
  
 
 
 
 
 
 
 
 

Quarterly Market Insights 
 
Shifting Fundamentals 
 
Ugh!! What a quarter and year-to-date for the financial markets. Frankly, there were few places 
to hide. Stocks during the first half of the year turned in their worst performances since 1970, 
according to CNBC. In addition, bond yields moved up in a substantial way wreaking havoc to 
the bond market (at least on paper). All of this combined caused some to question whether 
diversification works any more.  

Stock Indices  Q2 2022 Return %* YTD Return %* 
S&P 500 (large) -16.10% -19.96% 
S&P 400  (midsize) -15.42% -19.54% 
Russell 2000 (small) -17.20% -23.43% 
MSCI EAFE (intl.) -14.51% -19.57% 
Bond Yields June 30, 2022 Yld. & Qtr.       

Change 
Dec 31, 2021 Yield 

3-month T-bill 1.72%    (+1.20%) 0.06%            
2-year Treasury              2.92%     (+0.64%) 0.73% 
10-year Treasury              2.98%     (+0.66%) 1.52% 
30-year Treasury              3.14%     (+0.70%) 1.90% 
Commodities June 30, 2022 Price & Qtr.   

Change 
Dec. 31, 2022 Price 

   
Oil per barrel $105.76       (+$5.48) $75.21 
Gold per ounce           $1,807.30    (-$146.70)       $1,828.60 

*Stock indices include reinvested dividends and are not annualized. 
 
As we reflect on what has occurred, it is important to not get lured into recency bias (taking 
what has happened recently and extrapolating it into the indefinite future). To keep things in 
perspective, let us back up for a moment and observe history.  

During the 2010s, the economic fundamentals were supportive of stocks: modest economic 
growth, rising corporate profits, low interest rates, and low inflation. When the Federal Reserve 
(the Fed) began hiking interest rates, the pace was gradual. 

Rates were subdued because economic growth was not particularly fast, and inflation was not 
a problem. In fact, the Federal Reserve fretted over its inability to get inflation up to its 2% 
target.  
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It is not that we did not see pullbacks during this time. We did (2011 and 2018 for example). 
Stocks never move up in a straight line, and corrections, when they occur, come unexpectedly. 
Nonetheless, favorable economic fundamentals were a tailwind, and the broad market indexes 
trended higher over the decade. 

Today, the economic fundamentals have shifted. These include surging inflation, aggressive 
Fed rate hikes, Russia’s ongoing war and its impact on oil and certain commodities, and recent 
Covid lockdowns in China—all of which are helping raise fears of a recession. 

As Figure 1 illustrates, inflation is at a 40-year high, and we have yet to see significant signs 
that inflation is slowing. 

 

In response to stubbornly high inflation, the Federal Reserve shifted away from its very easy 
money policy last year. Today, it’s talking tough, playing catch up, and forcefully raising 
interest rates in order to wring inflation out of the system (i.e., get it lower). In June, the Federal 
Reserve lifted the fed funds rate by 75 basis points (1 basis point =0.01%) or ¾ of a percent to 
a range of 1.50–1.75%. It was the first 75 bp rate increase since 1994—see Figure 2. 

Still, the aggressive path and factors outside its control have reduced the odds the Fed can 
engineer a soft landing—a slowdown in inflation that doesn’t trigger a recession. Fed Chief 
Powell acknowledged near the end of June, “It has gotten harder. The pathways (to avoid a 
recession) have gotten narrower.” Such uncertainty has pressured stocks since a recession 
would hamper corporate earnings.  

Figure 2 highlights the path of the fed funds rate over the last 30 years. Former Fed Chief Alan 
Greenspan preemptively raised rates in 1994—300 basis points in one year (or 3%)—to stave 
off inflation. Though unemployment was high, double-digit inflation of the 1970s and early 
1980s was still uppermost on the minds of Fed policymakers. 
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During the early 2000s, “measured” (Mr. Greenspan’s word of choice) rate increases amounted 
to seventeen 25 bp rate hikes (or a 4.25% total increase in interest rates) which eventually led 
to a dramatic decrease in interest rates in 2008. During the late 2010s, the Federal Reserve 
gradually lifted the fed funds rate to then decrease them dramatically after the start of the 
pandemic. 

 

In prior rate-hike cycles, increases were preemptive. Today, the Fed is reacting to high 
inflation and appears to be playing catch up. Further, the Fed believes another 50 or 75 bp is 
probably appropriate at its upcoming July meeting and further increases will follow going 
forward. 

The natural question is what happens to inflation as interest rates rise? Note in Figure 1 that 
the inflation rate peaked and then declined during and after a recession.  

Why? Consumer demand falls, which makes it more difficult to raise prices. Additionally, the 
jobless rate rises, and wage growth slows. Smaller wage increases put less pressure on prices. 

However, let’s state the obvious. Triggering a recession to stifle inflation is not ideal. 

Today, a recession is a risk but not a foregone conclusion. Some leading economic indicators 
such as housing sales and consumer confidence have turned lower. But job openings are high, 
layoffs remain low, job growth is strong, and plenty of stimulus cash remains in the bank. 

What to Do Now 

The first half of this year is the worst start since 1970. However, perspective is in order. Since 
1957, the S&P 500 Index has averaged a 20% or greater decline over a six-month period roughly 
every five years. Further, there have been five periods when the broad-based index lost more 
than 30% over six months.   In every instance, stocks eventually recovered not only the ground 
that they lost but eventually rose to all time new highs. Remember that success in the stock 

0.0

1.0

2.0

3.0

4.0

5.0

6.0

7.0

1/1/1993 1/1/1998 1/1/2003 1/1/2008 1/1/2013 1/1/2018
Data  Source: St. Louis Federal Reserve June 2022 Since 2008, rate is midpoint of 25 bp range

Fed funds rate
Percent Greenspan - "Measured"

425 bp in just over 2 years

Powell - "Gradual"Greenspan -
300 bp in 1 year

Fig. 2



market is determined more by being in the market as opposed to timing the market (getting in 
and out).  

Additionally, we still believe that bonds can be an effective tool in many portfolios by acting as 
a shock absorber. This is especially true when individual bonds are used since you have a 
maturity to protect principal, and income is provided along the way.   

Importantly, by diversifying between equities (stocks and stock funds), bonds and cash, we still 
firmly believe that diversification works over the longer term and the right combination of 
each is driven by your time horizon, your resources, and your ability to hold on through the 
inevitable down periods. This is where customizing your portfolio to your unique situation is 
so important and combining your investments with your financial plan is key. 

So, please contact us if you need some hand holding or wish to update your plan. These are not 
fun times for investors, and we understand that some reassurance can be in order and putting 
things in context is essential. Most importantly, don’t let emotion derail what is a good, well-
thought-out plan for your financial well-being. 

Final Thoughts 

We have updated our ADV which we file each year with the SEC. It gives detailed information 
about our firm. If you have an interest in receiving it, please let us know and we will be glad to 
forward it to you. 

As we approach our 19th year in business this August, we wish to thank each of you for 
allowing us to serve you. We view our relationship as a partnership, and we sincerely hope that 
we have made a meaningful difference in each of your lives. 

In closing, it is hard to sugar coat how difficult the markets have been this year. We have utmost 
confidence, however, that this will pass. Returns may be more muted going forward than they 
have been the past several years (before 2022), but things will eventually improve.  
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