
MoneyMatters
market update

Headwind Interests

Q4 
2022



Headwind Interests
The third quarter of 2022 was certainly painful for investors to witness, as stubbornly high inflation and aggressive interest 

rate hikes sparked a massive September selloff. Whether it was the safest US Treasuries or the riskiest emerging market 

equities, global stocks and bonds lost a record $36 trillion in value over the past nine months. (Source: Bloomberg) 

Looking ahead, the market is facing additional headwinds as economic indicators show signs that the chances of a global 

recession seem increasingly probable, though its magnitude is unclear. 

We’ve seen a third quarter in a row in which both US stocks and bonds had negative returns. This has never before 

occurred, with the exception of 1931. (Source: BlackRock) Federal Reserve Chairman Jerome Powell is committed to 

raising interest rates to fight inflation even at the cost of weakening the economy and placing further financial strain 

on consumers. Top analysts could not have predicted the stickiness of inflation, even with swelling interest rates; 

nonetheless, it has remained high at an annual rate of 8.2%. (Source: Consumer Price Index, Sept. 2022) 

Labor data is weakening, albeit slightly, and corporate earnings may begin to level off. We expect volatility to remain 

elevated, and though counterintuitive, a strong US dollar is contributing to the instability. The dollar increased to a two-

decade high (rising 22%) between September 2021 through mid-September 2022 (Source: Morningstar) – slowing 

exports, and increases to our imports, are swelling our nation’s trade deficit. In addition, volatility was seen in foreign 

markets as investors sought refuge in the US dollar, and corporations that invest internationally also saw increased risk 

exposure and reduced profits. 

A sentiment is taking shape that bad news may be good news, in that if corporate profits begin to dip and layoffs ensue, 

the Federal Reserve might temper its rate increases currently expected by the market. Not an ideal scenario to say 

the least. 

As the market digests these realities, there are encouraging elements. The US is experiencing fewer supply-chain issues, 

household and corporate balance sheets are strong, corporations still have comfortable access to capital, and banks 

are not showing signs of distress. One critical indicator of economic health, unemployment, has held steady at 3.5% as 

of September 30. (Source: Bureau of Labor Statistics) Though you can expect to see more unpleasant headlines in the 

news, we believe a market turnaround is possible over the next 12 months. 
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Market Recap 
Stock Market

Over the third quarter of 2022, the S&P 500 was down 4.88%, the Russell 2000 Small-Cap Value Index was down 2.19%, 

US bonds were down 4.75%, and international stocks were down 9.36%.* (Source: Morningstar) Despite these outcomes, 

stock market valuations look more compelling. For example, the S&P 500 forward price/earnings ratio started 2021 at 21.2 

and ended the third quarter at 15.2. (Source: JPMorgan Guide to the Markets) Falling securities prices of 20% or more 

from recent highs, indicate a bear market. We discuss different types of bear markets on page 7.

*The MSCI EAFE Index is an equity index that captures large- and mid-cap representation across 21 Developed Markets and countries around the world, 
excluding the US and Canada.
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Actively Managed Portfolios

On the upside, data shows that actively managed portfolios bear fruit in some circumstances. In the chart below, the blue 

bars represent annual S&P 500 returns, and the red triangles represent the percentage of actively managed portfolios that 

outperformed the S&P 500 by year. As of September 2022, 57.4% of actively managed accounts have outpaced the S&P 

500 thus far. Active managers, as a group, often do well during bear-market periods. Of course, that means that 42.6% of 

actively managed accounts have underperformed or have been even with the S&P 500. 
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Federal Funds Rates

In just seven months, beginning March 2022, the Federal Reserve hiked interest rates by 300 basis points in one of the 

fastest rate increases in history. By the end of 2023, rates could rise to 4.50%-4.75%. Yet despite these increases, rates 

are still below historical averages, though investors remain apprehensive about the Federal Reserve’s claim of a planned 

“soft landing” of the economy. 
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Yield Curves

Even as Treasury yields experienced a striking fissure between Dec 31, 2022, and October 21, 2022 (Source: JP 

Morgan), interest rates are not necessarily the full story. Investors are starting to assume that rate increases translate into 

stock market selling pressure. Many things influence business activity—consumer spending, corporate profitability, and 

the direction of the stock market are all key factors.  
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Understanding Bear Markets

History tells us that after every bear market, a bull returns. From 1929 to 2021, there were 26 bear markets, while there have 

been 27 bull markets over the same time period, and all were larger than the preceding bear. (Source: Zacks Investment 

Management) Also during this same period, the average bear market resulted in a 36% decline for stocks while the average 

bull market resulted in a 114% gain. (Source: Hartford Funds) 

STRUCTURAL 
BEAR MARKETS 

Structural bear markets 
are caused by severe price 
dislocations, typically in financial 
markets, and are often associated 
with ‘bubbles.’ They tend to be 
the most painful, averaging a 50% 
decline post-World War II over 
approximately two years, similar 
to the 2008 global financial crisis.

CYCLICAL 
BEAR MARKETS 

Cyclical bear markets are more 
closely tied to the business 
cycle, and often coincide 
with a peak in profit margins, 
rising interest rates, elevated 
inflation, and/or a deceleration 
in economic growth.

EVENT-DRIVEN 
BEAR MARKETS 

Event-driven bear markets are 
triggered by an unexpected 
shock. The COVID-19 pandemic 
is an example of this as 
investors quickly anticipate 
immediate and elevated risks to 
earnings and growth.

Cyclical and event-driven bear markets average 30% declines over generally shorter periods,  

of between six months and one year. (Source: Zacks Investment Management)  

There are three types of bear markets, and we believe we are currently in a cyclical bear market, sparked by the pandemic.
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The Economy 
Inflation

A confluence of massive fiscal policy stimulus via the $1.9 trillion American Rescue Plan, tight labor markets, and rising 

energy costs is causing inflationary forces to broaden and become more entrenched than previously expected.

The CPI for food increased 11.2%, energy rose 19.8%, transportation was up 14.6% and new vehicles were up 9.4% for 

the 12 months ending September. (Source: US Bureau of Labor Statistics)

The Housing Market

As mortgage rates have risen sharply, US housing starts declined once again in September (the eighth straight month), 

reflecting the cooling housing market and affordability issues plaguing the single-family sector. (Source: Mortgage 

Professional America) The August decline in home sales saw prices down 6% from their peak in June, the biggest two-

month drop in prices in nearly a decade. (Source: Federal Reserve Economic Data, National Association of Realtors) 

Most buyers have not experienced such rapid rate increases and are opting to stay put with their current 3% or 4% 

interest rate mortgages rather than trade significantly higher borrowing costs for a larger or relocated home. As an 

example, moving from a 3.5% interest rate to a 7.0% interest rate can increase mortgage costs by thousands of dollars 

per month, depending on the cost of the home. See chart below.
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Even with decreasing demand for homes, prices across the top 13 markets have increased by double digits in all but one, 

Washington D.C. This directly impacts housing affordability while higher required credit scores squeeze out many buyers. 

The Federal Reserve’s aggressive monetary policy tightening is significantly weakening the housing market, with most 

indicators falling to levels last seen during the first wave of the COVID-19 pandemic in the spring of 2020. 

And an even larger storm may be brewing. Over the past decade owning a house has meant easy money. Prices rose 

reliably for years, but whipsawed during the pandemic. Home prices are now falling in nine of the richest economies.  

The drops in America have been small thus far compared to Canada, which lost 9% in home values since February. 

(Source: The Economist) As inflation and recession stalk the world, a deepening correction may be on the horizon, though 

nothing mirroring 2008 is likely. 

The Job Market

Companies generally do not lay off workers unless it is absolutely necessary, and we have not yet seen this occur. 

Total non-farm payroll employment increased by 263,000 and the unemployment rate edged down to 3.5% in September. 

Notable job gains occurred in leisure, hospitality, and health care. (Source: US Bureau of Labor Statistics) 

However, initial jobless claims came in at 219,000 (ending September 2022), 15,000 more than anticipated and 29,000 

more from the previous week’s downwardly revised 190,000 – though still at a low point historically.  

(Source: Zacks Investment Management)



Roehl & Yi’s Final Thoughts
Over the past 80 years, the S&P 500 has generated approximately 11% in annualized returns, factoring in bear 
markets. (Source: Zacks Investment Management) It is understandable that keeping anxiety at bay is challenging,  
but we believe that patience is often rewarded.  

Consider these suggestions:

• Refrain from making emotional decisions. 

• As volatility will likely continue into 2023, ensure you have sufficient cash and take advantage of low-risk cash 
alternatives that are now yielding 4% to 5% returns.

• Discuss tax-loss strategies with your financial advisor.

• Lower valuations lead to higher future returns. Selectively find opportunities to invest in the market.

We’d like to leave you with a quote:

“There is always a disposition in people’s minds to think the existing conditions will be permanent. When the market is 
down and dull, it is hard to make people believe that this is the prelude to a period of activity and advance. When the 
prices are up and the country is prosperous, it is always said that while preceding booms have not lasted, there are 
circumstances connected with this one, which make it unlike its predecessors and give assurance of permanency. The 
fact pertaining to all conditions is that they will change.”  

– Charles Henry Dow, 1900

Dow was an American journalist who co-founded Dow Jones & Company with Edward Jones and Charles Bergstresser. 
Dow also co-founded The Wall Street Journal, which has become one of the most respected financial publications in 
the world.

The R&Y Promise
Roehl & Yi has made a commitment to delivering more value through enhanced client engagement, new educational 
videos, resource-filled emails, and more.

As always, we are grateful for your continued trust in Roehl & Yi, and we ask that your first phone call be to us 
if you have any questions or concerns about your investments. May you and your family experience happiness 
and good health.
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450 Country Club Rd., Suite 200, Eugene, OR 97401
Tel: 541.683.2085  • Toll Free: 888.683.4343

www.Roehl-Yi.com

For A Personal Wealth of Reasons

Subscribe for News & Market Updates
info@roehl-yi.com

This content is provided for informational purposes only. Nothing herein should be construed as the provision of personalized investment advice, nor should it 

be regarded as a complete analysis of the subjects discussed. All expressions of opinion reflect the judgment of the authors as of the date of publication and are 

subject to change without prior notice. Third-party data sources contained herein are for illustrative purposes only, are believed to be reliable, but we take no 

responsibility as to their accuracy. The newsletter contains certain forward-looking statements that indicate future possibilities. Due to known and unknown risks, 

other uncertainties and factors, actual results may differ materially. As such, there is no guarantee that any views and opinions expressed herein will happen. The 

performance of active managers referenced in this article is not the performance of Roehl & Yi and nothing in this article is meant to show or imply any Roehl & Yi 

performance. The performance of active managers is presented as an illustration only and Roehl & Yi clients should not assume that their performance is similar. 

Investing involves risk of loss including loss of principal. Past investment performance is not a guarantee or predictor of future investment performance.


