
Monday, May 2, 2022 

Good afternoon: 

            Market sentiment remained solidly bearish last week as fears that more 

aggressive upcoming Fed rate hikes will put an end to our current economic expansion 

cycle.  Virtually all sectors declined to close out the worst month of April in the Dow and 

S&P 500 in 52 years.  For the week, major equity averages each declined between 

2½% and nearly 4% in highly volatile trading.   

            After two solid years in the market, a correction may have been inevitable at 

some point this year.  Since markets often try to price in a number of upcoming 

circumstances well ahead of time, this year has been a process of determining how the 

economy may look at the end of the Fed’s “normalization” of interest rates.  Surging 

inflation, and the effects of the war in Ukraine and Russian sanctions on global food and 

energy prices, added another helping of uncertainty and anxiety for both traders and 

investors in recent months.  As we begin May, all of the equity indices are well into 

correction territory with the NASDAQ and Russell 2000 each now officially in a bear 

market.  Within these averages though, most growth stocks that experienced parabolic 

moves higher in the past two years have fallen back to Earth with declines of 50-75% or 

greater. 

            Part of last week’s selloff was triggered by the surprisingly weak report on the 

economy from the US Bureau of Economic Analysis.  For the first quarter, real GDP 

declined at an annualized rate of 1.4% when an expansion of 1.0% was the consensus 

estimate.  However, as the chart below shows, an increase in the quarter in consumer 

spending bodes well for the coming quarters as COVID-19 restrictions continue to drive 

strong demand for travel and leisure.   

       



            Markets are still drifting lower as we start this week in a highly oversold 

condition.  Corrections often end with a final violent washout that forces the last of the 

traders to sell out of panic or necessity.  However, that is not always the 

case.  Sometimes the market goes through a bottoming process where it moves 

sideways after a decline before restarting a new uptrend.  After the magnitude of this 

year’s pullback, it is also possible we see something counterintuitive.   

            Wednesday will see the Fed announce what the market believes will be a 

minimum 0.50% rate hike.  With this hike fully anticipated, it is entirely possible that 

equities actually rally as a result.  The Fed giving the economy its next dose of medicine 

could be viewed as a long-term positive to fight the bigger evil of inflation.  Fortunately, 

the positive earnings environment, along with strong labor and housing market may limit 

any significant further market decline as the Fed continues its effort to orchestrate a 

soft-landing for the economy and a dramatic reduction in the inflation rate.  As long-term 

investors, we remain focused on key tenets of diversification, quality, and professional 

money management to navigate through difficult periods in the market and economy 

such as these. 

Have a great week! 
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