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Dear Friends and Financial Advisory Clients:

In mid-May, we reached out to you and observed that we were flirting with 
a Bear Market in stocks. A decline of more than 20%. And sure enough, in 
recent weeks that reality has come to pass. So, let’s talk, not just about 
what’s happened, but why and what do we do about it? 

First, the S&P 500 Index finished the quarter off over 20% since the year began. That’s the worst first half of a year 
since 1970. In fact, the tech heavy Nasdaq was down nearly 30% and many of last year’s leading players have 
suffered even more. 

So, why is this happening? Well, there are a two key factors in play. They include:

*Rising Inflation: Partly to blame is the Covid pandemic. You see since the pandemic began, supply chains around 
the world of components for various products have been disrupted. So, as the demand for those products has not been 
met, prices have gone up. We are seeing this reality with various goods - large and small. And those rising prices are 
hitting you, the consumer. And, at the same time, with war underway between Russia and Ukraine, we now also have 
grain, oil and other commodity supplies compromised to the point where all kinds of basic goods have become 
significantly more costly. And, all you have to do is stop at a gas station and you know how suddenly things have 
changed - not just for consumers but businesses as well. And that leads us to the next factor.

*Rising Interest Rates:  One of the most effective means of battling inflation is for the Federal Reserve to raise 
interest rates. When rates go up, the cost of purchasing goods rises as well. And that ultimately reduces demand. And 
when the demand for goods goes down, so do prices. This increase of rates is a necessary tool that the Fed is 
employing. It ultimately is designed to get prices of goods under control. But on the flip side, higher rates not only 
impact consumers. They also increase current business costs, as well as what investors are willing to pay for the future 
prospects of a company stock. Higher rates, tend to lead to lower valuations.

So, we have laid out the two key challenges markets are facing. But now we need to get some perspective. First, 
corporate earnings have been surprisingly robust, in spite of rising interest rates and inflation…not to mention a tight 
labor market that has driven up wages as well. Yes, we are in a bear market. Still, some might argue that the downturn 
in market prices already reflects our present concerns – even before any resolution.

For instance, right now, the S&P 500, after its recent decline….it closed the quarter with a forward Price-Earnings 
Ratio of just 15, which is well below the 25-year average of 17. Now could that critical measure of how inexpensive 
or pricey stocks are go lower? Sure. But Bear Market recoveries can be quite sudden. In fact, historically, the biggest 
moves back up generally occur in the early days of a turn. For instance, consider the following.  In 1970, the last time 
we had a six month start to a year as bad as this one, something unexpected occurred in the next six months. The 
market actually recovered its losses, rising 26.5%, finishing the year in positive territory.



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 Vahanian & 
Associates Financial Planning Inc.(“Vahanian”), or any non-investment related content, made reference to directly or 
indirectly in this newsletter will be profitable, equal any corresponding indicated historical performance level(s), be suitable 
for your 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 newsletter serves as the receipt of, or as a substitute for, 
personalized investment advice from Vahanian. Please remember to contact Vahanian, in writing, if there are any changes 
in your personal/financial situation or investment objectives for the purpose of reviewing/evaluating/revising our previous 
recommendations and/or services. Vahanian is neither a law firm nor a certified public accounting firm and no portion of 
the newsletter content should be construed as legal or accounting advice. A copy of the Vahanian’s current written 
disclosure Brochure discussing our advisory services and fees continues to remain available upon request.

An Index is a portfolio of specific securities (common examples are the S&P, DJIA, NASDAQ), the performance of which is 
often used as a benchmark in judging the relative performance of certain asset classes. Indexes are unmanaged portfolios 
and investors cannot invest directly in an index. Past performance is not indicative of future results.

The views expressed are not necessarily the opinion of Royal Alliance Associates, Inc.

 

Securities offered through Royal Alliance Associates, Inc., Member FINRA, SIPC. Investment advisory and fixed/traditional insurance services offered 
through Vahanian & Associates Financial Planning Inc., a registered investment advisor not affiliated with Royal Alliance Associates, Inc.

Will such a result occur this year. There are no assurances of that. Markets could still go lower. So, during this 
period, do we possibly revisit our risk tolerance and time frames? Yes. Do we possibly slightly adjust our 
portfolios to asset classes and companies more suited to weather the storm? Sure. But as long-term investors, just 
as we don’t chase markets or specific companies while they are flying high, we don’t abandon them either just 
because of a Bear Market.

Remember, as we observed in May, over the past 80 years, the average Bear Market lasted 11.3 months with a 
decline of 32.1%. But the Bull Markets that followed lasted an average of 4.4 years with average returns of 
154.9%. The trade off over time has historically been a good one. Will our next chapter confirm historical data? 
There are no guarantees. But we likely serve ourselves and our finances well by continuing to exercise discipline 
and poise regardless of current circumstances, be they good or bad.

Best Wishes to all you. We are always here if you want to compare notes.

Have a healthy and safe summer,

Jeffrey C. Vahanian, CFP®
President
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