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August is generally a time for vacation, summer relaxation, and the limited window in the 
Northeast to enjoy the beaches. In honor of the season, we thought it would be interesting to 
examine the increase in shark sightings and attacks that have occurred this summer and how 
that relates to today’s financial markets. 

Interactions between sharks and humans have significantly increased this summer, particularly 
on Long Island. The story goes back to April of 2019, when then Governor Andrew Cuomo 
signed a bill sponsored by Assemblyman Todd Kaminsky representing the South Shore district 
of Long Island. The bill was designed to protect menhaden fish, which are more commonly 
known as bait or bunker fish. The commercial fishing of this species led to a significant decline 
in numbers. In order to protect the local fish industry, this well-intended bill was designed to 
increase the menhaden population. The bill passed the NY Senate 61-0. 

In a clear example of “The Law of Unintended Consequences”, government officials clearly did 
not realize that menhaden are an important part of the diet of many fish, including sharks. The 
bill has worked incredibly well in restoring and restocking the menhaden fish population in local 
waters. In fact, the food supply along the coastline is incredibly abundant as many fish 
populations have boomed. However, the apex predators for menhaden and other fish are 
sharks. While everyone’s intentions were good, we now have a shark problem. 

What does this have to do with financial markets? If a small government intrusion in the local 
Long Island fisheries can create the shark disruptions we have seen this summer, why is 
anyone surprised by the significant disruptions we have experienced in financial markets on 
the heels of massive government intervention in response to the COVID-19 pandemic? The 
point is not to debate the benefits of intervention, but merely remind everyone of the costs, 
many of which were unintended and could not possibly have been foreseen. 
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The table below highlights the main elements of the fiscal response to the COVID-19 
pandemic, totaling over $5 trillion. With US GDP at roughly $25 trillion, this represents a 
significant inflow of stimulus. 

Stimulus Pan Inception Date Amount 
Cares Act - Phase 3 03/27/20 $2.3 Trillion 
PPP - Phase 3.5 04/24/20 $484 Billion 
CAA - Phase 4 12/21/20 $900 Billion 
American Rescue Plan - Phase 5 03/11/21 $1.9 Trillion 
Total $5.6 Trillion 

Source: https://www.investopedia.com/government-stimulus-efforts-to-fight-the-covid-19-crisis-
4799723#toc-stimulus-and-relief-package-4 

In addition, the Fed stepped in to lend support by dropping interest rates, or the cost of money 
to near zero for two years. They also undertook the bond purchasing program which provided 
massive liquidity and support to the corporate and government bond markets, while expanding 
the balance sheet to almost $9 trillion. 

Fed Balance Sheet Fed Funds Rate 

Source: FRED Source: Bloomberg 

With all the intervention undertaken in the past two years, there have clearly been many 
unintended consequences of the policies. When government puts its hand on the scale of free 
market capitalism, there will be distortions as well as second and third order consequences 
that are difficult to predict. There have been strains on supply chains, unprecedented noise in 
the employment data, surging demand for houses and cars, etc. 

While there are many culprits for the volatility we are experiencing in the markets, it appears 
that some impacts of the fiscal stimulus are starting to wane. Commodity prices are sharply off 
peak levels, and inventories are rebuilding in cars and other durables. We are also starting to 
see some broader easing of supply chain challenges, though they are still stretched due to 
strong demand. 
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The last and most difficult unwind is that of monetary policy. Adjusting the cost of money back 
to neutral and normalizing other elements of policy is complicated. There are likely to be other 
intended and unintended consequences as the Fed removes its heavy hand from the markets. 

These forces and the unwinding of policy are creating much of the uncertainty. Experts looking 
at data and harbingers of the future are often confused as there are so many mixed signals 
resulting from the stimulation efforts.  

What is the path forward? The crystal ball remains cloudy, and the high conviction belief is that 
we expect to see more volatility as the various forces battle to find equilibrium. It is likely that 
the picture will be clearer as we move towards the end of 2022 as financial markets have a 
long history of finding this equilibrium over time. 

Market Update 

July was a breath of fresh air for capital markets. Equity markets posted their first winning 
month since March, and all major developed market indexes were solidly in positive territory. 
The technology heavy NASDAQ performed best, up 12%, followed closely behind by the 
Russell 2000, which was up over 10%. Growth significantly outperformed Value in another 
meaningful reversal of the prior trend. All equity sectors were positive for July with Consumer 
Discretionary leading the way at +18.4%. The rally in equity markets began in mid-June as 
indexes bounced off the YTD lows. Despite the positive July, all sectors remain negative for 
the YTD period except for Energy and Utilities. The question remains whether this is a bear 
market rally and short-term bounce, or the beginning of a new bull market. 

The VIX Index remains elevated but has been trending back towards 20 after spending much 
of the past three months over 25. 

S&P 500 GICS Sector Performance 
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Sector Symbol July YTD 
Consumer Discretionary XLY 18.44 (20.05) 
Information Technology XLK 13.45 (16.69) 
Communication Services XTL 12.07 (13.88) 
Energy XLE 9.66 44.12 
Industrials XLI 9.50 (8.92) 
Real Estate IYR 8.86 (13.11) 
Financials XLF 7.19 (12.88) 
Materials XLB 6.15 (12.86) 
Utilities XLU 5.45 4.81 
Health Care XLV 3.24 (5.34) 
Consumer Staples XLP 3.20 (2.25) 

Source:  Bloomberg, July 31, 2022 

Fixed income markets have also remained quite volatile with rates spiking in mid-June as fears 
of a faster and longer rate hike cycle took hold in the face of stubbornly high inflationary 
numbers. Yields backed off through most of July, though the short end of the curve has been 
much stickier than the longer end. This yield curve inversion is causing consternation as it is 
considered a tell-tale sign of impending recession. Spreads have tightened a bit in July 
contributing to positive performance for fixed income benchmarks for the month. Though like 
equities, the Aggregate Bond Index remains negative for the year, down over 7%. 

US Fixed Income Sector Performance 
Index MTD QTD YTD 

U.S. Aggregate 2.44 2.44 (8.16) 
US Corporate IG 3.24 3.24 (11.61) 
US High Yield 6.63 6.63 (9.15) 
As of 07/29/22 

Source: Bloomberg, July 31, 2022 

The US Dollar remains strong and hit parity with the Euro in July. The aggressive position of 
the Fed and expectations for further rate increases in the US has continued to provide support. 

Commodity prices continue to weaken. Depending upon the commodity, this can be 
attributable to expectations for weaker demand, an increase in supply, or some combination of 
the two. In any case, this could be a signal that we have hit peak inflation. 
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Outlook 

The strongest investment theme is continued volatility. This is clearly having an impact on the 
short-term outlook as investors continue to discern the speed and duration of Fed tightening. 
As the Fed moves toward neutral, or possibly a tightening of policy, the implications and 
consequences are unknown. We anticipate a slowing of the economy, but it remains to be 
seen how deep the slowdown will be and how much has been priced in by the markets. 

As we get more clarity in the weeks and months ahead, we will look to tactically move back 
into pockets of opportunity. 

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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