
 

      
    
            
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
             

   
    
 
 
             

 
(Total 
Return)   

Benchmark Indx & 
Category Average* 

2nd Q 
2022 

12 
Mos. 

S&P MC 400 Growth -17.46 -20.50 
Mid Cap Gr Avg -21.07 -29.66 

S&P MC 400 Value -13.49 -8.64 
Mid Cap Val Avg -12.57 -7.29 

S & P 400 Index -15.42 -14.64 
Mid Cap Blnd Avg -14.53 -13.56 
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Investment Market Commentary 
 

The only flavor on the ice cream 
parlor menu in Q2 was rocky road. 
Financial markets melted when the 
Fed turned up the dial on interest 
rates to cool red-hot inflation. 
Hardy investors dared to scoop-up 
downtrodden stocks here and there 
along the way but dip divers 
couldn’t stave off wide-spread brain 
freeze.  The S&P 500 dropped 
-16.1% in Q2 and perched at the 
cusp of official bear territory, down 
-19.9% for the year.   
 
Growth stocks slid -20.8% right into 
the blender. Once coveted names 
Facebook, Netflix and Paypal 
dripped so far that index provider 
Russell now features the trio in its 

Rocky Roads 

Selected Benchmark and Category Average Returns 

1000 Value Index. Value stocks, 
generally, held up better but were 
hardly spared skidding -11.3%. 
Following suit, the S&P Mid Cap 400 
Index shed -15.4% and Russell’s 2000 
Small Caps shrank -17.2%.  
 
The developed international MSCI 
EAFE Index churned down -15.4% 
but its Emerging Markets 
counterpart soft-served -11.5%.  
COVID lockdowns in China and a 
stronger dollar have plagued smaller 
companies.  Developing 
international and the US Small Cap 
universe are both down more than  
-25% over the past 12 months. 
 
Let’s face it, equity investors don’t 

 
(Total 
Return)   

Benchmark Indx & 
Category Average* 

2nd Q 
2022 

12 
Mos. 

S&P 500 Growth  -20.81 -16.41 

Large Cap Gr Avg -21.79 -25.60 

S&P 500 Value -11.27 -4.86 

Large Cap Val Avg -10.92 -4.31 

S&P 500 Index -16.10 -10.62 

Large Cap Blnd Avg -14.98 -11.75 

 

like fattening interest rates so it is 
easy to blame the Fed.  The Board 
of Governors is trying to pack 
down inflation with blunt 
monetary tools ill-equipped to 
cheapen food and fuel prices or 
unsnarl supply chains. Still pundits 
pressure them to pull out all the 
stops – without causing a 
recession.  Fat chance? 
 
Excessive stimulus and supply 
chain disruption converged to 
ignite inflation the Fed is trying to 
control – then Putin played his 
hand. The invasion into Ukraine 
has the entire world worried about 
food and energy shortages.  
Dozens of countries have banned 

Large Cap Equity 

 
(Total 
Return)   

Benchmark Indx & 
Category Average* 

2nd Q 
2022 

12 
Mos. 

Russell 2000 Growth  -19.25 -33.43 
Small Cap Gr Avg -20.33 -32.28 

Russell 2000 Value -15.28 -16.28 
Small Cap Val Avg -13.53 -12.21 

Russell 2000 -17.20 -25.20 

Small Cap Blnd Avg -15.41 -18.37 

 

Mid Cap Equity Small Cap Equity 

International Equity  

 
(Total 
Return)   

Benchmark Indx & 
Category Average* 

2nd Q 
2022 

12 
Mos. 

MSCI EAFE -15.37 -19.90 

Intl Equity Avg -14.11 -20.32 

 

* Category average calculated using 
Morningstar Direct. Fund universe screened 
to include funds that meet the following 
criteria: 
 

A. M-Star Category consistent with 
designated asset class and 
management style. 

B. M-Star Style Box consistent with 
designated management style. 

C. Fund’s Objective consistent with 
asset class. 

D. Excludes Index Funds.  
 

We have not independently verified 
Morningstar data. 

 

2nd Quarter 
Equity Market Results 

 2nd Qtr. 
% Chg. 

12-mo.  
% Chg. 

S&P 500 -16.10 -10.62 
S&P 400 -15.42 -14.64 

Nasdaq -22.28 -23.43 

Russ 2000 -17.20 -25.20 
MSCI EAFE -15.37 -19.90 

MSCI Emg 
MMkt 

-11.45 -25.28 
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plunged to its lowest level against the dollar in 20 
years.   
 
Some good news was sprinkled on top of the Q2 
gloom.  Pandemic induced goods inflation has 
moderated slightly as consumers cut back on 
buying stuff and switched to experiences outside 
the home. Real services spending has room for 
further growth. Less draconian COVID restrictions 
are revving up tourism in parts of Europe. US 
employers added 372,000 jobs in June.  
 
The 3.6% rate of unemployment hovers near pre-
pandemic status and participation held steady at 
62.2%.  Average hourly wages were up 5.1% in June 
year over year, but that represents a slower rate of 
growth.  There are still 11.4 million unfilled jobs 
and many businesses are scaling back for lack of 
labor.  There are hints layoffs may be increasing in 
selected industries – but a stark supply/demand 
disconnect remains and it would take a painful 
decline in economic activity to up end salaries. 
 
Average rates on a 30-year mortgage have nearly 
doubled since January to 5.8%. Sales and new 
housing starts are cooling but prices continue to 
surge. The cost of home ownership relative to 
wages or the “affordability index” has spiraled 
down forcing many into leasing which, in turn, 
ratcheted median rents over $2,000 a month for the 
first time. Rents are a major component of the CPI 
index so, ironically, making mortgages more 
expensive isn’t taming inflation yet. 
 
Headlines speculate on the probability of a US 
recession while there is an argument we are already 
in one. The Bureau of Economic Analysis reported a 
contraction of -1.6% in Q1 and the Atlanta Fed’s 
GDPNow model estimates Q2 GDP at ~-2%.  Two 
consecutive quarters of deceleration is informally 
declared recession, but the official pronouncement 
by the NBER comes many months after the fact and 
considers an array of indicators. The pace of change 
in industrial output downshifted sharply in May as 
did retail spending.  Are these signs that recession 
is taking hold – or is the economy transitioning out 
of pandemic distortions into normality?   
 
Historically, recession tends to lead bear markets by 
a quarter and the drawdown averages 40% - a hint 
of what is yet to come? The S&P 500 currently (as of 
quarter-end!) trades at 15.8x forward earnings 

food exports to protect domestic supplies. Russia cut 
natural gas exports through the Nordstream pipeline 
by 60%. Germany, which gets the bulk of its natural 
gas from Russia, allowed utilities to pass along price 
increases to customers to stem demand. They are also 
reactivating coal-fired plants to generate more juice. 
If Europe is reduced to rationing, manufacturers will 
be hit particularly hard paving the way for a rocky 
EU recession. 
 
US shoppers are feeling the pinch. Everyday 
consumers are responsible for the bulk of US GDP 
and they are not happy campers. Consumer 
sentiment fell to its lowest level on record going back 
to 1952!  Savings have plummeted to an 8-year low 
while the growth of credit card debt spiraled to a 20-
year high as people try to maintain their standard of 
living. Keep in mind, these “rate of change” statistics 
are coming off jaw dropping pandemic stimulus as 
well as lock down induced spikes in savings and 
declines in consumer credit levels. 
 
The 10-year Treasury yield ramped up at warp speed 
reaching almost 3.5% in mid-June.  Rekindled 
appetites for safe havens, however, chilled the air 
forcing this benchmark rate back down to around 3%.  
The Bloomberg US Agg Bond Index shriveled -4.7% 
in Q2 and is down -10.4% YTD.  We hoped skillfully 
managed bond mutual funds would hold up better 
under siege, but the unprecedented velocity of rate 
revisions sucker punched them.  On a brighter note, 
yields available on securities meeting our CFI 
selection criteria have improved markedly so we are 
rebuilding this source of reliable liquidity and giving 
fund managers time to regroup. 
 
Despite a compelling back drop of robust state and 
local revenues and swollen reserves, investors 
dumped munis flinging the Bloomberg Municipal 
Index -2.9% lower.  Credit worthiness aside, the 
market is likely to remain volatile while yields get 
picked up off the floor. Bad for municipal fund NAVs 
but bodes well for the notes we prefer. 
 
Yields on Italian debt have surged relative to German 
bunds causing a condition known as “fragmentation” 
within the Union. If Italy’s rates climb too far above 
the pack their ability to service debt is threatened 
pushing yields even higher. Waning confidence in 
the banks holding Italian debt fuels fears of another 
Eurozone financial crisis. The ECB is caught in 
between competing policies to curb inflation and 
address fragmentation. In response, the Euro has 



 

 
 

 

 

 Page 3 of 3     2nd Quarter 2022 Investment Market Commentary 

estimates, below its 5 and 10-year averages. Analysts are estimating 2022 EPS at ~$230 (FactSet). 
Earnings season will soon put that prognosis to the test.  Higher input costs and slowing sales could 
begin to crimp profit margins. Research firm MacroMavens measures the spread between the Producer 
Price Index (PPI) and the Consumer Price Index (CPI) to assess changes in costs and businesses’ ability 
to pass them on to consumers. The gap is the largest in 50 years implying an impending dramatic profit 
recession. The Corporate CEO Confidence Index has taken a noticeable plunge this year leading to 
expectations of weakening profit growth. Even at a modest multiple, downward adjustments in 
earnings will take stock prices along with them. 
 
Bond prices are driven by credit quality, duration and market interest rates.  Stock prices represent 
hard assets and earnings.  What does Cryptocurrency have to justify a revival from its 2022 decent into 
the netherworld? Bitcoin cratered -59.3% in Q2 and is down -69% from its late 2021 peak.  The 2nd most 
popular, Ethereum, has lost -77% of its “value.”  Tokens, overall, have erased $2 trillion of capital since 
November 2021.  Stable coin TerraUSD, supposedly redeemable dollar for dollar and backed by “real 
money,” died on the table wiping out $60 billion of other people’s money that can never be recovered.  
Widespread declines in crypto prices caught Celsius, an alternative bank offering wacky yields on 
crypto deposits, by the short hairs as it scrambled to pay down its own loans and post collateral. $11 
billion in deposits are frozen.  Touted as a hedge against turmoil in old school financial markets, 
Crypto’s deterioration has far eclipsed the contraction in stock and bond prices. A century of experience 
and rational principals lend confidence that wealth held in traditional assets will be restored. 
Speculation is the only thing Crypto investors have to rely on – if they can pry their coins out of their 
wallets. 
 
Once the tightening cycle is in the rearview mirror, Fixed Income investments will stabilize.  In the 
meantime, higher yields are welcome. While equities are down, they are definitely not out.  Here are a 
few bear market facts to know and tell:  Since 1929, the average drawdown was -39.4% from peak to 
trough.  Stocks gain 114%, on average, during bull cycles. 70% of the time, after entering bear territory, 
the S&P 500 delivered positive returns (+14% on average) within a year.  Bear markets last ~1.6 years 
on average, but NO ONE can precisely time the bottom.  There have been 26 bear markets since 1928 
and 27 bull trends that have resulted in cumulative appreciation over the long run.  Half of the S&P 500 
Index’s strongest days in the last 20 years occurred in the midst of a bear market.  35% of the market’s 
best days occurred in the first two months of what later was identified as a bull market.  There are wide 
dispersions among historical averages but only 20.6 of the past 92 years were characterized by bear 
markets meaning stocks prices were on the rise 78% of the time. It is impossible to predict timing but 
the statistics suggest your investments will make up for lost ground. 
 
2022 might be remembered for unwinding post pandemic froth. Financial assets are more modestly 
priced but probably haven’t hit bottom.  There are many external influences our officials cannot control 
and their command of others is clumsy at best.  Bear markets don’t necessarily go hand in hand with 
recession but it is reasonable to expect global economies to contract under the circumstances.  Once the 
extreme levels of liquidity are wrought out of the system, we should also expect an end to decades of 
artificially muted inflation.  Like it or not, it looks like a rocky road ahead.  
 

 
 


