
  

 

 
 

     
  

     
            

         
           

          
          

            

         
            

              
           

            
         

  

          
               

Private Bank Market Update – Oct 2022 
The Johari Window 
The Johari Window is a model that was developed in 1955 by two American psychologists in 
order to help people better understand their relationship with themselves and others. It has 
also long been used by NASA and defense analysts to assess risks. While many of us may not 
be familiar with the combined works of Joseph Luft and Harrington Ingram (Joe-Hari), their 
work came to light with the famous quote from Donald Rumsfeld on February 12, 2002 in 
response to a question at a US Department of Defense news briefing: 

“Reports that say that something hasn't happened are always interesting to me, 
because as we know, there are known knowns; there are things we know we 
know. We also know there are known unknowns; that is to say we know there are 
some things we do not know. But there are also unknown unknowns—the ones 
we don't know we don't know. And if one looks throughout the history of our 
country and other free countries, it is the latter category that tends to be the 
difficult ones.” 

The three elements mentioned: known knowns, known unknowns, and unknown unknowns 
along with the fourth panel of unknown knowns make up the full Johari window. 
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There is much relevance to this model with regard to understanding the current state of capital 
markets. There are two key issues. One part of the problem is that we are experiencing a 
particularly high level of known unknowns. The second issue is that so many of these issues 
are sitting in the near term while the longer-term outlooks seem to be more known. 

Markets dislike uncertainty, leading to increased price volatility. This is even more pronounced 
when the unknowns are tied to short-term events. The most discussed issues in today’s 
market are the “known unknowns” of monetary policy and inflation. The high degree of 
uncertainty in these areas are clearly reflected in the volatility of MOVE Index and VIX. In fact, 
the MOVE Index, which measures US Treasury volatility is even more extreme than the VIX 
Index, which measures equity market volatility. This further highlights the concept of near-term 
uncertainty. 

US Treasury Volatility (MOVE) CBOE Volatility (VIX) 
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As to the Johari Window, the “size” of those four panels is fluid and changes over time. When 
any (or all) of the three unknown panels become larger, then market volatility will likely 
increase. Essentially, the greater the degree of uncertainty regarding any unknown influences 
upon the market, the more difficult the investing environment becomes. Navigating through 
uncertain markets adds an additional degree of difficulty, which should be factored into 
risk/reward dynamics. 

Interestingly, the inverted yield curve highlights the contrasting outlook between the front-end 
uncertainty with the longer-term stability. This also explains why short duration assets have 
been more volatile than long duration assets in fixed income and why long-term equity 
investors still have confidence in their outlook. 

The longer-term view for rates seems to stabilize in the two-to-three-year window. This helps 
explain the yield curve inversion and peak US Treasury rates in the two-year range. Higher 
rates put pressure on stock prices, particularly for growth, but the long-term picture seems 
more stable. 

Despite the inflationary pressures, as of this writing, the 10 YR US Treasury is finding 
resistance at roughly 4%. Could this signify that the panel of the window depicting more long-
term elements is known by the market? Or does it indicate that the market believes it is a 
known, but it is truly an unknown? 

Historically, the long-term expectation for equity market returns has been close to 8%. If we 
assume 2% growth, 2% inflation, 2% productivity, and some element of market share gain and 
dividends, we get to this level. If investors have a long-term perspective, the average return 
could be augmented by the low starting point. However, the short-term will likely remain quite 
uncertain and volatile. 

Another issue that is likely to play a significant role in the near future is the upcoming election 
cycle. Given the political discourse and uncertainty, it is somewhat surprising that there is not 
more discussion on the topic; though we can probably categorize this more into the known 
known bucket. Based on the current outlook from Predict It, the odds of divided government 
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are well over 80%. This is quite consistent with most polling data. In all likelihood, we will have 
a Republican House of Representatives and a Senate that is 50-50 or possibly a +1 or +2 
edge to Republicans by the next writing of this newsletter. Regardless of the Senate results, 
the House will likely change, and markets have historically preferred divided government. This 
preference is mainly due to the prevention of extreme partisan policy from becoming reality 
with both sides having to work together to push through any policy changes. 

As we seen on an almost daily basis of late, much can change rapidly in the capital markets. 
The tug-of-war between bulls and bears remains very much in play and will likely remain that 
way until more unknowns start to be known. 

Market Update 

Markets remain incredibly volatile. As we have seen many times this year, they can reverse 
course aggressively in either direction, particularly to the downside. It’s also worth noting that 
most asset classes correlate towards one (meaning they all move together) in times of duress.  
In that regard, September did not disappoint as there was no place hide. The down draft that 
began in mid-August continued with a vengeance in September and brought most markets 
back to recent lows. 

Index Sep 2022 Q3 2022 2022 YTD 
DOW JONES INDUS. AVG (8.76) (6.17) (19.72) 
S&P 500 INDEX (9.22) (4.89) (23.88) 
NASDAQ COMPOSITE 
U.S. Aggregate 

(10.44) 
(4.32) 

(3.91) 
(4.75) 

(31.99) 
(14.61) 

The only market that has remained resilient is the US Dollar. Despite inflation concerns in the 
US, investors continue to move towards the higher rates available in the US markets. Demand 
for USD is strong, as it remains close to parity with the Euro and near all-time highs versus the 
Yen. 

One surprising element in the current inflationary market is that Gold and commodities have 
remained weak. While Gold has outperformed most financial assets, it is hardly a winner at 
down approximately 10% YTD and 5% for the quarter. 

Oil and energy, which had been one of the few bright spots for returns have also sold off due 
to concerns of slower demand and fears of the impact from the Russia-Ukraine war that have 
yet to take hold. 
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Outlook 

In what continues to be one of the more challenging parts of the investment cycle, we believe 
that volatility is likely to remain. The key theme needing clarity is just how sticky inflation data 
will remain relative to expectations that inflation is poised to drop as economic activity slows 
and supply chain issues slowly resolve. This needs to be balanced by the realization that the 
Fed will remain aggressive in looking to reduce demand as an attempt to fight inflation. There 
is no question of the will or desire of the Fed; the question is how much damage may be 
inflicted on the economy and markets versus what is already known and priced in. 

IMPORTANT RISK DISCLOSURE STATEMENT 

Valley Financial Management, Inc. (“VFM”) is a wholly-owned subsidiary of Valley National Bank (“Valley Bank”), chartered as a 
national banking association. Valley Bank, in turn, is a wholly-owned subsidiary of Valley National Bancorp, a publicly traded 
company. Banking products and services are provided through Valley Bank. Brokerage products and services are provided by VFM. 
Pershing LLC is the clearing br oker for VFM. VFM is a member of FINRA (www.finra.org) and SIPC (www.sipc.org). 
This letter is not intended to be a recommendation or investment advice and is not an offer to buy or sell securities. The information 
provided does not take into account the specific objectives or circumstances of any client investor, or suggest any specific course of 
action. You should make investment decisions based on your objectives and circumstances and in consultation with your advisors. 
Non-deposit investment products offered through Valley Bank and VFM are: 

* Not insured by the FDIC or any other federal or government entity 
* Not guaranteed by Valley Bank or any other bank 
* Subject to investment risks, including possible loss of the principal amount invested 

The information contained in this material has not been filed with, reviewed by, or approved by any regulatory or self-regulatory 
authority and recipients are advised to consult with their own independent advisors, including tax advisors, regarding a potential 
investment. This is not a product of the Research Department of Valley Bank or any Valley National Bancorp unit. Opinions expressed 
may differ from those of other Valley divisions. VFM has developed policies designed to manage conflicts of interests. 
The S&P 500® Index is an unmanaged index generally considered representative of the U.S. stock market. The Russell 2000® Index 
tracks the performance of the 2000 smallest companies in the Russell 3000. The FTSE 100 Index is comprised of the 100 companies 
listed on the London Stock Exchange with the highest market capitalization. The STXE 600 € index tracks the performance of the 600 
largest stocks measured by free-float market capitalization in Europe. The Hang Seng Index is a free float-adjusted market 
capitalization-weighted stock market index of the 50 largest companies trading on the Hong Kong stock market. The Nikkei 225 Index 
is a price-weighted average of the 225 top-rated Japanese companies listed in the First Section of the Tokyo Stock Exchange. The 
Shanghai Stock Exchange Composite Index is a capitalization-weighted index that tracks the daily price performance of all A-shares 
and B-shares listed on the Shanghai Stock Exchange. The MSCI World Index is comprised of 1,652 stocks from 23 developed market 
countries. 
This Newsletter includes information that has been obtained from third party sources believed to be reliable but is not guaranteed. We 
make no representation on the accuracy of the information 
This Newsletter is provided to clients of Valley Bank and VFM only for your personal, noncommercial use. Except as expressly 
authorized by us, you may not copy, reproduce, transmit, sell, display, distribute, publish, broadcast, circulate, modify, disseminate or 
commercially exploit the information contained in this report, in printed, electronic or any other form, in any manner, without our prior 
express written consent. 
Valley Financial Management, Inc. 
350 Madison Avenue | New York, NY 10017 
Member SIPC/FINRA 
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