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June 27, 2022 
 
 
Many clients are watching financial news and feeling some stress about recent market volatility. It is natural to feel 
this way. 24-7 news outfits tend to sensationalize events, which does not help calm investor nerves. 
The Covid-19 shutdown led to unprecedented fiscal and monetary stimulus. In our view, these measures resulted in 
an overstimulated economy, causing inflation to take off to levels not seen in 41 years (Simonoff, 2022). From the 
2008 recession until recently, the Federal Reserve’s (Fed’s) main concern has been preventing deflation and 
encouraging growth. With inflation significantly picking up, the Fed’s priorities have since changed, and the market 
has been trending downward recently due to concerns over rising U.S. inflation. To tame inflation, the Fed has begun 
raising interest rates, most recently agreeing to a 0.75 percent hike at their June 2022 meeting (Cox, 2022 ).  
 
Before the hike, inflation worries were exacerbated after quarterly earnings reports from Walmart and Target 
showed the companies and some consumers were struggling with higher prices and rising costs. Glenview Trust CIO, 
Bill Stone, wrote, “For the first time in the post-Covid period, retailers have been stuck with excess inventories.” He 
went on to add, “There is evidence that the lower-end consumer is feeling a pinch from the increase in prices” 
(Imbert, 2022).  
 
Linda Duessel of Federated Hermes also discussed the impact of inflation on consumers noting, “With no hope for 
fiscal or monetary relief, many Americans are having to draw down savings to make ends meet” (Duessel, 2022).  
 
In our opinion, the market is now being repriced to factor in a potential recession caused by higher interest rates and 
the Fed’s plan to take money out of the economy. Based on the S&P 500’s intraday low of 3,636 on June 17, 2022, as 
well as the S&P’s all-time intraday high of 4,818 on January 04, 2022, the S&P 500 is now in a bear market (Yahoo 
Finance , 2022). CNBC defines a bear market as, “A drop of 20% or more from recent highs” (Iacucri, 2022).  
 
While entering a bear market is only a technical event, investors can be affected by the term on a psychological level, 
leading to investment decisions that can have an impact on markets. Many investors now wonder, how bad might 
things get? 
Linda Duessel, Senior Equity Strategist for Federated Hermes, said, “If a recession is avoided, the drawdown has 
already reached extremes compared to past non-recession post-war bears (the three worst were -26.6%, -28% and -
33.5%, respectively, starting May 1946, December 1961 and August 1987)” (Duessel, 2022).  
 
Although recent events have increased the odds of a near-term U.S. economic recession in our view, a near-term 
recession is not a foregone conclusion. However, it is worth considering that resets are necessary, especially after 
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periods of excessive speculation in the market. We personally saw a significant amount of speculation in the second 
half of 2021. SPACs (special purpose acquisition companies), overheated IPO’s, heavily shorted meme stocks, crypto 
currencies, and many technology stocks, were popular speculative choices. 
 
Moving forward, we are closely monitoring three things that we feel could signal a reversal in the markets: 

1. China Covid lockdowns ending. A sustained end to Chinese Covid lockdowns could significantly improve 

supply chains and help lower the price of goods 

2. An End to the Russia Ukraine Conflict. An end to the war could help bring down oil and natural gas prices, 

along with some agricultural commodities 

3. Inflation Reports Easing. Once the Fed sees economic proof that the economy is cooling, they will be less 

likely to maintain their aggressive rate hike and balance sheet reduction plans 

On a positive note, Jim Cramer recently put out a piece examining some of the trends we are seeing in the 
commodity market. Cramer explains that through monitoring commodity prices, one can potentially predict the 
future changes in input costs, which impact the price of goods. Cramer’s article states, “The Refinitiv/Core 
Commodity CRB index, which tracks a basket of 19 commodities, indicates raw material costs may have already 
peaked” (Cramer, 2022). 
 
Jim Cramer’s article, published June 23, 2022, includes the commodity price table listed below. 
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Cramer goes on to say, “While there is a lag between declining input costs dynamics and the prices consumers 
ultimately pay, this exercise does offer some insight into the back half of 2022.” Jim Cramer added, “While there can 
certainly be some more downside in stocks before we see the true market bottom, we believe the price action in so 
many crucial commodity inputs points to a very favorable risk/reward.” 
 
“So, where is the bottom of the market drop?” This is the question we have heard every day over the past few 
months. Unfortunately, no one knows for certain. There is no crystal ball. However, we can look back at previous 
recessions and bear markets for clues. Some of the signs we generally look for are taking place now.  
 
Leon Tuey, a retired expert of technical investing said, “Currently, the market is grossly oversold; pessimism has 
reached an extreme; and volatility is elevated, conditions seen at market bottoms, not at market tops. Also, investors 
have already prepared for financial Armageddon as the willing sellers have sold and they are sitting on a pile of cash. 
Hence, when the Fed backs off from its hawkish stance, it will be a sight to behold as a buying stampede will likely 
take place. Available evidence strongly suggests that may well take place before yearend” (Saut, 2022).  
We feel that the low of the market drop will depend on the severity of the potential recession, and many feel it will 
be mild. Goldman Sachs Group Inc. economist, Jan Hatzius, wrote in a note, “With no major imbalances to unwind, a 
recession caused by moderate over-tightening would most likely be shallow, though even shallow recessions have 
seen the unemployment rate rise by about 2.5% on average.”  He goes on to say, “One additional concern this time is 
that the fiscal and monetary policy response will be more limited than usual” (The Wealth Advisor, 2022).  
 
Ed Yardeni, Chief Investment Strategist at Yardeni Research Inc., says, “This is probably the most anticipated 
recession of all times, which in my mind makes it either less likely, or if it does occur, it’s going to be a fairly short and 
shallow recession” (Keene, 2022). 
 
By the time it is abundantly clear that this inflation cycle has peaked, we believe a new cyclical bull market in stocks 
will be well underway.  Markets are forward looking, so the best indicator of peak inflation may be the markets 
themselves. After all, U.S. stock and bond prices peaked in January, well before the now clear evidence of significant 
inflation.   
 
Many have asked, “What should I do?”  If you have been in for a retirement projection review lately, we hope you 
have seen this market pullback has not resulted in any major decreases in your probability of running out of money in 
retirement. Our retirement planning software factors in periods of time like we are in now. For now, sitting tight and 
not making any drastic moves may turn out to be the best course of action.  
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For those clients who have excess funds in savings and are waiting for us to call and tell them it is a good time to buy, 
it may be smart to move the funds to your brokerage account in preparation for a buying opportunity. As we know, 
volatile markets more very fast. We cannot guarantee we will have time to speak with everyone when a buying 
opportunity presents itself. However, we will do our best to call those on our list if we feel we see a good buying 
entry point. Please note that buying the dip may not be appropriate for all investors and that we must have an 
investment plan in place before you make a deposit. 
 
Compared to those who invested near the market highs at the beginning of the year, investors buying or owning 
stocks at these levels have the potential for much better forward-looking returns.  
 
In summary, only attempt to control what you can control. While there is not much we can do to stop a war, control 
a virus, or bring down inflation, we can control our emotions and make rational financial decisions. In an age full of 
bad news, investors can give themselves great peace of mind through maintaining a long-term perspective.  
 
We thank you for your continued trust and encourage you to call us with any questions whatsoever.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Sincerely,  
 
 
Dustin Padgett 
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