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This past quarter officially saw markets enter into bear market 
territory (defined as a 20% decline from the most recent market 
high). Unsettling at best but also recurring part of normal market 
cycles. This is the 15th bear market for the S&P 500 since 1928.

Value stocks have fared somewhat better, especially for the 
largest companies where Oil and Gas firms show up. They have 
benefited from a multitude of supply side pressures that drove the 
price of oil consistently above $100/barrel in the second quarter.

Growth stocks have had a much tougher time as much of their 
price reflects discounted future earnings. As interest rates rise, 
these growth stocks experience significant price declines.

Bonds finally are providing yields that are considerably more attractive 

SECOND QUARTER 2022 MARKET REVIEW

By Richard A. Hewitt

than over the past decade. Rising interest rates cause current bond 
prices to decline. However, for those who hold to maturity, your yield 
will be exactly what it was on the day the bond was purchased (and 
when we reinvest the proceeds at maturity, you gain the higher yields 
currently available). For the first time in recent memory, bonds are 
“attractive” again.

As reflected in the graph below, all five of the major indices we track 
show the downward pressures felt in the second quarter. To be invested 
in stocks when times are challenging is to understand that maintaining 
your allocation (and adding to it if possible) is what will create long-
term wealth—in a decade we will have had many more issues to worry 
about and the above will be a small blip in the rear-view mirror. 
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Stagflation is defined as persistent inflation combined with stagnant 
consumer demand and relatively high unemployment. According 
to the Federal Reserve, consumer price inflation (as measured by 
the 12-month change in the price index for personal consumption 
expenditures) rose from 5.8% in December 2021 to 6.3% by April 
2022. This level of inflation is well above the Fed’s target of 2%. 
Current inflation projections for 2023 also exceed 2%. Unless 
this trend changes, this certainly qualifies as persistent inflation. 
Although real gross domestic product (GDP) fell from 6.9% in the 
fourth quarter of 2021 to a negative 1.5% annualized rate in the 
first quarter of 2022, consumer demand was strong in the first 
quarter of 2022 due mainly to further reopening of the economy 
and the resolution of some of the supply chain issues. In the first 
half of 2022, the demand for labor greatly exceeded supply across 
most sectors of the economy which led to wages increasing at a 
solid pace. Unemployment also fell from 3.9% in December 2021 
to 3.6% in May 2022. Given that the U.S. economy still has solid 
consumer demand and relatively low unemployment, we are not 
currently in a period of stagflation. However, what risks of stagflation 
lie ahead?

As noted above, inflation is expected to moderate next year but 
it will likely remain above inflation targets. It is harder to predict 
what will happen with consumer demand. During the first year of 
the pandemic, U.S. households saved about $1.6 trillion more than 
forecasted. Some of those dollars were invested, but much of it is still 
held in cash and cash equivalents that can be spent as the impact 
of the pandemic lessens. In 2022, household savings rates have 

dropped to about 6% compared to over 7% before the pandemic, 
and that change alone can help drive consumer spending. The real 
question is whether demand can continue to thrive as fiscal and 
monetary accommodation are withdrawn. One example is housing, 
where the average rate for a 30-year fixed mortgage hit 5.49% in 
May 2022, up from just 3.14% in May 2021. This will undoubtedly 
reduce demand for housing, which has been a key to economic 
growth in recent years. Currently the labor market remains strong 
even given high inflation and rising interest rates. The labor force 
participation rate should rise over the next year as potential workers 
become more comfortable returning (or are forced to return) to work 
because of a lack of income and increased prices. Therefore, it is 
likely the unemployment rate will remain around 3.5%.

The current situation resembles the stagflation of the 1970s. First, 
there are persistent supply-side disturbances fueling inflation which 
were preceded by a protracted period of highly accommodative 
monetary policy. In addition, economic activity in the United States 
may contract for an extended period of time if the Fed’s current 
policy of monetary tightening weakens consumer demand too much. 
However, the current situation also differs from the 1970s in many 
ways: the dollar is strong (a sharp contrast with its severe weakness 
in the 1970s), the percentage increases in commodity prices are 
smaller, and the balance sheets of major financial institutions are 
generally strong. More importantly, the Fed now has a clear mandate 
for price stability and they have established a credible track record 
of achieving their inflation targets. Given that, a prolonged period of 
stagflation in the U.S. is unlikely. 

WILL THE U.S. ECONOMY EXPERIENCE STAGFLATION?

By Joseph P. Clark

Market volatility and bear markets test all of us. It also is instructive 
on reality: building wealth and investing is both a financial and 
psychological task. Each of us has the potential to be our own worst 
enemy. Several points I would like to emphasize here. First, our 
risk tolerance is not constant—when markets are on the upswing, 
all of us are brave and when they move in the opposite direction, 
we start to doubt our ability to accept the downturn. Given this, 

the second point is that you should know why your accounts and 
portfolio are structured as they are. An example: why bonds for 
the last few years? Because they provide ballast during market 
downturns. Third, the desire to “do something” provides a sense 
of action, direction and (by extension) control. Make sure what you 
choose to “do” furthers the wealth creation process and does not 
derail your longer-term objectives. 

PRESIDENT’S COMMENTARY By Richard A. Hewitt
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future, the composite rate can never fall below zero. However, the 
interest rate of a Series I Savings Bond you purchase will change 
every six months depending on the month when your bond is 
issued. For example, bonds issued in January have their new rates 
take effect each January 1st and July 1st. Bonds issued in February 
have their new rates take effect each February 1st and August 1st 
and so on. All Series I Savings Bonds issued from May 1, 2022 to 
October 31, 2022 will receive the current composite rate of 9.62% 
for the first six months, and then the composite rate will reset to the 
then current rate for the next six months, and so on.

In addition to the annual purchase limit, you should also be 
aware of some additional considerations before purchasing Series 
I Savings Bonds: 

1.  When you purchase a Series I Savings Bond, you must hold 
the bond for 12 months before redeeming it.

2.  When you redeem a Series I Savings Bond, you receive the 
principal and accrued interest.

3.  If you redeem a Series I Savings Bond within five years of 
purchase, you will incur a penalty of the interest that would 
have been earned for the previous three months (prior to 
redemption).

The interest you earn on Series I Savings Bonds is subject to 
federal income tax. The interest is free from state and local income 
tax. You can choose to report the interest on your federal taxes 
every year or defer reporting the interest until you redeem the bond, 
give up ownership of the bond, or the bond stops earning interest at 
maturity. The interest earned from Series I Savings Bonds may be tax 
free if used for qualified higher education expenses if your modified 
adjusted gross income (MAGI) is below the income threshold set by 
the IRS each year. For 2022, the MAGI for a married couple filing 
a joint return needs to be below $158,650, and below $100,800 
for all others.

In summary, we think Series I Savings Bonds are a reasonable 
substitute for funds that you are otherwise holding in cash in your 
bank accounts and don’t need to access for at least 12 months. 

Answer: 8.6%. Question: What was the annualized increase in 
the Consumer Price Index for All Urban Consumers (CPI-U) in 
May 2022?

Inflation has moved into the national spotlight over the past year. 
The 8.6% increase in prices from May 2021 to May 2022 was 
the largest annual increase in inflation since December 1981. Even 
though inflation erodes the purchasing power of your money over 
time, some amount of inflation is generally considered a normal 
part of a well-functioning economy. The Federal Reserve (Fed), 
as part of its twin mandate of maximum employment and price 
stability, targets an average inflation rate of two percent over time. 
The Fed has increased the target federal funds rate three times so 
far in 2022 as part of its efforts to combat inflation.

The increase in inflation has also generated additional interest in 
Series I Savings Bonds issued by the United States Treasury. Here is 
an overview on Series I Savings bonds and how they work:

First issued in 1998, Series I Savings Bonds earn interest for 
30 years. Individuals can purchase up to $10,000 of U.S. Treasury 
Series I Savings Bonds each calendar year electronically on the 
TreasuryDirect website at www.treasurydirect.gov. If you get a 
refund when you file your federal income tax return, you can buy 
up to an additional $5,000 of Series I Savings Bonds each year for 
each return that is filed. The annual calendar limit is $10,000 per 
Social Security Number (SSN) for electronic Series I Savings Bonds 
and $5,000 per SSN for paper Series I Savings Bonds purchased 
through IRS tax refunds. The paper limit is effectively $5,000 for 
a married couple that files a joint return. Minors cannot purchase 
Series I Savings Bonds for themselves. Parents can establish a 
Minor Linked account on their own TreasuryDirect account to make 
purchases for a minor child.

The composite interest rate earned by Series I Savings Bonds 
consists of two components – a fixed rate and a semiannual inflation 
rate. The current fixed rate is 0% and the current semiannual 
inflation rate is 4.81% (or 9.62% annualized) as of May 1, 2022, 
up from 3.56% (or 7.12% annualized) as of November 1, 2021. 
The inflation rate component resets every six months, normally on 
May 1st and November 1st. Even if there is negative inflation in the 

SERIES I SAVINGS BONDS
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As asked in the President’s Commentary: what actions can I take 
in a market downturn that help my overall situation? Here are 
several to consider and possibly implement:

Roth Conversions. Roth IRAs and 401Ks are a great benefit 
as you create the ability to take tax free distributions (generally 
beginning upon attaining age 59 ½). The hard part is that a 
conversion recognizes income in the current tax year and thus a 
tax liability. Market downturns can help make this easier. Vital to 
remember: this is very long-term money and if your Traditional IRA 
holdings are down due to the market correction, you will recognize 
less current income and make future tax increases a non-issue. 
Most (but not all) retirement plans allow for Roth conversions. It 
can also be partial: you can convert a dollar amount less than 
the full account’s value and get close to the next tax bracket 
without entering it. The benefits are significant when you retire—

no required minimum distributions for Roth IRAs, it can help lower 
your taxable income and thus lessen Medicare’s Income Related 
Monthly Adjustment Amount (IRMAA) (which increases your Part 
B premiums) and any value left over will pass to beneficiaries and 
retain its tax-free status.

Tax Loss Harvesting & Loss Carry Forwards. If your taxable 
account(s) have holdings where your cost basis (what you originally 
paid) is more than its current value, you can sell that holding 
and recognize the loss (current value minus cost basis). Those 
recognized losses can be used against ordinary income up to 
$3,000/year and the remainder carried forward to future tax years. 
The realized losses do not have to be used for portfolio assets but 
can help with the sale of a house or business at a gain for example. 
After 31 days, if you still desire to invest in the position, you can buy 
it back without triggering what is known as the “wash-sale rule.” 

TAX SMART OPTIONS TO CONSIDER 

By Richard A. Hewitt
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“ Be yourself. Everyone 
else is already taken.”

 —Oscar Wilde   
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