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SUMMARY
•

The macrocast™ score suggests the probability of a recessionary bear market has
increased, and the defensive position of microcast™ indicates market conditions
remain volatile. The combination of both risk models reflects a challenging market
environment.

•

Central banks across the globe continue to raise interest rates in an effort to bring
down inflation. The European Central Bank announced rate hikes coming next
month, and the Federal Reserve is expected to raise rates by 1% over the next two
meetings. Fighting inflation remains the top priority.

•

Anticipated Fed action is already having an impact on the economy, with mortgage
rates at 13-year highs, and housing affordability seeing the biggest drop ever
compared to the previous year.

•

In a follow up to our most recent podcast, we highlight every major bear market
since the Great Depression. Historically, once a bear market ended, returns over the
following 1-, 3-, and 5-year periods were all positive, and often, well above average.
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CENTRAL BANKS ARE STILL TIGHTENING
Central banks across the globe are focused on fighting inflation, and that means more rate
hikes ahead.
The Federal Reserve increased the benchmark federal funds rate by .25% in March and
.50% in April. With another .50% hike expected after both the June and July meetings, the
central bank is on pace for the fastest rate hike cycle since 1988 (chart from MarketDesk):

Similarly, central banks abroad are tightening monetary policy. The European Central Bank
recently announced they are ending their own quantitative easing program and raising
rates next month, with further tightening expected in September. The Reserve Bank of
Australia, the Bank of Canada, and the Bank of Korea have all raised rates over the past
two weeks.
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The net effect of central bank action over the past five years is clear. After providing a
record amount of liquidity in 2020 to help ease the economic fallout from the COVID-19
pandemic, they are now reversing course to fight inflation (chart from Truist):

INFLATION HASN’T SLOWED DOWN
The latest inflation figures for the US were released last week on June 10th. The 12-month
increase in the headline number for May matched the March increase of +8.6% y/y. The
Core CPI index (which excludes volatile energy and food prices) came in at +6% y/y.
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Last year, inflation was driven by reopening categories and supply-constrained segments,
such as new/used vehicle prices. This year, housing is a driving force behind inflation as
indices within the shelter category (rent and owners’ equivalent rent) are seeing prices
increase at the fastest pace in over 25 years (chart from Renaissance Macro):

The latest inflation print is disappointing. We had hoped to see a clearer sign of peaking, which wasn’t
the case in the May data.
If inflation continues to come in higher than economists are forecasting, we expect central banks across
the globe to remain “hawkish” and continue raising rates until the data improves.

TIGHTENING OF POLICY
IS ALREADY HAVING AN IMPACT
In the United States, even though the benchmark rate has only increased by .75% since March,
the effects of tightening monetary policy have already begun reverberating throughout the
economy. For example, mortgage rates have roughly doubled since January 2021, with
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most of that increase occurring this year. As of Friday, June 10th, they are nearing 6% (from
Calculated Risk):

This is the highest level since 2009.
The combination of higher mortgage rates and higher home prices have had a major impact
on housing affordability. Year over year, the Home Affordability Index has dropped the most in
history (chart from Axios):

Housing prices are an important component of inflation. As housing becomes less affordable,
it could lead to weaker demand for other goods and services, pressuring prices lower, and
ultimately, helping to lower inflation through lower rental rates.
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IN CASE YOU MISSED IT,
PODCAST ON CORRECTION AND BEAR MARKETS
Our latest podcast is available here. We discussed the history of bear markets and
corrections, as well as their implications.
Discussing market performance isn’t always the easiest in audio format, so we wanted to
supplement with one chart we discussed during the show. The chart below illustrates the
drawdowns of historical bear markets, as well as their subsequent returns (data originally
compiled by Ben Carlson):

The beauty of this study is the perspective it provides. Investing in equities comes with risk,
volatility, and periodically, market corrections. Each drawdown feels worst than the last, but
it’s important to remember a few key facts about bear markets.
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1. On average, bear markets have lasted approximately 14 months. While they’ve
ranged from as short as one month (during the Covid shutdown) to as long as three
years (the Great Depression), the average bear market typically lasts for a little more
than a year.
2. Stock returns after a bear market are typically very strong, averaging over 50% in the
year following the bear market bottom and over 130% over the next three years.
While past outcomes help to provide context to the current environment, the best way to
handle market volatility is by having a plan. There are numerous ways to manage risk, and
one of the most effective, time-tested methods is through diversification.
For instance, consider the worst years ever for a 60/40 portfolio compared to the worst years
ever for the US stock market (since 1928) (chart from Ben Carlson):

Whether diversifying investments across different asset classes or investment strategies,
diversification has historically helped to dampen the volatility of equities.
In summary, central banks across the globe are raising rates to fight inflation, which
continues to persist, but the tightening of monetary policy is already starting to have an
impact on areas of the economy like housing. The Fed hopes to pull off a soft landing,
whereby the tightening of financial conditions lowers demand and inflation without
causing a recession. While the outcome remains uncertain, it’s helpful to look at the current
market environment through a historical lens. Bear markets and corrections are common
in equity investing, but they’re typically short-lived and resolve in above average market
returns in the years that follow. We’ve been here before, and we will continue to monitor the
conditions and act accordingly while communicating our viewpoints.
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We hope everyone has a safe and
happy Independence Day!
If you have other vacations, events, or
home improvement projects that you
need to plan for financially, please don’t
hesitate to contact your Corbett Road
Wealth Manager to discuss them.
Enjoy the holiday!

IMPORTANT DISCLOSURES
The chart(s)/graph(s) shown is(are) for informational purposes only and should not be considered as an offer to buy, solicitation to sell, or recommendation to engage in any
transaction or strategy. Past performance may not be indicative of future results. While the sources of information, including any forward-looking statements and estimates,
included in this (these) chart(s)/graph(s) was deemed reliable, Corbett Road Wealth Management, Spire Wealth Management LLC, Spire Securities LLC and its affiliates do not
guarantee its accuracy.
The views and opinions expressed in this article are those of the authors as of the date of this publication, are subject to change without notice, and do not necessarily reflect
the opinions of Spire Wealth Management LLC, Spire Securities LLC or its affiliates.
All information is based on sources deemed reliable, but no warranty or guarantee is made as to its accuracy or completeness. macrocastTM and microcastTM are proprietary
indexes used by Corbett Road Wealth Management to help assist in the investment decision-making process. Neither the information provided by macrocastTM or microcastTM
nor any opinion expressed herein considers any investor’s individual circumstances nor should it be treated as personalized advice. Individual investors should consult with a
financial professional before engaging in any transaction or strategy. The phrase “the market” refers to the S&P 500 Total Return Index unless otherwise stated. The phrase “risk
assets” refers to equities, REITs, high yield bonds, and other high volatility securities.
Spire Wealth Management, LLC is a Federally Registered Investment Advisory Firm. Securities offered through an affiliated company, Spire Securities, LLC, a Registered Broker/
Dealer and member FINRA/SIPC. Registration does not imply any level of skill or training.
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