
Benefit Financial Services Group    1 

 

Benefit Financial Services Group   1643 E. Bethany Home Road,, Phoenix, AZ 85016  I  Phone: 602-997-8882   I   www.bfsg-az.com  
 

June 7, 2022 
 

2021 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

The Well-Worn Bearish Narrative 

  
Some say it is a chaotic and frustrating time to be an investor. Rising employment and wages and resilient 
consumer spending are offset by rising inflation driven mostly by volatile commodity markets and supply 
chain disruptions. Higher corporate earnings estimates are being met by declining price-earnings multiples. 
And the Russia-Ukraine conflict raises unknown and unknowable geo-political risks. Stock prices inevitably 
were lower to reflect such a dismal environment. 
  

All the bearish headlines have been overwhelming and lay the foundation for investors to get trapped in 
“confirmation bias”, the tendency to put more weight on information that supports a pre-existing view. There 
are many analysts and investors committed to the outlook that the global economy is declining, and stocks 
are headed for a massive move lower, and the Federal Reserve (the “Fed”) can make it worse. 
  

It goes like this: Since the end of the second World War, the Fed has never successfully engineered a 
decline in inflation that was running more than 4% that didn’t result in a recession. This was because they 
had to break either the economy or the financial markets to reverse the previous cycle’s household wealth 
gains so as to reduce consumer spending and prices. 
  

But the Fed’s recent public pronouncements about their future intentions, while only raising the Federal 
Funds rate to a range of .50% -.75% so far, have already forced 10-year bond yields up from 1.5% to 3% 
this year, causing the worse drop in bond returns since the middle of the 19th century. And most speculative 
equity positions have been wiped out such as the 78% decline from its high in Cathie Wood’s Ark Innovation 
Fund (ARKK) and cryptocurrency index fund Bitwise (BITW) falling from $100 to $15. Both the Nasdaq1 and 
the Russell 20002 have declined by 30%. The Fed has already broken a lot of things. All of this has tightened 
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financial conditions already. 
  

So, is it highly unlikely that the Fed will push as hard as the market has already discounted? In fact, the 
Fed’s favorite inflation gauge, the personal consumption deflator (PCE), excluding food and energy, already 
peaked in February on a year-to-year basis.3 And the worry about surging wages pushing up inflation may 
be premature, as average hourly earnings have been declining on a year-to-year basis for the past three 
months.4 Existing and new home sales are falling sharply, and housing inventories have risen to a 9-month 
supply as mortgage rates are near 5%.5 Real income growth is negative and anecdotes from Amazon, 
Walmart and Target suggest retail inventories are close to being fully replenished even as overall 
consumption growth is decelerating.  
  

All of this suggests a lower glide path for inflation, the size and extent of monetary tightening, and the 

diminished odds of stocks making a “massive move lower”. 
  

Thomas J. Steffanci, PhD - Senior Portfolio Manager 
 

 

 1. The Nasdaq Composite is a capitalization-weighted index that includes almost all stocks listed on the 

Nasdaq stock exchange and is heavily weighted towards companies in the information technology sector.  

2. The Russell 2000 Index is a small-cap stock market index that makes up the smallest 2,000 stocks in the 

Russell 3000 Index.  

3. Source: Bureau of Economic Analysis.  

4. Source: Bureau of Labor Statistics and Tradingeconomics.com. 

5. Source: National Association of Realtors and Tradingeconomics.com.  

  

Disclosure: 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 Benefit Financial Services Group (“BFSG”), 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 

BFSG. To the extent that a reader has any questions regarding the applicability of any specific issue discussed 

above to his/her individual situation, he/she is encouraged to consult with the professional advisor of his/her 

choosing. BFSG 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 BFSG’s current written disclosure Brochure 

discussing our advisory services and fees is available upon request. Please Note: If you are a BFSG client, 

please remember to contact BFSG, 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, or if you would like to impose, add, or to modify any reasonable restrictions to our investment advisory 

services. BFSG shall continue to rely on the accuracy of the information that you have provided. Please Also 

Note: Please advise us if you have not been receiving account statements (at least quarterly) from the account 

custodian. 

  

Historical performance results for investment indices, benchmarks, and/or categories have been provided for 

general informational/comparison purposes only, and generally do not reflect the deduction of transaction and/or 

custodial charges, the deduction of an investment management fee, nor the impact of taxes, the incurrence of 

which would have the effect of decreasing historical performance results.  It should not be assumed that your 

BFSG account holdings correspond directly to any comparative indices or categories.  
  

https://www.bea.gov/news/2022/personal-income-and-outlays-april-2022
https://www.bls.gov/news.release/realer.htm
https://tradingeconomics.com/united-states/average-hourly-earnings-yoy
https://tradingeconomics.com/united-states/total-housing-inventory

