation of rising 
interest rates. Within equities, we have incorporated more real asset investments where 
appropriate. These assets tend to perform well during high inflationary environments given 
their relative stable income streams and lower sensitivity to inflation. We have also maintained 
a relative balanced exposure to stock sectors/strategies that have the potential to hold up 
during rising interest rate environments while also emphasizing sectors/strategies supported 
by durable growth tailwinds should economic conditions slow more than anticipated due to 
overly aggressive Fed policy. 
 
We have also positioned our clients’ fixed income holdings to reduce the impact of rising 
interest rates by owning investment strategies focused on shorter maturity bonds. We also 
continue to maintain a globally diversified portfolio of predominately high-quality bonds for 
most clients. Doing so lowers interest rate sensitivity while reducing credit risk by diversifying 
among several non-U.S. government bond sectors. We continue to be cautious with our 
clients’ bond holdings as we want to use bonds to protect principal, provide liquidity, and 
support portfolio distributions. Larger gains are available by owning stocks over the 
intermediate-to-long term. 
 
What Might Happen Next?  

In our recent newsletters we discussed the factors behind the current inflationary environment 
as well as our expectation that inflation will start to moderate over the course of this year. 
Moderating inflation trends will also help to calm market concerns over the pace at which the 
Fed will tighten financial conditions and ultimately provide a more favorable backdrop for 
stocks to rise over the course of this year. We continue to anticipate much higher volatility over 
the near-term as inflation measures remain at high levels before meaningfully moderating 
during the middle of this year. The escalation in Russia/Ukraine tensions and the potential 
deployment of U.S. and NATO troops to Ukraine will further fuel market volatility. At this time, 
we do not anticipate an all-out war in Europe, but we stand ready to adjust client portfolios if 
needed should the situation meaningfully deteriorate. 
 
As of market close 01/24/22, the price of the S&P 500 Index, which measures the performance 
of the 500 largest publicly traded companies in the U.S., was down 7.4% for the year, and the 
price of the NASDAQ Composite Index was down 11.4% for the same period. The divergence 
in returns for both indices is due to composition of the NASDAQ, which measures the 
performance of the 3,000+ stocks listed on the NASDAQ exchange. Approximately 50% of the 
NASDAQ is comprised of technology companies3. While the technology sector is also the 
largest component within the S&P 500, it only accounts for 28% of the overall index (followed 
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by healthcare and consumer discretionary at 13% each4). Due to its more balanced exposures, 
the S&P 500 Index has become the preferred measure to track the results of U.S. stocks. 
 
Key technical indicators we monitor are signaling that both the S&P 500 and NASDAQ have 
been capitulating. Capitulations are periods of large price declines accompanied by heavy 
selling and are typically followed by periods of sustained upward price movements. It usually 
takes a couple of trading sessions for a capitulation to run its course as “weak hand” investors 
throw in the towel and liquidate their investments. However, the impact of algorithmic trading 
may extend this period given potential delays in momentum-based algorithms picking up 
durable volume and price inflections.  
 
What Should You Do? 

Maintaining a long-term investing focus toward your goals is the best way to attain consistently 
good investment results. We always have sufficient money allocated to bond funds in the 
accounts of clients taking periodic withdrawals from their investment portfolios so that we do 
not need to sell stocks during periods of market volatility. This means that clients can benefit 
from the longer term upward movement in the global stock markets. 
 
We Want to Help You Attain Your Financial and Personal Goals! 

 
We welcome the opportunity to discuss your goals and the most appropriate strategy to attain 
them. We are also honored to speak to any of your friends, associates, or relatives should they 
have an interest in our financial planning or investment management services. 
 
References: 
1. Tyler, A. JPMorgan US Market Intelligence Morning Briefing. “Relief Rally Stalled; Pre-Fed Thoughts”. 01/25/22. 
markets.jpmorgan.com  
2. FRED Economic Database. Consumer Price Index: All Items for the United States year-over-year percentage change for the 
period 06/01/09 to 12/31/21. fred.stlouisfed.org. 
3. NASDAQ. “Nasdaq Composite Index: 50th Anniversary Brings New Records and Further Optimism”. 12/20/21. 
www.nasdaq.com 
4. the Balance. “What is the Weightings of the S&P 500?” 11/02/21. www.thebalance.com  
 

This information was compiled by Ginsburg Financial Advisors. 
 
The views stated in this newsletter are not necessarily the opinion of Cetera Advisor Networks 
LLC and should not be construed directly or indirectly as an offer to buy or sell any securities 
mentioned herein. Due to volatility within the markets mentioned, opinions are subject to 
change with notice. Information is based on sources believed to be reliable; however, their 
accuracy or completeness cannot be guaranteed.  
 
Nothing in this presentation should be construed as offering or disseminating specific 
investment, tax, or legal advice to any individual without the benefit of direct and specific 
consultation with an investment advisor representative. Information contained herein shall not 
constitute an offer or a solicitation of any services. Past performance is not a guarantee of 
future results.  
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All investing involves risk, including the possible loss of principal. There is no assurance that 
any investment strategy will be successful. A diversified portfolio does not assure a profit or 
protect against loss in a declining market. 
 
No independent analysis has been performed and the material should not be construed as 
investment advice. Investment decisions should not be based on this material since the 
information contained here is a singular update, and prudent investment decisions require the 
analysis of a much broader collection of facts and context. All information is believed to be 
from reliable sources; however, we make no representation as to its completeness or 
accuracy. The opinions expressed are as of the date published and may change without 
notice. Any forward-looking statements are based on assumptions, may not materialize, and 
are subject to revision.  
 
Investors should consider the investment objectives, risks, charges and expenses associated 
with municipal fund securities before investing.  This information is found in the issuer's official 
statement and should be read carefully before investing. 
  
Index descriptions: 
-S&P (Standard & Poor's) 500. A market capitalization-weighted index of 500 widely held stocks 
often used as a proxy for the US stock market. It measures the movement of the largest issues. 
Standard and Poor's chooses the member companies for the 500 based on market size, liquidity 
and industry group representation. Included are the stocks of industrial, financial, utility, and 
transportation companies. Since mid-1989, this composition has been more flexible and the 
number of issues in each sector has varied. 
 
-The NASDAQ Composite Index is a large market-cap-weighted index of more than 3,000 
stocks, American depositary receipts (ADRs), and real estate investment trusts (REITs). The 
Index's composition is over 50% technology, with consumer services, consumer goods, and 
financials the next most prominent industries. 
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