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Hurricane Ian made landfall September 28th, with winds 
reported over 150 mph in some areas and storm surge 
up to 12 feet. This will prove to be one of the most costly 
storms to ever hit Florida, and our hearts go out to those 
affected. The far-reaching impact will go beyond the 
initial tragedy of life and property. The insurance 
industry, already in bad shape for Floridians, will be 
further devastated, which will make obtaining coverage 
difficult to impossible for coastal communities. 
 

 
Source: dw.com 

 
Likewise, excessive economic stimulus, energy policy, 
fiscal spending, and the ensuing inflation have a far-
reaching impact that has been on our radar for some 
time. The Federal Reserve response to dampen out the 
40-year record inflation with historic rate hikes and 
tapering of their bond purchases has resulted in a storm 
of its own in the financial markets. 
 
We have been living in a period of abnormally high stock 
market returns, far exceeding the 50-year average on the 
S&P 500 of 10.3%. With interest rates artificially kept 
low by the Federal Reserve through 2021, the term 
TINA (There Is No Alternative) helped contribute to 
stocks’ above-average returns as investors recognized 
that equities were the only game in town. Fixed income 

allocations were less volatile, but added nearly zero to 
returns in client portfolios. 
 
TINA has left the building! The Federal Reserve, as 
shown by the vertical gray solid line below, has raised the 
overnight bank lending rate from nearly zero to over 3% 
this year. The dotted line indicates the anticipated 
further rise into next year. The longer bond rates have 
had precipitous rise as well with the 10-year US Treasury 
rising from 0.60% in mid-2020 to more than 4% 
recently. There suddenly is an alternative to stocks with 
bond yields on corporates, fixed annuities, and CDs 
becoming very viable return producers. 
  

 
 
The additional pressure on equity valuations and capital 
costs have brought the overbought valuation of stocks 
down nearly 25% through the third quarter for the 
Standard and Poor’s 500 index, and far worse for the 
more aggressive Nasdaq index. As the chart below 
shows, the volatility in the Standard and Poor’s index ran 
from the beginning of 2022 through June. The S&P 500 
had a bounce in late June through mid-August of nearly 
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14% before heading back lower to re-test the June lows. 
This process of retesting the previous low is common, 
and may occur many times. 
 
 

 
 
The first few days in October have seen the index 
undercut the previous June lows, and we anticipate more 
volatility into next year. 
 
The question that we are asked often is, “When will the 
volatility in stocks end?” The market is really focused on 
Federal Reserve Chairman Powell’s messages and 
economic data. Any hint of an end to the Fed’s hawkish 
rate rise bias has been met with dramatic market rallies. 
 
The more important question should be: When will the 
economic slowdown that the Fed is trying to manage 
occur, and how severe will it be? We have discussed the 
dangerous game the Federal Reserve is playing of 
slowing the economic engine enough that inflation is 
tamed without stalling out that engine (the economy). 

We entered the calendar year with exuberance for 
earnings growth (maybe irrational levels) that is now 
being tempered. Many corporate earnings are missing on 
the downside, and many are revising estimates to lower. 
 
Historically, the market bottom coincides with the end 
of Federal Reserve rate hikes about half of the time. The 
better indicator is when earnings bottom (see the blue 
line below). 

 
 
The earnings this year are just beginning to rollover, and 
we need to see them bottom out. This process could take 
months, and this is the reason that we believe volatility 
will continue into next year. This does not imply that we 
feel further dramatic downside is in the cards, but a lot 
of false rallies are likely, with re-tests of previous lows 
similar to what we are doing now with the June low. 
 
One of the most surprising aspects of this volatility for 
investors has been the precipitous decline in bond 
prices. A principle of bonds is that when interest rates 
rise, bond prices decline (and vice versa). It happens in 
all bonds, just like the law of gravity. 
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For decades, interest rates have been declining, and 
although investors have not received much in the way of 
income, their principal was less volatile (even 
appreciating). With this momentous rise in rates, we 
have seen the largest decline in bond prices since the 
1970s. This component of your portfolio that has 
generally been less volatile and is, at worst, now down in 
value along with stock declines (Aggregate Bond Index 
down -14% through Q3 2022). This has even resulted in 
client portfolios with very conservative allocations 
experiencing significant declines. Just as I could not walk 
on the beach with a ray of sunshine on me alone in Ft. 
Myers during Hurricane Ian, most everyone is 
experiencing this storm, and we believe ensuring you are 
in high quality, sustainable positions is the best defense 
to ride it out. 
 
We appreciate your continued confidence and trust! 
 
The Brechnitz Group 
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IMPORTANT DISCLOSURES: 
 

All investments are subject to risk, including loss. There is no assurance that any 

investment strategy will be successful. Asset allocation and diversification does 

not ensure a profit or protect against a loss. It is important to review the 

investment objectives, risk tolerance, tax objectives and liquidity needs before 

choosing an investment style or manager. 
 

The foregoing content reflects the opinions of the Brechnitz Group of Raymond 

James & Associates and is subject to change at any time without notice. Content 

provided herein is for informational purposes only and should not be used or 

construed as investment advice or a recommendation regarding the purchase 

or sale of any security. This should not be considered forward looking, and does 

not guarantee the future performance of any investment. 
 

The information contained in this report has been obtained from sources 

deemed to be reliable; however, we do not guarantee the accuracy and 

completeness of such information. 
 

ASSET CLASS RISK CONSIDERATIONS  

Depending on the type of strategy in which you are investing, some or all of 

the following, risks may apply. 
 

Every type of investment, including mutual funds, involves risk. Risk refers to 

the possibility that you will lose money (both principal and any earnings) or fail 

to make money on an investment. Changing market conditions can create 

fluctuations in the value of a mutual fund investment. In addition, there are fees 

and expenses associated with investing in mutual funds that do not usually 

occur when purchasing individual securities directly.  
 

This strategy may contain Exchange Traded Funds (ETF) and/or Mutual 

Funds. Investors should carefully consider the ETF and mutual fund 

investment objectives, risks, charges, and expenses before investing. The 

prospectus contains this and other information and can be obtained from 

the ETF or Mutual Fund sponsor as well as from your financial advisor. 

The prospectus should be read carefully before investing. 
 

ETF shareholders should be aware that the general level of stock or bond prices 

may decline, thus affecting the value of an exchange-traded fund. Although 

exchange-traded funds are designed to provide investment results that 

generally correspond to the price and yield performance of their respective 

underlying indexes, the funds may not be able to exactly replicate the 

performance of the indexes because of fund expenses and other factors. 
 

The process of rebalancing may carry tax consequences. No investment 

strategy can guarantee success. 
 

Equities: Investors should be willing and able to assume the risks of equity 

investing. The value of a client's portfolio changes daily and can be affected by 

changes in interest rates, general market conditions and other political, social 

and economic developments, as well as specific matters relating to the 

companies in which the portfolio has invested. Companies paying dividends 

can reduce or cut payouts at any time. 
 

Fixed Income: All fixed income securities are subject to market risk and interest 

rate risk. If fixed income securities are sold in the secondary market before 

maturity, an investor may experience a gain or loss depending on the level of 

interest rates, market conditions and the credit quality of the issuer. There is 

an inverse relationship between interest rate movements and bond prices. 

Generally, when interest rates rise, bond prices fall and when interest rates fall, 

bond prices generally rise. Please note these portfolios may be subject to state, 

local, and/or alternative minimum taxes. You should discuss any tax or legal 

matters with the appropriate professional. 
 

International investing involves additional risks over developed countries and 

is greater in emerging markets. Additional information is available upon 

request. The S&P 500 is an unmanaged index of 500 widely held stocks. You 

cannot invest directly in an index. 
 

Earnings per share (EPS) are the total company earnings divided by the number 

of shares outstanding. 
 

Companies engaged in business related to a specific sector are subject to fierce 

competition and their products and services may be subject to rapid 

obsolescence. There are additional risks associated with investing in an 

individual sector, including limited diversification. Biotechnology companies 

are affected by patent considerations, intense competition, rapid technology 

change and obsolescence, and regulatory requirements. Investing in the 

energy sector involves special risks, including the potential adverse effects of 

state and federal regulation and may not be suitable for all investors. 

International investing involves additional risks such as currency fluctuations, 

differing financial accounting standards, and possible political and economic 

instability. These risks are greater in emerging markets. 
 

Forward-looking statements are subject to uncertainties that could cause 

actual developments and results to differ materially from the expectations 

expressed. Price Earnings Ratio (P/E) is the price of the stock divided by its 

earnings per shares 

 
 


