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Market Commentary:  Say When? 

Both equities and bonds turned in dismal performances in 2022’s first half, with the S&P 500-stock Index 

entering a bear market in June and closing at 3785.38. The total return for the S&P 500 showed a 

sobering 20% year-to-date decline while the US aggregate bond index fell about 10.3%. 

Investors are steeped in pessimism and recession anxiety. With overall inflation levels reaching 9.1% 

(and core levels 5.9%) in June, the Federal Reserve knows it has to raise interest rates to rein in the 

economy and head off rising prices. How many rate increases can the economy absorb? Skeptical 

investors worry the Fed will be the fellow at the buffet table who’s eating so fast he doesn’t know he’s 

already full! 

Our observations are these:  We suspect the Fed will stick to its more hawkish posture. The equity 

markets have adjusted significantly and may be establishing a trading range.  We view stocks at the 

3666-index level touched in mid-June by the S&P 500 (with small stocks and tech companies performing 

much worse) as representing very good value for long-term investors. We would caution that markets 

have not quite shown the desperation selling that would mark a typical bottom. We do not see the 

ingredients for a deep recession, if one is in the offing. 

In hiking short-term rates boldly by 0.75% on June 15, the Federal Reserve demonstrated its 

commitment to a more hawkish policy because of its belated realization that high US inflation is more 

entrenched than previously thought. Moreover, the Fed’s plans for what it intends to do and the 

market’s assessment of what the Fed needs to do have converged significantly. The Fed indicated that it 

projected raising interest rates to about 3.28% by the end of 2022 and to 3.88% by the end of 2024. Fed 

Chair Powell has moved away from encouraging the more optimistic possibility of a “soft landing,” 

whereby inflation is contained and economic growth slows, but stays positive. We see another 0.75% 

rate hike on July 27. To us, this convergence of Fed and market expectations is positive and represents a 

necessary step in the market’s bottoming process.  

From that baseline, investors may now be moderating their most bearish interest rate expectations. Is 

the economy slowing too fast? There is plenty of evidence that key elements of headline inflation are 

peaking. Prices for key commodities, such as steel, lumber, aluminum, grains, and especially copper, 

have declined markedly. Retailers have reported excess inventory. Several technology companies are 

cutting back on hiring or releasing employees outright. Supply chain shortages, even in some 

semiconductor markets, are easing. Talking up the recession threat has likely induced cautious 

consumers and businesses to pre-emptively pull back on their spending and capital investment plans.   

Consumer sentiment hit a 16-month low in June. 

As the market does its part to curtail economic activity, the silver lining might be that the Fed pulls back 

from the intensity of planned rate hikes. This would eventually offer support for stock valuations in 

general, and growth stocks in particular. In addition, Eurozone economies are likely to be more fragile 

than that of the US. With the US dollar at 20-year highs versus other currencies, we think the Fed would 

be wary of pushing rates that stretch dollar strength too far, worsening turmoil in other regions. 

Still, In the near term, we expect the Fed will stick to its plan. For the economy, we think not all is so 

gloomy. Clearly, higher mortgage rates and borrowing costs do erode demand for housing and big-ticket 

purchases. Yet, we think both housing and auto markets have been undersupplied in recent years. We 



 

believe there are supportive, catch-up levels of underlying demand. Also, regulated banks and 

household finances are in very solid shape. (Plummeting cryptocurrencies are not 2022’s version of the 

2007-08 sub-prime mortgage contagion.) With the unemployment rate at 3.6%, the US economy still 

shows substantial job market momentum. China’s reopening after its recent Covid-induced lockdowns is 

proceeding sporadically but should spur a resumption of trading activity. We would not expect a severe 

recession. 

We think the market may try to find a trading range, perhaps 3620 – 4050 for the S&P 500. That band 

may capture the dual uncertainties about the trajectory of interest rates and how much monetary policy 

tightening will shrink US GDP and pinch revenues and profits for businesses. It is a waiting game. A 

recent Goldman Sachs report points out that, from 1949 to the present, the median decline from peak 

to bottom of the S&P 500 index during recessions is 24%. At the S&P 500 closing level of 3666 on June 

16 (down 23.5% from the all-time high on January 3, 2022), we believe the market has priced in a 

widely-held expectation of a moderate recession between now and the end of 2023. That would include 

substantial cuts to future company earnings estimates. We believe a 15%-plus cut to next year’s 

anticipated earnings estimates would still result in supportable equity valuations at the lower end of this 

trading range. 

We add that timing market bottoms and recessions is notoriously difficult. Typically, the market will 

bottom before the economy does. Also, when fear abounds, it is easy to tiptoe past great opportunities 

in depressed markets and fail to reinvest. An analysis by LPL Research of 10 bear markets since 1957 

shows that the markets tend to rise over the following year by a median of 23.8%. That said, we have 

not quite seen a sustained bout of emotionally-driven selling that might characterize a typical market 

bottom. While we wait for the Fed’s current and anticipated rate hikes to take full effect in slowing the 

economy and controlling inflation, we would expect volatility to continue. 

Tamping down the heightened near-term inflationary expectations we currently see may take some 

time. Many factors will forestall the Fed’s ability to return to the rock-bottom interest rates of recent 

years. The re-sourcing of supply chains (de-globalization), lingering labor shortages, unionization and 

reawakened wage demands, and the stubborn, “stagflationary” effect of what looks to be a drawn-out 

Russia-Ukraine conflict on energy prices will add running costs to the economy. The Fed may find it 

difficult to reach its 2% inflation target in the next 24 months. Thus, for structural reasons, short-term 

rates may eventually remain higher for longer. 

Yet, after inflation rates are brought back to tolerable ranges, our longer-run belief is the Fed may settle 

for setting short-term interest rates below the rate of inflation. The Fed would do this so long as longer-

term deflationary forces in the economy—such as technology—are working to push inflation down. We 

experienced this positioning of monetary policy during much of the post-2008 period. This stance would 

help support healthy stock valuations in the long term. 
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