
 
 

   
 
 
 
 

September 28, 2022 

 
75 State Street, 22nd Floor 
Boston, MA 02109 

 
4707 Executive Drive 
San Diego, CA 92121 

 
1055 LPL Way 
Fort Mill, SC 29715 

 
Dear Valued Investor, 
 
In the last several weeks, we have continued to face elevated uncertainty in financial markets due to high inflation and 
rising interest rates, and we thought it was an important time to take stock with the final quarter of 2022 just ahead. 
 
It has been a difficult year, not only for investors but also for households and businesses as we all navigate higher 
prices and borrowing costs. There will be some challenges ahead for the economy as the Federal Reserve (Fed) 
continues to raise rates to control inflation. We believe the Fed is doing the right thing for the long-term health of the 
economy, but it does increase near-term economic risks. 
 
Given these risks, we are receiving many questions about stagflation and concerns that we may again be facing the 
investment environment of the 1970s. But this is not your 1970s- style stagflation. While growth has stalled and 
inflation has been high, the unemployment rate has remained very low.  The average unemployment rate during the 
stagflationary years in the 1970s and early 1980s was 6.7%, compared with just 3.7% in August of this year. 
Unemployment will move higher, but it’s likely to remain low by comparison, giving the economy more resilience 
than in the 1970s. 
 
At the same time, inflation is decelerating. Gas prices and agricultural commodity prices, for example, have declined 
throughout this summer. Moreover, rents in some areas of the country are dropping, durable goods prices are 
declining, and many import prices are falling. When our central bankers are sufficiently convinced, the Fed can slow 
the pace of tightening as inflation moves closer to their long-run target. Some of the recent market volatility came from 
mixed inflation signals, so as the signals become more aligned, we expect volatility will fall and investor sentiment 
will improve. 
 
That level of bearishness right now is very high, but it’s important to remember that historically extreme negative 
sentiment has often been followed by strong market performance. To take just one example, the American Association 
of Individual Investors (AAII) has been doing a weekly survey since the 1987. Last week’s survey had a level of 
bearishness seen only four other times before. S&P 500 returns a year later in those cases averaged over 30%. We 
don’t know whether that will happen again, but there’s still an important takeaway. As we experienced in 2020, when 
a lot of negative sentiment is being priced into markets, it may set the bar low for stocks to outperform expectations. 
 
We also have some positive seasonal patterns ahead. November through April are historically strong months for 
equities. Stocks have also done well after mid-term elections. And the third year of the four-year presidential cycle 
(which we enter in 2023) has historically been the strongest for stocks.  
 
The recent declines are concerning, and we can’t be certain when the volatility will end. But we do know that 
conditions continue to indicate that better times are ahead. Market volatility and negative sentiment can make it harder 
to make investing decisions, but we believe the surest path forward remains sound financial advice from experienced 
and dedicated professionals. 
 
Please contact your financial advisor with questions. 
 
Sincerely, 

         Jeffrey J. Roach, PhD 
            Chief Economist 
            LPL Research  



 
 

   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

This material is for general information only and is not intended to provide specific advice or recommendations for any individual. There is no assurance that the views or 
strategies discussed are suitable for all investors or will yield positive outcomes. Investing involves risks including possible loss of principal. Any economic forecasts set 
forth may not develop as predicted and are subject to change.  
References to markets, asset classes, and sectors are generally regarding the corresponding market index. Indexes are unmanaged statistical composites and cannot 
be invested into directly. Index performance is not indicative of the performance of any investment and do not reflect fees, expenses, or sales charges. All performance 
referenced is historical and is no guarantee of future results. 
All index data from FactSet. 
The Standard & Poor’s 500 Index (S&P500) is a capitalization-weighted index of 500 stocks designed to measure performance of the broad domestic economy through 
changes in the aggregate market value of 500 stocks representing all major industries. 
All information is believed to be from reliable sources; however, LPL Financial makes no representation as to its completeness or accuracy. 

   For a list of descriptions of the indexes and economic terms referenced, please visit our website at lplresearch.com/definitions. 
 
 
 
 

This research material has been prepared by LPL Financial LLC. 

Securities and advisory services offered through LPL Financial (LPL), a registered investment advisor and broker-dealer (member FINRA/SIPC). 
Insurance products are offered through LPL or its licensed affiliates. To the extent you are receiving investment advice from a separately registered independent 
investment advisor that is not an LPL affiliate, please note LPL makes no representation with respect to such entity. 
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