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A Perfect Storm 

“Monkey Pox on The Rise Worldwide” was not a headline I expected to read this year.  And neither was the inflation rate 
surging to a 40-year high.  I guess I shouldn’t be surprised by what I read in the news these days.  Outlandish headlines 
and tragic world events seem to be the norm anymore.  But I digress.   

We got another scorching inflation report for the month of May. The headline number for the Consumer Price Index 
came in at 8.6% year-over-year - higher than both March and April. And the steepest increase since 1981.  Bad news, 
right?   

We’re all feeling the pain at the pump and the grocery store. And anyone who has been in the market for a home this 
year or booked airfare can attest to the fact that travel and homebuying has only gotten more expensive.  The three big 
inputs for the Consumer Price Index are food, energy, and shelter – all of which have and are continuing to increase in 
price. 

What we’re experiencing is a supply-side shock to the economy.  We started the year with the tightest labor market on 
record – 4.5 million more job openings than the economy had before the pandemic.  Add to that, pent-up demand for 
leisure and travel, ongoing supply chain constraints, oil production still below pre-pandemic levels, and now over 100 
days of Russia’s war on Ukraine - and we have a perfect storm of supply-side inflation.   

So, if surging food and energy prices are keeping inflation high, what about the rest? 

Well, we can look at Core CPI 
which excludes food and energy 
due to their volatile nature.  Core 
CPI for May came in at 6% - still 
above consensus estimates of 
5.9% - but down from April and 
March.  That’s a good indication 
that what can come down appears 
to be coming down. 

You can see the Core CPI chart 
from the latest Bureau of Labor 
Statistics inflation report.  Such a 
chart does nothing to ease the pain at the pump or grocery store, but it is one bright spot amid a sea of bad inflation 
news. 
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What Just Happened to the Stock Market? 

Even if the downward trend in Core CPI continues, food and energy are likely to keep inflation higher than expected or 
wanted in the months ahead.  This in turn puts pressure on the Fed to try and fight inflation with higher interest rates. 
Higher interest rates drive down aggregate demand.  The relentless inflation and anticipated interest rate hikes by the 
Fed have sparked fear in the markets of a coming recession. 

Year-to-date we’ve seen dramatic declines in all three major indexes.  At the time of this writing, the Dow Jones 
Industrial Average is down over 17%, the NASDAQ is down over 31%, and the S&P 500 is down 23%.  And after two 
consecutive years of above average equity market returns, this year’s market has felt especially painful.   

What we’re experiencing now though, is more than just your average market correction. As of June 13th, the S&P was 
officially in Bear market territory, closing 20% down from its January 3rd high.  Growth stocks in particular have had a 
rough ride this year compared to Value stocks.  And given the richly valued Big Tech names that comprise the Growth 
sector, as their prices decline, so goes the broader indexes.  Technology represents the largest S&P sector. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Given the lofty valuations of tech companies at the close of 2021, absent ongoing earnings growth to justify such 
valuations, stock prices eventually come down.  That’s part of the ebb and flow of the markets.  The uncertainty swirling 
around the globe and fear over “what’s to come” though has only accelerated this decline.  Russia’s war, relentless 
inflation and concerns over the Fed’s ability to tackle it, and the potential for a recession have all exacerbated a would-
be correction into a Bear market.  The sellers have taken hold. 
 
This year has been particularly unique in that not even bond investors have been spared the pain.  Given the Fed’s 
primary tool of adjusting interest rates to combat inflation, bond yields have spiked in anticipation of future rate hikes.  
And, as interest rates rise, bond prices fall.  As of this writing, the US Aggregate Bond Index is down over 10% year-to-
date.  This is the first time in 50 years that stocks and bonds have been in correction territory.1 



3 
INVESTMENT INSIGHTS, LLC | 508 North 2nd Street, Suite 203 | Fairfield, Iowa 52556 | (641) 469-4000 | GetYourInsight.com 

But alas, even if today’s declining market forces are unique to the times, we’ve been here before.  Markets are no 
stranger to volatility in uncertain times.  And neither should we, as investors.  Long-term gains can require short-term 
pain. 

The chart on the right 
compares the number of 
months for each stock 
market downturn vs 
recovery from the Crash of 
1929 through April 2019.      

And come the following 
year in the first quarter of 
2020, we could add to this 
list the Covid Crash of 
March 2020 when equity 
markets declined by 30% 
from their February high, 
only to fully recover, and 
then some, by December of 
that year.   

Although unpleasant at it may be, enduring dramatic declines in the stock market is part of the growth process. 

 
So, What’s an Investor to do? 
All eyes were on the Federal Reserve during the second week of June as the Federal Open Market Committee met to 
discuss and determine their next step in what’s to be a series of subsequent rate hikes. 

In light of May’s inflation report, the Fed announced an increase of 0.75% to the Federal Funds rate, up from their 
previously anticipated rate hike of 0.5%.  0.75% is the largest rate hike since 1994. 

The Fed is attempting to engineer a soft landing for the U.S. economy. One where inflation slowly starts to come down 
while interest rates slowly rise.  The goal is to have those two trajectories converge in a smooth fashion while avoiding a 
recession.  If the Fed overshoots their mark too aggressively, they risk sparking a recession.  The likelihood of which is 
increasing for 2023. 

Rate hikes make the cost of borrowing money more expensive and, over time, drives down aggregate demand.  The 
effects of which take time to ripple throughout the economy.  What we’re experiencing though is supply-side inflation 
caused by circumstance unique to this time in history.  And despite the Fed’s efforts, they can’t control wheat exports 
out of Ukraine, or the number of available workers, or even oil production.  So, we may be in for a painful inflation ride 
in the near-term until supply and demand find a balance. 

And the Fed has not ruled out additional 0.75% future rate hikes.  So should inflation continue at its current rate of 8.9% 
or higher, the Fed could opt for increasing rates at greater intervals than previously anticipated. And should such 
measures result in a recession, the Fed has room to then bring rates down again. 
 
And should a recession occur, it may be relatively mild and short-lived.  With an already tight labor market, 
unemployment hovering around 3.6%, voluntary-quit rates still above historical norms, and a record two job openings 
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available for every unemployed worker – should a contraction in the economy occur for two consecutive quarters (the 
textbook definition of a recession) it may be that there’s not much excess left to squeeze out of the economy.  

With the latest Core inflation number trending downward for the month of May, we’ll continue to watch what happens 
throughout the rest of this year.  Should it continue to trend down, even in the face of higher food and energy prices, it 
would be a welcomed reprieve by consumers. 

So, we wait, and keep watch, as painful as that may seem.  Aside from fear, there’s nothing on the horizon, at this time, 
to justify the extreme market decline we’ve seen in equities this year.  Bonds values are at the whim of interest rates.  
Equities, on the other hand, are at the whim of investor sentiment.  And as we have experienced over recent years, both 
fear and greed can cause equities to become detached from fundamentals.  Those who can remain invested when stocks 
plunge can benefit greatly when markets turn around.   

Bank of America released an analysis last year quantifying the impact of missed opportunities caused by panic selling.  
The results can be devastating to the long-term growth of a portfolio.  The data shows that if an investor missed the S&P 
500’s 10 best days each decade going back to 1930, the total return would be 28%.  If the investor remained invested 
through the ups and downs over that same period, the return would have been 17,715%.2 (And yes, that is a comma in 
there!)  The research shows that the market’s best days often followed the biggest declines.  For an investor on the 
sidelines, this translates into missing out on some of the best days in the market.   
 
The impulse to sit on the sidelines in turbulent times can feel overwhelming.  The ability to precisely predict peaks and 
troughs in the market is virtually impossible though.  Even for the smartest money on Wall Street.  It’s even more 
impossible to do it consistently.  And while no one enjoys watching the value of their portfolio decline, missing the 
upside when markets begin to recover can have an even more disastrous effect in the long run.  Staying invested is the 
better approach. 

And for prudent, long-term investors, markets like this bring opportunity.  

 
1Stocks, Bonds Are in Simultaneous Correction for First Time in 50 Years (businessinsider.com) 
2This chart shows why investors should never try to time the stock market (cnbc.com) 
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