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US stocks have had their worst quarter since 2008. Bonds have had their worst quarter since 2002. 

Despite mostly positive corporate earnings and robust consumer spending, financial markets have been 

gloomy. What is behind this and are there reasons to be cheerful? 

Wide swings in stock prices are a consequence of a macroeconomic landscape that is changing quickly. 

Throughout this fast-moving world, one reason to be cheerful is that markets have been orderly. The 

recent sell off in bonds and revaluing of stocks in response to high inflation and the expected rise in 

interest rates is rational. For example, with seven interest rate hikes expected this year, if you are 

holding a bond that pays 3% and six months from now a new bond comes out paying 5%, hardly anyone 

will want to buy your 3% bond, so you would have to reduce the price to sell it. As far as stocks, if you 

own a company with high growth prospects that may not be profitable until the distant future, high 

inflation means the current stock price is estimated to be lower because future dividends are worth less 

and should be discounted more. This is the present value concept which drives much of fundamental 

analysis. 

Here is what is so unusual about stock markets right now. Price movements are driven by three things: 

technical analysis, fundamental analysis, or emotions (a.k.a. “monkey-brain”). An example of technical 

analysis could be algorithmic trading in which buys and sells are triggered by formulas. Every now and 

then momentum builds up in a “name” (on Wall Street we say “name” instead of “stock”) which creates 

more trading activity and potentially more volatility. What makes this period totally bizarre is that 

volatility is driven by the fundamentals. A company that is expected to be enormously profitable in the 

future could be valued less than a company with lackluster growth prospects but paying dividends today. 

This is because of the present value concept – money is believed to be worth more today than 

tomorrow. By this logic, defensive companies like waste collectors and utilities may be overvalued just 

as technology companies may be undervalued. Second reason to be cheerful, is that if rational minds 

prevail as inflation goes down, then stock prices should go up theoretically. 

How long will this upside-down market last? No one knows. From the consumer perspective, more 

people seem to believe high gas prices are temporary. From the business perspective, many companies 

are able to pass price increases to their customers. From a technology perspective, the long-term 

outlook is still positive because software is deflationary. In order to reduce costs, the incentive should 

be to invest more in tools that make labor and capital more productive. Software is key. 

Here is the final reason to be cheerful with a note of caution. One quarter does not a trend make. Over 

the past 10 years, stocks have been sharply down in 3 of 40 quarters and all previous dramatic drops 

have been followed by a recovery. For long-term investors, market fluctuations potentially create buying 

opportunities that could accelerate progress to goals.  

Two quarters of negative GDP growth make a recession (technically speaking). The current 

macroeconomic environment is so bizarre that existing models that estimate growth rates of the 

economy and fair value of stocks seem woefully inadequate. The recent decline in markets could signal a 

https://www.investopedia.com/terms/p/presentvalue.asp


slow-down in corporate investment, hiring or inability to maintain profit margins. This could have ripple 

effects and lead to a change in portfolio strategy. Now might be a good time to talk to your financial 

advisor. 

Stock investing includes risks, including fluctuating prices and loss of principal. 

The opinions voiced in this material are for general information only and are not intended to provide 

specific advice or recommendations for any individual. All performance referenced is historical and is no 

guarantee of future results. All indices are unmanaged and may not be invested into directly. 

The economic forecasts set forth in this material may not develop as predicted and there can be no 

guarantee that strategies promoted will be successful. 
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