
The Bear is Back: Follow up

Good afternoon,

A few days ago, I sent you a message about how the S&P 500 has recently slid into a bear market due to 
inflation and fears of a recession. In that message, I mentioned how the Federal Reserve would reveal 
their next steps on Wednesday, June 15.

As expected, the Fed announced a 0.75% interest rate hike.1 That may not sound like much, but it’s the 
largest single rate increase since 1994.1 To keep you up to date on what’s going on, let’s do a quick Q&A.

Q: What, exactly, did the Federal Reserve do?

 A: Raise the “Federal Funds Rate”. This is the interest rate that banks pay each other for overnight 
  loans.When the rate goes up, it costs more for banks to loan each other money. In response, banks 
  raise their own interest rates. That’s why, when the Federal Reserve raises the federal funds rate, it 
  eventually affects consumers and small businesses whenever they apply for a loan. Specifically, 
  the Fed raised the rate up 0.75% to approximately 1.6%.1

Q: How did the markets react?

 A: Initially, the markets rose soon after the announcement, as it was expected, and because many 
  experts believe it’s necessary to tamp down on inflation.

  The day after, though, the markets continued their slide. The S&P 500 and NASDAQ are firmly 
  in bear market territory, and the Dow is getting close. 

  The reason for this is because the Fed also announced that a second 0.75% rate increase is 
  possible in July. While higher interest rates are a proven tool for fighting inflation, each rate hike 
  increases the odds of a recession, even if it’s a small one. The markets dropping further is 
  essentially investors pricing in the likelihood of more action from the Fed…and a greater chance 
  of an economic downturn.

Q: What is the Fed hoping to achieve here?

 A: When the Fed announced the rate hike on Wednesday, they also revealed something else: Their 
  economic outlook for the rest of 2022. The Fed’s hope is to achieve what’s called a “soft landing.” 
  This is where economic growth slows, but a full-blown recession is avoided. There’s some 
  justification for this hope. After all, if you remove inflation from the equation, the economy is 
  actually in pretty good shape. The unemployment rate is at 3.6%, which is almost back to where 
  we were in January 2020 before COVID hit.2 And consumer spending – the bedrock of ou 



  economy – remains strong. It was to shore up the economy that the Fed dropped interest rates 
  in the first place. Now, the thinking goes, that mission is complete, which means it’s time for the 
  Fed to pivot to the second prong of their “dual mandate”: stabilizing prices. (The first prong 
  is stable employment.) 

  Unfortunately, soft landings are historically difficult to achieve, and the most recent data suggests 
  an economic slowdown may already be happening. Consumer sentiment is dropping, retail sales 
  numbers have dropped slightly over the last month, and while the economy continues to add 
  jobs, it did so at a slower pace in May.1 Even the Fed admits that the unemployment rate will likely 
  go up over the next few years. (Moving from 3.6% to 4.1%, according to their projections.1)

Q: So, what should we do moving forward?

 A: The main thing right now is to remember that the markets move based on what investors expect 
  to happen, not what is happening right now. At any point, those expectations could change. 
  Every new bit of economic data between now and the Fed’s next meeting in July will be carefully 
  scrutinized. That’s why it’s never a good idea to overreact to the day-to-day swings in the market, 
  even if they seem significant. The sentiment that drives the market today may be completely 
  different tomorrow.

  For that reason, as I mentioned in my previous message, we need to bide our time, be patient, 
  and hold to our long-term strategy. Remember: We endured both a bear market and a recession 
  not very long ago. Keeping the long-term in view helped us not only get through rough times, but 
  take advantage of a tremendous recovery. In other words, we already have the playbook for 
  dealing with bear markets, and we know from experience that it works.

  Of course, if you have any immediate financial goals, or need access to some of your money in the 
  short-term, let me know and my team and I will help you promptly. And of course, if you have any 
  questions or concerns about your portfolio, don’t hesitate to reach out. That’s what I’m here for!

As the summer progresses, I’ll keep you apprised about what’s going on in the markets. In the meantime, 
enjoy the warmer weather knowing that we are here to do everything we can to keep you working 
toward your financial goals.

Have a great month!

Sincerely,

Bruno Mercier, CIM®, CFP®, FCSI®, BSc.

Senior Wealth Advisor & Portfolio Manager

1 “Fed hikes its benchmark interest rate by 0.75 percentage point, the biggest increase since 1994,” CNBC, https://www.cnbc.com/2022/06/15/fed-hikes-its-benchmark-interest-
rate-by-three-quarters-of-a-point-the-biggest-increase-since-1994.html
2 “The Employment Situation – May 2022,” Bureau of Labor Statistics, https://www.bls.gov/news.release/pdf/empsit.pdf
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MARKET SUMMARY

For a summary of key market performances, currencies and interest 
rates, we invite you to read our daily commentaries. Clear and concise, 
they will keep you informed of the latest economic and financial news 
that can influence the value of your investments, and serve as a guide 
for your discussions with your advisor.

Click here to consult the Daily Market Review.

WEEKLY ECONOMIC WATCH

The Economic Weekly is an excellent and simple way to stay abreast 
of a series of important economic and financial indicators affecting the 
North American, provincial and global backdrops. It offers an analysis 
on a current economic or financial topic, together with a brief 
commentary on developments in the economic environment 
as depicted by economic indicators released during the week.

Click here to consult the Weekly Economic Watch.
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