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One For The Record Books 
The first half of 2022 was not kind to investors.  The 
S&P 500 Index is off to one of its worst starts ever 
(see table at right), and for the first time in a long 
while fixed income investors are having to deal 
with the negative price impacts of rising interest 
rates. 

In fact, the first half of this year was the first time in 
nearly fifteen years that stocks and bonds both 
posted negative returns in consecutive quarters. 

History tells us that when the stock market has a 
poor first half of a year, returns in the second half 
could go anywhere.  While we’re hoping for a 
healthier market in the coming months, there are a 
few reasons  why we are positioned more 
cautiously. 

First off, the Federal Reserve appears unwilling to 
support asset prices during this current decline.  In 
the era of Quantitative Easing (or “QE”), the Fed’s 
policy was to pump liquidity into financial markets 
to maintain price stability.  With low-to-no 
inflation, this policy was successful and compelled 
investors to “buy the dips.” 

The red-hot inflation readings we’ve seen this year 
have effectively killed this policy response, which 
was known as the “Fed put.”  The Fed, desperate 
to choke off inflation after falling behind the curve, 
would only be making the situation worse if they 
decided to pump liquidity into the system at this 
point. 
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Equity valuations are another area that we are watching closely.  Thus far, the stock market decline is that it 
has been driven almost entirely by falling price-to-earnings (P/E) multiples.  Leading the way down have been 
the large, high growth stocks that were (in our opinion) excessively valued heading into 2022. 

Even though market P/E multiples have contracted a fair amount already this year, they still aren’t in the 10-
13x range that has historically signaled a major market bottom.   
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While falling valuation 
multiples have dragged the 
market down, the next leg 
lower for the stock market 
could be driven by 
declining earnings 
expectations.  In the chart at 
right, you can see that at 
this point Wall Street isn’t 
anticipating any slowdown 
in earnings for the market.  
Companies will soon start to 
release earnings figures for 
the June 30 quarter, and 
the tone of mangement 
comments will be key for 
what the market does for 
the rest of the year.   

 

While we still view the current macroeconomic picture as atypical of a recession, the rate of growth is slowing 
at an increasing rate.  Financial conditions are tightening and the odds of an economic downturn are 
increasing.    As such, we will continue to focus on “value” and “quality” as this economic cycle matures.   

Stock market volatility, thus far, has largely been due to valuations resetting lower rather than a significant 
deterioration in the fundamentals.  Throughout the past year, we have trimmed “riskier” assets in client 
portfolios (stocks and alternatives) to maintain a relative balance with lower volatility securities, like fixed 
income and hedges against market volatility.   

We have become slightly underweight equities in general and we continue to favor “value” and “quality” 
within the large-cap domestic market.  We’ve also taken steps to become more defensive in terms of our sector 
weightings in our individual equity portfolios.   

In the fixed income area, we remain focused on higher quality credit-sensitive securities (with less exposure to 
the more cyclical areas of the market) with shorter maturities as a hedge against potentially rising interest rates.   
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Within the alternative market segments, we have maintained an emphasis on “real assets” (think commodities 
and, to a lesser extent, real estate) as a hedge against the potential for continued inflation.  We maintain an 
overweight to the diversified alternative sector as a hedge against market volatility.   
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The information presented in the material is general in nature and should not be considered investment advice, is not designed to address your investment 
objectives, financial situation or particular needs. Information is gathered from sources deemed reliable but its accuracy or completeness is not guaranteed. 
The opinions expressed herein may not come to pass, are as of the date of publication and are subject to change based on market, economic or other 
conditions. 

You cannot invest directly in an index.  Indexes are unmanaged and measure the changes in market conditions based on the average performance of the 
securities that make up the index. Investing in small and mid-cap stocks generally involves greater risks, and therefore, may not be appropriate for every 
investor. Asset allocation and diversification does not ensure a profit or protect against a loss. 

Yellow Cardinal Advisory Group, a division of First Financial Bank, provides investment advisory, wealth management and fiduciary services. Yellow 
Cardinal Advisory Group does not provide legal, tax, or accounting advice. The products and services made available by Yellow Cardinal Advisory 
Group:   

Not Deposits | Not FDIC Insured | Have No Bank or Federal Government Guarantee | May Lose Value 
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