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No Matter the Length of the 
Journey, Check for Compass Error 

The capital markets of 2022 have been 

disappoin�ng (so far) for investors especially 

ones that are not prepared to handle 

downturns.  The S&P 500 officially entered a 

Bear Market on June 13, 2022 with a closing 

value down approximately 22% from its 

record high of set on January 3, 2022.  We 

have a brief write up this month for our 

clients to beter understand “What is a Bear Market?” and to provide some historical context.   

In this newsleter, we want to 

begin with the concept of 

“compass error”.  Compass error 

generally occurs due to a 

devia�on of the flow of magne�c 

energy between the earth’s polar 

caps. While a compass is a proven 

tool to help travelers to their 

des�na�ons, it is not immune 

from error due to natural 

elements beyond our control.  We 
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consider financial planning a “journey” for our clients and we aim to communicate regularly to 

keep you abreast of developing market trends and dynamics.  Each of our clients have a different 

financial intent which requires a different plan; however, each financial plan is subject to 

“devia�ng energy” such as family intent, interest rates, money supply, domes�c poli�cs and 

geopoli�cs – just to name a few.  Any one of these elements can pull on a financial compass and, 

if not checked regularly, the intended des�na�on will be missed.  One degree of error over a short 

distance can be harmless and correctable, but one degree over a longer distance will have you 

many miles off course resul�ng in addi�onal effort, �me, loss of capital, and most importantly 

not fulfilling a family’s long-term “intent”. 

We design investment por�olios with a conserva�ve bias to weather both good �mes and bad 

ones, such as a bear market.  Our clients’ investment por�olios generally have a significant 

exposure to cash and U.S. Treasuries to address their personal cash-flow needs during a market 

downturn without selling their equity posi�ons that are trading lower or are “on sale”.  Our clients 

are wealth creators, savers, and investors – and we do not lose sight of their efforts to build 

wealth.  Our job is to help our clients preserve and grow their financial base – we don’t risk their 

wealth with “one way” market bets or with unproven market investments, like cryptocurrencies.  

We hold cash, U.S. Treasuries, and stocks of the top companies of the S&P 500.  We feel just as 

comfortable about your por�olio today when compared to your por�olio at yearend 2021 when 

the S&P 500 was up for the year around 28%.  

Similar to how a sailor checks for compass error to course-correct, we check for compass error 

rather to find opportuni�es for our clients.  Our Federal Reserve Bank has been (and will con�nue 

in the near-term) raising interest 

rates to combat the current 

infla�onary pressures.  This will 

ul�mately reduce the global money 

supply, meaning those who have 

cash will have greater demands for 

their cash, leading to higher interest 

rates offered for cash.  Our clients 
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with cash and maturing U.S. Treasuries can purchase a one-year U.S. Treasury Bill yielding 3.30%* 

-- a year ago, the same U.S. Treasury Bill was only yielding about 0.08%!*   

We focused on infla�on in the last newsleter and we con�nue to stand by our forecast of a 

longer-term infla�on rate within the 4-5% range.  June’s infla�on number was higher than 

expected at 9.1% and the Federal Reserve Bank responded quickly with a 0.75% interest rate hike.  

There is, however, some good news that the Wall Street Journal recent reported,  but is not 

ge�ng much trac�on in the media:  Gasoline prices have fallen approximately 10% from their 

highs; wheat futures have fallen by 37% since mid-May; corn futures are down 27% from the 

highs of mid-June; and the cost of shipping goods from East Asia to the west coast of the United 

States has dropped 11.4% in just a month.  These decreases alone will not help the U.S. avoid a 

recession but will play an important part as to whether the recession in the United States is 

shallow or deep. 

During these rough seas, we will con�nue to check the compass for opportuni�es along the way 

to stabilize your financial intent and to stay the course. 

Our very best,  

Colleen, Bart, and Mike 
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ON TO THE MARKETS 

Analysis and Review by Thomas Burnett, CFA, Vice Chairman & Director of Research at Kelleher 

Financial Advisors 

As the Performance Table reflects, 

investors fared poorly in the first half 

of 2022. For equity investors, the 

period was extremely challenging.  In 

fact, the 20+% decline (before 

dividends) was the worst first half for 

the S/P 500 index since 1970. The 

technology heavy NASDAQ Composite 

lost 29.5% during the six months 

ending June 30.   The fixed-income 

markets did not offer a safe haven.  The Muni bond index was down 8.0% and the 20+ year 

Treasury bond return was a nega�ve 17.1%. Commodi�es provided the only asset classes with 

posi�ve returns.  The Bloomberg Commodity Index rose 19.3% in the first half.  The Energy 

sector was the leading performer in the first half with natural gas rising 62.8% and gasoline up by 

63.0%.  Food prices also rose as Wheat prices increased by 15.6% in the first half of the year. 

Crypto investors did not escape the severe downturn either.  BITCOIN was down 58.4% in the first 

half of 2022 and is off by a stunning 70% from its high price of $65,000 in November 2021.  

As the six-months period ended, investors faced many significant headwinds.  Infla�on is running 

at a level not experienced in 40 years, the Federal Reserve has made it clear that it will be raising 

interest rates over the next several months and geopoli�cal pressures from China and the Russia-

Ukraine conflict add to the economic uncertain�es. Many observers are worried that the 

restric�ve Fed policies will push the economy into a recession which will devastate corporate 

earnings, pushing stock market prices even further downwards.  The selling pressures will 

eventually abate, but no one can predict the market botom or the �metable for a recovery. The 

most produc�ve strategy remains –staying with a diversified por�olio of successful companies 

https://kf-advisors.com/company/leadership-team/tom-burnett/


5 | P a g e  
Kelleher Financial Advisors- Newsletter 

with strong balance sheets, butressed by a holding of low cost general funds and ETF’s held for 

the long term.   

BEAR MARKETS EXPLAINED  

The S&P 500 index, which is the largest 500 publicly -traded companies in the United States based 

on market capitaliza�on, entered a bear market in June 2022.  According to the Wall Street 

Journal, this index 

reached its all-�me 

high on January 3, 

2022 only to lose 

22% of its value by 

June 13, 2022.  

While there is no 

official defini�on 

for a bear market, 

it is generally 

accepted (and has 

been for many 

years—see below 

chart) that an 

index enters a bear 

market once that 

index falls 20% 

from a recent high. 

According to 

Schroders, the 

United States has 

been in 21 bear markets since 1902. 
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What causes a Bear Market: 

a) Bear markets represent a severe market correc�on and usually develop as an economy 

slows or is expected to slow and moves towards a recession.  Investors will typically watch 

key economic indicators such as, but not limited to, overall employment, wage growth, 

infla�on, and interest rates.  Weakness or a serious disrup�on to any or all of these 

indicators can amount to severe price correc�on in the S&P 500 index. 

b) A reduc�on or expected reduc�on in corporate profits in the short or near-term can cause 

significant stock price decline throughout the S&P 500 Index or similar indices. 

Bear Market Observa�ons: 

a) Upon entering a bear market, it is not uncommon to see equity prices drop further and 

over a sustained period of �me. 

b) It is also common to see “relief” rallies in the index (like the end of June 2022) but it is 

important to remember that the general trend of equity prices can remain nega�ve over 

mul�ple quarters. 

c) Prior to entering a bear market and many months following, many investors develop 

pessimism and maintain a low degree of confidence whereby ignoring good news and 

pushing stock prices to lower levels. 

d) Some investors with op�mism and confidence will generally use their cash surpluses, 

discre�onary income, and/or business income to buy stocks during and throughout a bear 

market cycle. 

e) Overall, the average length of a bear market is 19 months with an average decline of 37% 

in the S&P 500 index. 

f) If a recession* occurs during a bear market, then the average length of a bear market 

increases to 24 months with an average decline of 40% in the S&P 500 index. 



7 | P a g e  
Kelleher Financial Advisors- Newsletter 

g) If a recession does not materialize during a bear market period, then the average length 

of a bear market decreases significantly to eight (8) months with an average decline of 

28% in the S&P 500 index. 

Bear Markets and Recessions: 

According to the Schroder’s historical chart above, a recession occurs 2 out of 3 �mes when a 

bear market emerges with the S&P 500 index.  The Wall Street Journal notes that each recession 

that the Un�ed States has experienced, included two ingredients:  (1) a reduc�on in GDP or 

economic output, and (2) an increase int the unemployment rate. 

The bear market of June 2022 has one of these ingredients now, which is a contrac�on in 

economic output (over the last two quarters).  Yet the unemployment rate (and employment 

overall) is showing no signs of slowing.  Since March 2022, the economy is steadily adding jobs 

and the month-over-month numbers increase each month.  Also, the number of open jobs in the 

United States s�ll hovers around 11 million openings while the total number of individuals seeking 

employment is roughly 5 million.  While the Federal Reserve is steadily increasing interest rates 

to combat infla�on, there is some comfort knowing that businesses in theory could slash 6 million 

job openings without impac�ng overall employment.  As the chart suggests, the number of 

openings just started to decrease but s�ll ample job openings – companies are s�ll hiring during 

a bear market! 
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 The labor force is now back to pre-pandemic levels.  Employers recognize that labor is scarce and 

seem reluctant to release any employees despite a slowing in economic output in the United 

States.  Over the coming months, the economy may con�nue this conflict between jobs and 

output, but most economists forecast that the unemployment rate may increase from 3.5% to 

4.6% which would be the lowest unemployment rate of any recession in the post-World War II 

era.  Previously, the United States did not escape a recession with an unemployment rate of lower 

than 6.1%.  The evidence of the Schroder’s chart strongly suggests that a recession occurs 

alongside a bear market.  This bear market, in par�cular, is proving difficult to predict whether a 

recession will occur, and if so, for how long.   

Here at KFA, we con�nue to monitor the employment picture in the United States along with a 

heavily energy-influenced infla�on picture.  We con�nue to believe that the infla�on rate will 

setle in the 4-5% range and the employment picture bodes well for a “short” recession.  

Meanwhile, the bear market is not even two (2) months old and the S&P 500 index has bounced 

back around 14% from its recent low.   

Although we do not have a crystal ball into our economic future, we are recommending that 

clients brace for con�nued spats of significant price fluctua�ons in their por�olio and to avoid 

selling high quality assets under short-term pricing pressure. 

 

 

 

 

*There is no official defini�on of “recession” but it is generally accepted that two (2) consecu�ve 

quarters of nega�ve economic output of the United States economy cons�tutes a recession. 
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EVENTS AND IN THE NEWS 

The Bellringer 

Colleen Kelleher Sorren�no was a guest on The Bellringer series of one-on-one interviews with 

Thought Leaders.  Colleen spoke to the challenges in today's market with infla�on and possible 

recession on the horizon; informa�on the investor needs to know to protect their por�olio and 

opportuni�es within a challenging investment landscape.  See her interview here. 

 

 

Wealth Management Ar�cle  

 

On August 18th, Wealth Management 
published an ar�cle by Colleen en�tled “Stay 
Calm and Keep Contribu�ng.” You can read the 
full ar�cle here.  

 

 

 

 

https://www.youtube.com/watch?v=S0Nq3WIDjMg&t=5s
https://www.wealthmanagement.com/equities/stay-calm-and-keep-contributing
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Family Office Workshop 

On June 2nd, Kelleher Financial Advisors and Starboard Advisors hosted a family office workshop 

at Tavistock Country Club, just outside of Philadelphia, PA.  We had handful of families from the 

Greater Philadelphia area join us for presenta�ons made by business professionals and family 

office fiduciaries.  Here’s a peak at the agenda for that day: 

 

  

http://www.starboardadvisorsllc.com/
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ABOUT US 

Since 1995, our firm has provided clients with though�ul and personalized solu�ons in many 

areas of financial planning. At KFA, we place our clients at the center of everything we do. And 

while situa�ons and experiences differ, our belief is that every client deserves the very best of 

what we have to offer. 

Our firm acts as both an advisor, formula�ng long-term strategies, and as a manager, making 

specific recommenda�ons and implemen�ng decisions in areas such as por�olio construc�on, 

estate planning and investment management. 

KFA educates our clients, communica�ng with them and sharing our ra�onale and analysis about 

issues that should be considered on an ongoing basis and ensuring that appropriate ac�ons are 

taken. We do not sell proprietary financial products and are paid solely by our clients. In this way, 

KFA is able to recommend and incorporate investment vehicles and managers of all kinds into a 

por�olio as needed. 

 

 

 

 

 

 

 

 

 

The informa�on and opinions set forth herein have been prepared by Kelleher Financial Advisors, LLC (“KFA”), a U.S. Securi�es and Exchange Commission registered 

Investment Advisor and is an affiliate of Wall Street Access, Member NYSE, FINRA, and Member SIPC. Although the informa�on upon which this material is based has 

been obtained from sources which we believe to be reliable, we do not warrant its completeness or accuracy. Any opinion or es�mates cons�tute our best judgment 
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as of this date, and are subject to change without no�ce. This correspondence is for informa�onal purposes only and is not intended as an offer or solicita�on for the 

purchase or sale of any security or investment. KFA or any person associated with KFA may have held or may currently hold a posi�on and may buy or sell any such 

securi�es or investments men�oned in this report. This publica�on is for the sole use of the recipient and by accep�ng delivery of this publica�on, recipient agrees 

not to distribute, offer or sell this publica�on or any copies hereof nor make use of this publica�on except for the recipients’ own investment decisions. Addi�onal 

informa�on is available upon request.  

 


