Tuesday, July 5, 2022
Good afternoon:

Markets were unable to establish any footing after the prior week’s bounce
and ended the first half of 2022 with single digit losses for the week. Fears of
recession based on rising inflation has impacted nearly every asset class this
year. When the dust settled, the S&P 500 Index posted its worst first-half to a
year since 1970. As the chart below illustrates, the decline in equities this year

has been broad-based.
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Starting the year with the Fed still claiming inflation was “transitory,” it
quickly became clear that they were wrong. Unlike past Fed Chairs that opted to
raise interest rates preemptively to prevent inflation from getting a foothold,
Chairman Powell’s inaction left them well behind the curve and forced to play
catch-up this year. This came in the form of 1%2% in combined rate hikes this
year with more to come. Along with the economic consequences and potential



recession it may trigger, equity markets have clearly been attempting to price

these moves into current stock prices.

For nearly every investor, this has been one of the worst starts to a year
they have ever experienced. Major stock indices are down between 20-30% with
many well-known individual companies down 50-80% or more from their recent
highs. Bonds have not proven to be a safe haven either this year. Rising
interest rates causes bond values to fall which led to double-digit losses in fixed
income assets YTD as well. About the only thing that has worked in 2022 so far

has been commodities that can track the rising prices of energy and food prices.

In spite of both oil and Treasury yields moderating today, stocks are
opening this holiday-shortened trading week on their same negative trajectory.
The Dow and S&P 500 are off nearly 2% while the NASDAQ is holding up better
off less than 1%. As we have discussed, these declines in equity values are
happening against a backdrop of rising earnings and strong demand in many
parts of the economy. The result is a market trading now at significantly lower

valuations which should put a level of support underneath stocks at some point.

History may be on investor’s side though. After the S&P 500 lost 21% in
the first half of 1970, it reversed course and posted a 26.5% gain in the second
half to finish slightly up on the year. While that would be great if we recovered
everything in the next two quarters and ended the year in the black, it may be a
tall order. Despite stocks historically posting losses in nearly 2 out of every 5
years (40% of the time), the asset class of equities has outperformed all others
by a wide margin over the long run. However, it requires investors to tolerate this
kind of volatility from time to time and not panic and sell. There WILL be better

days and better markets ahead.

We believe markets will remain volatile while traders try to find clarity on
the economy, inflation, and the Fed’s response. After the widespread declines

already in place, it is possible we are far closer to an ultimate market bottom at



current levels. To share with our clients some additional perspective from our
financial industry partners, we will be hosting another exclusive client call next
week on Wednesday, July 13 at 1:00 CT. You will receive a separate email

invitation shortly with all the details.

Have a great week!
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