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No sugarcoating it, stock market returns this year have been bad. The S&P 500 (down 20% year-to-date as 

of this afternoon) is off to one of its worst starts in index history.i Bonds are faring even worse.ii 
 

 
 

 
 
As we highlighted in our last communication, the list of market challenges is broad. While the year began 

with elevated equity valuations and low interest rates (which on their own are headwinds), markets have also needed 
to contend with: 
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● Continued supply chain challenges  
● Resource shortages 
● Persistent and rising inflation 
● Interest rate volatility 
● Tightening financial conditions due to the Federal Reserve’s hawkish monetary policy 
● Declining consumer and business sentiment 
● Slowing economic activity 

 
To be sure, markets are forward looking, and all of this is essentially “yesterday’s news.” The question 

going forward for investors is whether markets have sufficiently discounted these challenges such that we can again 
feel constructive about deploying capital. Generally, we think the answer is yes if you have a long enough 
investment horizon and are selective in your investment criteria (which is our job to help with). But we don’t want 
to dismiss potential risks.   

 
June’s headline CPI at 9.1% and monthly CPI at 1.3% was - to put it mildly - a problem. 
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Unlike rising unemployment which impacts a subset of the population, almost everyone "feels" inflation. 
Rising prices are crushing earnings power for US consumers, with real wages at negative 4.4% (real wages reflect 
wage gains minus inflation). 
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From middle- and working-class families struggling to buy food and gas, to the wealthier whose portfolios 
have declined, almost everyone right now feels poorer. That's why consumer sentiment is at an all-time low. And 
what happens when everyone feels lousy? Usually nothing good. 
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Historically, people don't react well to a decline in living standards. When enough of the population feels 
worse off, you risk social and political instability. That's why rising prices are so pernicious. Painful as it may be 
for those losing a job, society doesn't fall apart if unemployment jumps a few percent, but it might if people can't 
afford food and energy (see our article from last fall: History 101). 

 
In choosing the least bad option, the Fed is likely to aim for relieving the pain for as many people as possible 

(i.e., combatting inflation at the expense of the overall economy and unemployment rate). 
 

 
 
Prolonged inflation that diminishes real purchasing power has a history of leading to populist backlashes 

or "strongmen" type governments, or worse. If economic misery for a portion of our country contributed to the soft 
populism of Trump, what might economic misery for almost everyone result in? Again, the Fed probably doesn't 
want to find out. 

 
 

So what does this mean for markets? Well, as we said before, markets are forward looking. Investors have 
factored in a restrictive Fed which then begins to reverse course and cut the overnight interest rate, possibly in 
response to a recession or slowing economy. Just yesterday, Apple announced that it was slowing hiring and 
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spending on some teams. This type of announcement has been commonplace, especially from tech companies. As 
the Bespoke Investment Group wrote: 

 
“While that move doesn’t exactly speak to panic from AAPL management, keep in mind that this company 
is not some small, capital markets-dependent start-up; the company generates over $100bn in free cash 
flow per year, with total capex accounting for less than 10% of operation cash flow. These sorts of decisions 
are exactly what is required to move the US economy from a hot labor market underpinning rapid nominal 
consumer spending to a broad retrenchment in economic activity referred to as a recession.” 

 

 
 
 

If there is indeed another leg down to equity markets, it will likely come from earnings revisions rather than 
from valuations adjusting to rising rates. As of last week, analyst targets for the S&P 500's year-end price level 
remained quite rosy, with few downward earnings revisions factored into outlooks. This week companies are 
beginning to announce results for last quarter.  
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 Investors should remain selectively opportunistic. We don’t think the world is falling apart, but we may be 
entering a new valuation regime where technology stocks no longer trade based on potential growth, because 
monetary policy is no longer as accommodative. However, the market sell-off has created valuation dislocations in 
certain industries where we think long-term investors can enter or increase existing investments.  
 
Sincerely,   
 
 
 
Peter Karmin   Stuart Loren 
Managing Member  Director 
 
 
Citations and Disclosures 

 
i Bloomberg and Deutsche Bank. All data cited herein is from Bloomberg unless otherwise noted. 
ii Deutsche Bank. 
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This letter is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer 
or solicitation to buy or sell any securities or to adopt any investment strategy. The opinions expressed are as of the date noted 
above and may change as subsequent conditions vary. The information and opinions contained in this letter are derived from 
proprietary and nonproprietary sources deemed by Fort Sheridan Advisors LLC (“Fort Sheridan”) to be reliable, are not 
necessarily all-inclusive and are not guaranteed as to accuracy. As such, no warranty of accuracy or reliability is given and 
no responsibility arising in any other way for errors and omissions (including responsibility to any person by reason of 
negligence) is accepted by Fort Sheridan, its principals, employees, agents or affiliates. This post may contain “forward-
looking” information that is not purely historical in nature. Such information may include, among other things, projections 
and forecasts. There is no guarantee that any forecasts made will materialize. Reliance upon information in this post is at the 
sole discretion of the reader.  
 
Please consult with your Fort Sheridan financial advisor to ensure that any contemplated transaction in any securities 
mentioned in this letter align with your overall investment goals, objectives and tolerance for risk. In addition, please note that 
Fort Sheridan, including its principals, employees, agents, affiliates and advisory clients, may have positions in one or more 
of the securities discussed in this communication. Please note that Fort Sheridan, including its principals, employees, agents, 
affiliates and advisory clients may take positions or effect transactions contrary to the views expressed in this communication 
based upon individual or firm circumstances. Any decision to effect transactions in the securities discussed within this 
communication should be balanced against the potential conflict of interest that Fort Sheridan Advisors has by virtue of its 
investment in one or more of these securities.  
 
Additional information about Fort Sheridan is available in its current disclosure documents, Form ADV and Form ADV Part 
2A Brochure, both which are available without charge by contacting Fort Sheridan toll-free at 866-559-9700. You may also 
request copies by email at info@fortllc.com, or access the documents online via the SEC’s Investment Adviser Public 
Disclosure (IAPD) database at www.adviserinfo.sec.gov, using CRD# 151139 or SEC# 801-70517.  
 
Fort Sheridan neither provides investment banking services nor engages in principal or agency cross transactions. All 
securities transactions are effected through Western International Securities, Inc. and Fidelity Brokerage Services LLC. Fort 
Sheridan is not an affiliate of Western International Securities, Inc. or Fidelity Brokerage Services LLC. 
 
Investing involves risks, including the possible loss of principal and fluctuation of value. Past performance is no guarantee of future 
results. 


