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You are likely aware, my dear reader, that markets have been troubled. Open any brokerage or 

401(K) statement and you are likely to see a page of red. It seems that nearly everything has gone 

precisely the wrong way: bonds are down, stocks are down, and gas prices (along with the price of 

nearly everything else we purchase) are up.  

Fear and uncertainty abound, and the headlines foreshadowing the end of the world are not 

helping.  

And yet…perspective matters.   

 

For today, I will keep this short and, hopefully, meaningful. I present three points:  

1) While painful, what has occurred is a healthy and needed reaction to the withdrawal of liquidity.  

2) I am beginning to find more optimism in our monetary policy than I have in nearly three decades.  

3) This is not the time to react emotionally. Even if we are pushed into a recession, if history is any 

indication, we will likely be fine. 

With that, let us begin. 

 

Section 1: Liquidity & Monetary Policy 
As we’ve discussed in previous updates, the U.S. Federal Reserve is the Central Bank to the United 

States and, as the name states, is essentially the lender of last resort. The Fed (as it is colloquially 

referred) has very crude tools: it can a) signal what it’s going to do by talking; it can b) raise and 

lower the rates at which banks borrow (through one mechanism called the Federal Funds rate); and 

it can c) expand its balance sheet by (essentially) printing currency and buying bonds.  

 

For the sake of brevity today, generally speaking, the Fed cuts rates when unemployment is too high 

and raises rates when inflation is too high (remember the dual mandate).  

Yet, for four decades, the Federal Reserve has provided more and more liquidity by steadily lowering 

rates. And yet, for four decades, growth has been, by and large, strong and unemployment has 

been, by and large, reasonably low (with some exceptions).  

This introduced a strange dynamic where each time the Fed cut rates, it would cut much more 

deeply than when it would raise rates…hence, rates fell over a long period of time.  

This is, in essence, just an expansion of liquidity. If a consumer would want to borrow $10,000 at 5%, 

they would probably be willing to borrow a much higher sum at 3%.  

 

More broadly, in the last three years, for example, the Federal Reserve has created (through the 

Treasury) an additional $5 trillion (yes, trillion) out of thin air to help counteract the economic effects 

of COVID-19. In 2007/2008, the Fed introduced a bit over $1 trillion to counteract damage from the 

Global Financial Crisis. To be clear, some of this was absolutely needed and a good deal of it was 

remarkably effective.   

And yet, as with anything, there are no absolute decisions, only tradeoffs. The obvious consequence 
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is we have increased the money supply in the United States and, therefore, the value of our dollars 

has diminished. This, along with pent-up demand from COVID and supply chain disruptions, caused 

inflation to rise…and has created a very specific form of inflation referred to as monetary inflation.   

As such, once it was clear inflation wasn’t “transitory,” the Fed finally began taking steps to reverse 

the cycle.  

First it signaled it was slowing or stopping the expansion of its balance sheet, then it signaled it was 

going to raise rates and now it is in the process of raising rates.  

As markets (both financial and physical) went up because rates went lower, markets go down when 

rates go higher. On the margin, the introduction of liquidity makes prices increase and the removal of 

liquidity makes prices decrease.  

This is both logical and, in aggregate, a healthy move to begin focusing more intensely on the real 

economy and less intensely on the performance of markets.  

 

Section 2: Market Performance During Recessions 
The question on the minds of many is therefore how far will the Federal Reserve go? Will the Fed bring 

inflation back down? Yes, I believe so. Will the Fed irreparably crush markets? No, I don’t believe so. 

Will the Fed push us into a recession? Well, possibly… 

Which brings us to Chart 1: market performance during a recession, after a recession, and during 

“normal” times.  

Chart 1: S&P Total Returns (Annualized Averages) from January 1970 through May 20221 

 

As Chart 1 demonstrates, recessions aren’t great for market performance, but they’re not generally 

 
1 Source: Bloomberg, NBER, MassMutual WMIT Research, as of June 14, 2022 
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disastrous either. The period following recessions is quite good, however, as markets recover and 

generally with less of the unhealthy excesses that exacerbated the sell-offs in the first place. These 

periods are so good, in fact, that over the seven recessions from 1970, the year immediately following 

the end of the recession were slightly better than “normal times.”  

 

Therefore, what to make of it all and what are investors, therefore, to do?  

First and foremost, breathe. We have been through inflation, pandemics, wars, poor policies, high 

rates, low rates, high unemployment, low unemployment, and many other difficult environments 

before. Incentives drive behaviors and markets are driven by incentives. Those incentives haven’t 

changed and, as providers of capital, we, as investors, must still rely on those principles above all 

else.  

Second, recognize our human brain isn’t very good at market timing. Markets are down and if you 

have experienced the pain thus far, there is very little expected value in trying to time the market 

going forward. Even the most sophisticated investment organizations in the world can’t time markets 

very well.  

Third, go back to your plan. Market sell-offs are wonderful opportunities to refresh on goals and 

objectives. Refresh on how much you are spending and whether savings rates are high enough. Dare 

I say there might even be opportunities (as most equities are now less expensive and most bonds are 

now yielding more)?  

Fourth, review your fixed-income (e.g., bond) portfolio. The yield curve is now inverted which means 

shorter term bonds are often yielding more than longer term bonds, and those shorter term bonds are 

often associated with less risk. There are many other factors involved, of course, but where possible, 

consider shortening duration (the maturity of the bonds in your portfolio) if you haven’t done so 

already. Remember, inflation is not yet under control and it is unclear how soon that will happen.  

Lastly, in closing, please remember we continue to watch closely and are here to serve you.  Take a 

moment to breathe, do not react emotionally, and use the difficult markets as an opportunity to 

reaffirm your long-term plan.  

 

We remain at your service.  

 

 

 

Daken J. Vanderburg, CFA 

Head of Investments, Wealth Management 

MML Investors Services 

 

 

 
Asset allocation and diversification does not guarantee a profit or protect against loss in declining markets.  There is no guarantee 

that a diversified portfolio will outperform a non-diversified portfolio or that diversification among asset classes will reduce risk. 

Investing involves risk, including the possible loss of principal. There are no guarantees an investment’s stated objective will be 

achieved.  

 

This material does not constitute a recommendation to engage in or refrain from a particular course of action. The information 

within has not been tailored for any individual. The opinions expressed herein are those of Daken J. Vanderburg, CFA as of the date 

of writing and are subject to change. MassMutual Trust Company, FSB (MassMutual Trust) and MML Investors Services provide this 

article for informational purposes, and do not make any representations as to the accuracy or effectiveness of its contents. Mr. 
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Vanderburg is an employee of MassMutual Trust and MML Investors Services, and any comments, opinions or facts listed are those 

of Mr. Vanderburg. MassMutual Trust and MML Investors Services, LLC (MMLIS) are subsidiaries of Massachusetts Mutual Life 

Insurance Company (MassMutual). 
 

This commentary is brought to you courtesy of MassMutual Trust and MML Investors Services, LLC (Member FINRA, Member SIPC). 

Past performance is not indicative of future performance. An index is unmanaged and one cannot invest directly in an index. 

Material discussed is meant for informational purposes only and it is not to be construed as specific tax, legal, or investment advice. 

Although the information has been gathered from sources believed to be reliable, it is not guaranteed or independently verified 

Please note that individual situations can vary, therefore, the information should be relied upon when coordinated with individual 

professional advice. Clients must rely upon his or her own financial professional before making decisions with respect to these 

matters. This material may contain forward looking statements that are subject to certain risks and uncertainties. Actual results, 

performance, or achievements may differ materially from those expressed or implied.  

 

Securities, investment advisory, and wealth management solutions offered by MML Investors Services, LLC member SIPC, a 

registered broker-dealer, and a registered investment adviser.  
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