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On June 13th, the S&P 500 Index officially entered bear market territory, dropping more than 20% from its peak on January 3rd.
Thursday’s close marked the stock market’s worst starting half to a year since 1970. The market took 161 days to transition from its peak
into bear market territory, which is much faster than the average timeframe of 245 days in previous bear markets. Historically, a quick
descent often precedes a shallower decline and a faster recovery. Markets don’t repeat themselves, but they often rhyme. On average, bear
markets last 16 months, decline 35.1%, and are followed by a 43.4% return over the next 12 months. The chart here reviews the bear
markets we have seen since World War II.
We believe this market environment is
unprecedented and does not have an appropriate
historical comparison. There has been an
enormous amount of stimulus (both fiscally
from the government and monetarily from
the Federal Reserve) over the last decade. We are
not seeing the indicators that typically appear
going into a recession. As shown below, many
indicators
still
show
an
expansionary
environment, albeit some are likely to lag and
turn negative in the coming months. The labor
market and housing market is still incredibly
strong. Corporate balance sheets are healthy, and
we see a much lower risk of default than in
previous downturns, meaning fewer people
are likely to lose their jobs.
Although demand for homes is coming down
with higher rates, there is still a tremendous
housing shortage in the United States. As a
result, prices are not likely to see a dramatic
drop (nationally, while higher-growth markets
over the last few years are likely to see a
substantial pullback.) We believe this
inflationary environment, especially driven by
rising food and energy, will cause a decline in
consumer spending, retail sales, and profit
margins.
We advise our clients to stay patient in this
market environment. We expect volatility to
continue for the remainder of the year, and the
best market days often come very close to the
worst. It is important to stick with the
investment objectives defined when portfolios
were put into place and not make drastic
changes to your portfolio’s risk level.
We are actively making strategic changes to portfolios through the volatility and have shifted to higher-quality names in sectors that
perform well during economic slowdowns. We are already finding opportunities in this market and expect to see many more in the
coming months.
As always, please reach out to your financial advisor with any questions or concerns.
-The Seventy2 Capital Team
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Please join us for our Seventy2 Tuesday Monthly Webinar on July 5th at 12pm ET as we discuss these topics and more.
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