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It is difficult to miss the news these days.
Given the war on Ukraine and rising inflation
concerns, coupled with an extremely volatile
start to the year for capital markets, it is
easy to understand why investors may have
concerns. As of March 2nd, the S&P 500 is
down 9.43% year-to-date and the MSCI EAFE

8 were officially bear markets (20%+ declines).
You can say this isn’t our first rodeo. Below,
I will outline a few simple rules for coping
with market corrections, which have plagued
investor confidence for more than a century.

RULE 1: Understand the Definition of a
Market Correction
A market correction is defined as a price
decline of 10% or more from its most recent
peak. A bear market is a price decline of
20% or more. By all indications, investors
shouldn’t be surprised if we venture into that
range over the next 12 months and should
prepare expectations accordingly. Why do I
say that you might ask? Because markets are
ridiculously unpredictable in the short-term. In
fact, the only constant markets have exhibited
over 100 years is just how unpredictable they
are. For example, from August 17, 2015, to
August 24, 2015, the market fell 10% in one
week and the index was still well above index
price on October 16, 2014. How is it possible
for stocks to fall 10% in a week and remain
higher than they were 10 months ago? Well,
it’s happened. (Fig. 1)
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(International Developed Index) is not far
behind at 8.20%. The best performing major
regional index is MSCI Emerging Markets at
4.39% in the red.
As HFG Trust crosses its 39th anniversary in
July, our biggest challenge and most critical
role remains helping investors fight off
headlines that drive fear. Fear is an investor’s
worst nightmare. It is the emotion that drives
smart, rational thinking people to make rash
and shortsighted decisions. Since 1983, we
have experienced 22 market corrections, and

Let’s flip the switch. Markets could also drop
more than 20% in less than a quarter, yet fully
recover before the end of the next quarter.
For example, when the global pandemic hit
our nation in March of 2020, market prices

(as measured by the S&P 500 index) were
3,130 on March 4, 2020, and within two weeks
bottomed out at 2,237 on March 23. By June 5
of that same year, we had fully recovered, with
the market closing at 3,194. (Fig. 2)
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with an average downturn duration of 3
months. Interestingly, the recovery wasn’t
much different, only adding another 4 months
and giving us a total market experience of 7
months. Bear markets lasted a little longer
with a combined market experience of 19
months. If you do the “back of a napkin” math,
a market correction happens approximately
every 4 to 5 years, and a bear market every 8
to 9 years.

What a quick and unbelievable ride it was! But
what I am about to say next should come as
no surprise. March 2020 was NOT an isolated
incident. Throughout history, markets have
bounced back and forth countless times
and experience has shown us that investors’
who attempt to market time and outsmart
its natural cycle frequently face heartache.
On average a market correction only lasts
approximately 4 to 5 months.

So, you see, a drop from a recent market
peak doesn’t mean the economic system
is breaking. It simply means that, for many
reasons (e.g., Coronavirus, Russia-Ukraine
war, rising inflation, rising interest rates,
high unemployment), some investors believe
returns in the short-term are no longer as
attractive and have decided to move their
holdings into safer asset classes like cash,
money markets and bonds. Those who have a
financial plan and remain focused on the big
picture will remember that historically, capital
markets have been kind to those who are
patient. As Warren Buffett once said, “the stock
market is a device for transferring money from
the impatient to the patient.” (Fig. 3 and Fig. 4)

RULE 2: Understand that Market
Corrections and Bear Markets are Common

RULE 3: Understand Why THIS Correction
is Happening

Since 1900, there have been approximately
47 total 10%+ declines in the market. Of those
47, 23 were considered market corrections

There are many reasons why market
corrections have occurred historically. It
is difficult to pinpoint one cause or trigger
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pattern for all these different events. So, what
is driving fear in investors today? Well, there
are two primary concerns: sustained inflation
and the war on Ukraine.
Let’s begin with inflation. As you are aware,
the ongoing pandemic has disrupted global
supply chains. From shortage of labor to
transportation challenges, this has caused
prices to rise on everything from building
materials to everyday necessities like gasoline
and food. Compounding the problem is the
expansion of the economy from historically
low interest rates and excess household
cash from an extreme government stimulus
package. The result? The highest inflation rate
since 1980 at 7.48%. (Fig. 5)
Early in the cycle, news broke that Federal
Reserve officials anticipated the rise in
inflation to be transitory and temporary.
Instead, inflation has persisted and steeply
increased for almost a year. After all, COVID-19
variants continue to impact business
operations and labor forces all over the world.
The Federal Reserve meeting in January
revealed that the plan to raise rates will begin
in March – likely by a quarter percentage
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point (0.25%) – to combat inflation despite
the war in Ukraine. The hope is higher
interest rates will slow down the economy by
encouraging consumers and businesses to
save, as opposed to spending and borrowing.
If consumers stop spending, producers will
likely lower prices to increase sales again. This
is primarily how the Federal Reserve regulates
and stimulates the economy using interest
rate manipulation. The plan is to proceed with
caution by raising rates marginally – quarter of
a percentage point (0.25) – each time over the
next 12 to 18 months, making it unlikely that
the inflation and interest rate story disappears
anytime soon.
You might be asking, how does inflation impact
the stock market and my portfolio? If investors
see a meaningful increase in interest rates,
that means securities like bonds become a
little more attractive. Naturally, you will see
dollars start to move out of stocks and into
alternative income yielding assets, lowering
the price of the market. In its simplest form,
the demand of dollars is what drives prices.
Higher demand equals higher prices. In many
ways, the magical run of equity prices this past
decade has been a byproduct of historically
low rates.

Now, our firm is hardly an expert in the long
and controversial history of Russian-Ukrainian
relations. So, let’s just review the basics.
As of the writing of this piece, the Russian
invasion of Ukraine had entered its tenth
day. Russia has moved more than 100,000
troops near the Ukrainian border and over
the last few days has officially occupied the
Zaporizhzhia Nuclear Power Station, the
largest nuclear power plant in Europe. All the
major countries in the world are currently
engaged in diplomatic talks, but the situation
has reached a level of threat where the U.S.
has ordered all embassy personnel and family
members to evacuate Kiev. President Biden
has also allowed Ukrainians already in the
United States to seek temporary immigration
protection (18 months), citing the deadly
attacks. On top of this, Ukraine has pressed
the U.S. to increase sanctions on oil and gas
exports from Russia, who is currently the
third largest oil producer in the world. There
are many who believe cutting into Russia’s
economic pockets is the most effective way
to eradicate the invasion. However, some
fear cutting off one of the major producers
of oil could prompt a spike in oil prices,
causing further instability. Putin has convinced
leadership in Moscow that “the West cannot
survive without Russia’s energy supply.”
You might be asking yourself, why does this
have anything to do with markets at all? The
reason can be boiled down to a single word:
uncertainty. Will this attack escalate into a
world war? What would sanctions do to the
global economy? If sanctions don’t work, what
extreme measures do western countries take
next? No one knows the answers to these
theoretical questions, and unfortunately,
investors price that uncertainty into the
markets. Historically, markets have always
reacted poorly to uncertainty as investors,

institutional and retail alike, retreat to safety.
It is human nature to do so. Don’t be surprised
if this market correction continues a little
longer, but remember, this isn’t happening
because investors know what will happen. It is
happening because they don’t, and that scares
them.
The good news is that historically, geopolitical
events only have a short-term impact on
capital markets. In fact, your typical correction
bounces back within 7 months, and they don’t
venture into lengthy territory (over 12 months)
until you reach Bear Market category. This is
because most of these events transition from
uncertainty to understanding, settling markets
back down.
We will continue to keep a close eye on the
Russia-Ukraine crisis and will cover the subject
in more detail in a future message.

RULE 4: Understand How This Impacts Your
Plan in the Short-Term
Now that we have a better understanding
of the current market climate and what is
creating some of the volatility, we should turn
our attention to how this impacts you and your
financial goals. For most long-term investors
with financial goals of retiring, this is not going
to derail your destination. It is important to
work with your financial professional to run
what we call a “stress test” and “on track”
analysis to see how a market correction
or bear market will affect your retirement
objectives. Performing these simulations
should reaffirm what you knew all along: you
are prepared and have been preparing for this
event. If the analysis doesn’t show a positive
result, then hopefully by detecting this early,
you and your advisor will have the ability to
maneuver your strategy to ensure long-term
peace of mind.

For those sitting on some liquidity and fighting
off unprecedented inflation, you might be
asking, what do I do with my resources when
the market is in a volatile state? The answer
is never one-size-fits-all, but I would start by
asking “what is the time horizon and objective
for the funds?” If it is long-term, then letting
markets work for you will no doubt bear more
fruit than alternative asset classes. If there is a
need for short-term stability, speak with your
advisor or financial professional about the
“HFG Absolute Return” model and the assets
within that strategy. Our investment team
has been anticipating this inevitable market
climate for quite some time and has built a
strategy based on these principles:
Diversification (uncorrelated) to stock
market volatility
Productive income yield
Reasonable cost and expense structure
Historical record of performance and
productivity
Known systematic and unsystematic risks
The investment objective of the model is to
attain a 4% to 5% annualized return while
satisfying these five core principles. Keep in
mind, the traditional dry powder asset class
– short-term high-quality bonds – is likely to
experience some short-term price decline
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as interest rates begin to rise. Bond prices
typically decline when interest rates increase,
and vice versa when rates come down. (Fig. 6)
Considering the Federal Reserve has
communicated they anticipate raising rates,
coupled with the fact that we are starting from
the bottom, it is probable small price declines
are on the horizon. We believe fixed income
remains a staple of a well-diversified portfolio
for short-term liquidity needs, but anything
not immediate would be worth a conversation
with your advisor. You are already seeing 30year fixed mortgages climb back to 3.85% to
4% again.

RULE 5: Remember the Long-Term Plan
The final step may seem a little repetitive,
but it is crucial. Corrections are common but
typically short-lived. If you have been investing
for the last two decades, you have already
experienced 19 of these events. If you are
new to investing, you will experience many
more of them, that we can guarantee. These
events occur because investors are afraid of
the short-term unknowns, not because they
are smarter than everyone else. It is in our
best interest to keep the long view and follow
our strategic road map. These are the events
we prepare for when we visit for reviews each
year, perform shock test assessments and
present value calculations.

In 39 years of business, our experience has
been that capital markets don’t make or
break financial plans. It is our own reactionary
decisions. The stock market is a supplemental
tool that enhances our resources when
we exercise disciplined behaviors (saving,
planning etc.) and diminishes them when we
don’t. Remember, it is never the foundation of
your success.
From inflation to Ukraine and everything in
between, HFG Trust will continue monitoring
the situation, so you don’t have to. If you have
any questions or concerns, please feel free to
contact me or your advisor. Our entire team is
ALWAYS happy to speak with you.
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