
In recent weeks, we thought it was prudent to update our clients and the public at large on the volatile
market, fiscal, and monetary policies we’ve experienced the first half of 2022 – some having destabilizing
impacts throughout various sectors of the economy since the end of the spring season.

As we see it, with a continued – and in some cases accelerated – market drawdown, the issues of persistent
inflationary costs, historically high gas prices, Federal Reserve interest rates policy, and slowed GDP growth
are sounding louder recession alarm bells – something Americans are becoming increasingly aware of as we
enter the summer months. 

A central focus will be Federal Reserve interest rate policy, and how forceful Chairman Powell will be in that
regard. Hiking interest rates to 2.5%-3.0% by year end is the best tool they have in their arsenal for now – a
key approach in getting inflation down from its current level of 8.6%. 

Although we are seeing positives in the market today (stabilizing bond values and taming inflation), there’s
always a risk that we may not get out of the woods as quickly as the Fed hopes – particularly if inflation
persists for a longer period of time. As we’ve seen historically, inflation can’t be broken until the Fed rate is
above inflation. That was the case from 1966-1980 until former Fed Chair, Paul Volcker, took drastic
measures to put rates at 19% to beat 14% inflation during the early 1980’s.
 
Another significant aspect to keep in mind is that since the 2008 financial crisis, the playbook in each
downturn has been to print unprecedented amounts of money and distribute it to the public to spend – a
backstop to increase aggregate demand and end each successive downturn. This has worked in the past
because policymakers have been unconstrained in doing so due to the lack of inflation concerns.

At the midpoint of this year, there are positives we can hang our hats on as well. All signs point to an
extremely good job market with an unemployment rate holding steady at 3.6%, and over 5 million job
openings available. In return, this should lessen recession fears of the broader public and help aid in handling
a good amount of any unexpected future economic pain.

Valuations are much more attractive at this time compared to the beginning of this year as well. Even with
the S&P 500 down ~20% and the Nasdaq down ~30%, lower realized returns can translate to higher
expected returns, and the equity markets are correcting to an appropriate level – paving the way for cheaper
stock and bond portfolios.
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As always, we are here to speak with you about your specific financial situation and any concerns you may
have as we enter the third quarter of this year. 
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