
It has certainly been a disappointing start to the year in 2022.  The S&P 500 Index® is down just shy of 20% and the Bloomberg 
Barclays’ Aggregate Bond Index® has fallen in excess of 9% at the time of this writing.  Most notably, it is a very rare occurrence 
to see these two indices draw down simultaneously.   In fact, since 1980, there have only been two instances when both the 
Aggregate Bond Index and the Russell 3000, which is designed to track the entire U.S. stock market, have had negative annual 
returns:  1994 and 20181.  
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While these types of market movements can be unsettling to investors, there are a variety of benefits and market conditions 
this environment is providing that should serve to aid allocations on a forward-looking basis and increase expectations of 
future returns.

Equity

Equity volatility is not unusual.  Since 1980, the market has experienced a decline of 14% on average every year2.  In spite 
of this, annual gains were still made in over 75% of all years whether there was a large decline or not2. 



Are Concerns of a Possible Bubble Supported by the Data?
There has been speculation about whether or not the stock market is in a bubble similar to the tech bubble in 2000 or the 
real estate bubble of 2008.  At this time, we are not ready to come to that conclusion.  During a market bubble, there are 
often indicators denoting it as such.  They are not always obvious and can be counterintuitive, but they are typically present 
if one searches deep enough.  

Typical signs often tied to an equity bubble or imminent recession that are NOT present in the current environment include:
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1. High levels of economic and market sentiment

a. The consumer sentiment index is nearly 25% below average.  Historically, index troughs have led to an 
average return of 24.9% over the following 12 months, while returns from peaks were only 4.1%2.

b. Bearish sentiment, a contrarian indicator, is at its highest since 2009 which coincided with the bottom 
of the decline from the equity and real estate bubble in the years prior6.

2.    High levels of margin debt 

a. Not only is margin debt far smaller than in 2008, but it is also lower than it was in 20197.  Further,  it is 
on a downward trajectory.  This figure tends to increase rapidly when investors are trying to avoid missing 
out on a bubble’s high returns such as in 1998-1999 and especially in 2007.  

3 Yardeni.com.  Selected P/E Ratios.  (May 9, 2022)
4 FactSet.com.  Earnings Insight.  (May 6, 2022) 
5 The Wall Street Journal.  Bond Benchmarks.  (May 9, 2022) 
6American Association of Individual Investors.  AAII Sentiment Survey:  Highest Level of Pessimism Since March 2009.  (April 28, 2022) 
7Yardeni.com.  Margin Debt.  (May 9, 2022)

Fixed Income

While inflation may hurt bond prices as yields rise, it improves credit quality as borrowing firms’ revenues are able to 
grow while their debt obligations remain level.

Elevated yields, relative to the beginning of the year, position bonds with a higher forward-looking expected return than 
experienced in a few years.  The Aggregate Bond Index’s yield is now 3.61% which is nearly three times its low of 1.34%5.  
Given that we expect annualized bond returns to be similar to but slightly higher than the index’s, we believe future fixed 
income performance will benefit from the rise in yields.  

Higher current bond yields also protect against further rising rates by reducing duration (or interest rate sensitivity).  The 
greater the amount of income a given bond is paying relative to its price, the less its price will change based on interest 
rate movements.  

The forward P/E ratio of the S&P 500 is now only 17.5, well below the 22x multiple at which it began the year3. While 
marginally above long-term historical averages, it is no longer significantly extended.  Additionally, mid and small cap S&P 
indices are trading below their typical valuations at 12.7 and 12.1 forward P/E.  

Q1 earnings season was strong as almost 80% of firms reported earnings above estimates and analysts are projecting full 
year earnings growth of 10.1%4.



Disclosure
Opinions and/or statements regarding market trends and estimates provided are subject to change without notice and are based upon 
current market conditions.  Various investment types are mentioned in this document.  The inclusion of these investments should NOT 
be considered a recommendation to purchase or sell any investments mentioned.  Please remember that past performance may not 
be indicative of future results.  Different types of investments involve varying degrees of risk, and there can be no assurance that the 
future performance of any specific investment, investment strategy, or product (including the investments and/or investment strategies 
recommended or undertaken by Vicus Capital), or any non-investment related content, made reference to directly or indirectly in this 
document will be profitable, be suitable for a client’s portfolio or individual situation, or prove successful.  Due to various factors, 
including changing market conditions and/or applicable laws, the content may no longer be reflective of current opinions or positions.  
Moreover, you should not assume that any discussion or information contained in this document serves as the receipt of, or as a 
substitute for, personalized investment advice from Vicus Capital.  Vicus Capital is neither a law firm nor a certified public accounting 
firm and no portion of the content should be construed as legal or accounting advice.  A copy of Vicus Capital’s current written disclosure 
statement discussing our advisory services and fees is available upon request.

Financial Planning and Investment Advisory Services offered through Vicus Capital, Inc., a federally Registered Investment Advisor.
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Market conditions aside, investment at a risk level that one can tolerate is of utmost importance.  During times of elevated 
volatility, allocations too aggressive for an investor’s tolerance can lead to emotional reactions that may result in heightened 
stress and decisions that could be detrimental to long-term returns and the overall financial plan.  As always, we continue 
to monitor the landscape of market conditions while keeping a close eye on fundamental factors and other economic 
indicators that may indicate to us that portfolio changes are necessary.  

3.    Elevated consumer debt to income ratios

a. Current interest payments on household debt are 9.3% of disposable income versus 13.2% at the                          
peak of the housing bubble and an average of well over 10% for the past 20 years2.

4.    10-Year – 3-Month Treasury Bond Yield Spread Inversion

a. Typically, prior to a recession, we will see the 3-month yield exceed that of the 10-year bond.  With                                                                             
that spread in excess of 2%, we are far from seeing this inversion happening.  However, we are continuing 
to keep a watchful eye on this element because as the Federal Reserve raises interest rates, we do 
expect this to narrow somewhat rapidly.

5.    Story Stocks

a. In 2000, it was how many eyeballs a website could garner.  In 2008, it was housing prices that would 
never decline.  2015 saw the world believe that oil pipelines wouldn’t suffer during an oil price bust, 
until they did.  With the air coming out of many of the pandemic stock winners, it is difficult to believe 
that a story, and not fundamental factors, is driving the current market environment.  Relative to price, 
earnings are much higher today than they were in 2000, housing is somewhat frothy but notably below 
2008 levels, and the story stocks of the pandemic (like Peloton, Teledoc, and Zoom Video) are no longer 
driving market performance.  


