
MARKETS ARE RATIONAL…USUALLY

Throughout 2022, global financial markets have experienced exceptional levels of high volatility. While it’s normal to anticipate 
some turbulence in a given year, the activity seen thus far has been extreme, causing us to think about behavioral finance and 
the effects of emotional decision-making. 

Behavioral finance, the study of psychological influences on investors and financial markets, is used to identify and explain 
inefficiency and mispricing in financial markets. It also shines a light on the fact that humans and financial markets aren’t 
always rational. Frequently, decisions that investors make during periods of market instability can be flawed. 

At the core of behavioral finance is the human condition. The way that an individual is innately wired can make a person more 
or less apt to be a good investor. When it comes to market volatility, a key factor working against most people is emotion. 
Reacting impulsively to changes occurring in a turbulent market can have disastrous effects, getting the best of even the most 
seasoned investor. Note: To learn more, watch the FineMark video series, “Behavioral Finance Explained,” featuring Paul Blatz, 
Senior Vice President & Private Wealth Advisor in our Palm Beach and Jupiter offices. 

Keeping behavioral finance in mind, let’s consider the function of the market. Public markets are forward-looking 
discounting mechanisms that attempt to determine the value of securities based on the current worth of the future stream 
of cash flows for those securities. The two primary factors considered when making these determinations are: 1) the 
certainty and the amount of future cash flows and 2) the rate by which the securities are discounted (higher discount rates 
yield lower present values). 

If the current equity bear market selling were to increase in ferocity, many market participants may become emotional 
about their portfolios. As stress levels rise and eventually peak, these investors may reach an emotional state known as 
despondency. This human tendency is understandable in the face of uncertainty, yet it doesn’t change the hard mathematical 
reality of the forward-looking discounting mechanism. During periods of market insecurity, when individuals may become 
more emotional and behave less rationally, markets tend to overshoot to both the positive and the negative. 

Understanding this, we believe that a market overshoot may occur in the near future. Frequently, great assets can be acquired 
at attractive prices during such events. This is why we highlighted Sir John Templeton, one of the world’s greatest investors, 
in our opening quote. He rose to fame living by this seemingly simple advice: buy assets when the markets reach emotionally 
irrational states. Following his sage advice, however, requires discipline and tenacity. 
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“To invest when others are despondently selling and to sell when others are greedily buying requires 

the greatest fortitude but pays the highest rewards."    
- Sir John Templeton, 1912-2008

Born in Winchester, TN, Sir John Templeton was one of the most successful investors of the twentieth century. After graduating near 
the top of his class at Yale University, he was named a Rhodes Scholar to Balliol College at Oxford where he earned a law degree. 
In 1938, he began his Wall Street career and went on to pioneer the use of mutual funds, founding the Templeton Growth Fund in 
1954. In 1987, he was created a Knight Bachelor by Queen Elizabeth II for his many philanthropic accomplishments. He was also a 
Chartered Financial Analyst charterholder.

https://www.finemarkbank.com/news/behavioral-finance-explained/


MARKET PERFORMANCE OVERVIEWMARKET PERFORMANCE OVERVIEW

During the third quarter, U.S., international developed, and emerging markets exhibited large price declines across the board. 
Continued losses in major bond market indices, normally an area that can offset losses during equity bear markets, were also 
experienced. However, alternatives provided some solace: the HFRX Equity Hedge Index was down by just eight basis points 
and the Barclay BTOP50 Index was up by 2.58%. 

For the period, market activity was driven largely by the actions of the Federal Reserve. The commitment of the Fed and its 
Chairman, Jerome Powell, to combating inflation was demonstrated through two 75 basis-point hikes in the federal funds 
rate, one occurring in July and the other in September. This brought the benchmark policy rate to its current target range of 
3-3.25%.

In our observation, the Fed’s conviction around reverting inflation to its prescribed 2% level seems high, and the notion that 
the Fed could pivot away from this view without data confirming that trajectory is slim. While we might argue that some of the 
data the Fed is attuned to, appears to contain a degree of backward-looking influence, we’re resigned to accepting the world 
as it is, not as we wish it could be. 

FOR THE THIRD CONSECUTIVE QUARTER, NEG. RETURNS FOR BOTH STOCKS & BONDSFOR THE THIRD CONSECUTIVE QUARTER, NEG. RETURNS FOR BOTH STOCKS & BONDS

Using the S&P 500 and the Bloomberg U.S. Aggregate Index as benchmarks, a third consecutive quarterly loss in value 
was experienced in the U.S. equity market and investment grade bonds. In the history of the Bloomberg Index, which 
dates back to 1976 (providing 187 quarters of historical data), simultaneous declines in value of these two benchmarks 
for three consecutive quarters has never occurred. 

Unfortunately, this unprecedented bear market scenario has been particularly painful for investors. In prior bear 
markets, fixed-income holdings have acted as a ballast of value, because in most portfolios, they’re typically the primary 
risk offset. 

RETURNS

MOST RECENT 

QUARTER 

(09/2022)

YTD (09/2022) ONE YEAR (09/2022)

S&P 500 -4.88% -23.87% -15.47%

Russell 2000 -2.19% -25.10% -23.50%

MSCI EAFE -9.36% -27.09% -25.13%

MSCI EM -11.57% -27.16% -28.11%

Barclays US Aggregate -4.75% -14.61% -14.60%

Barclays US 5-year Municipals -2.71% -8.06% -8.03%

HFRX Equity Hedge* -0.08% -4.80% -2.27%

Barclays BTOP 50** 2.58% 19.38% 21.34%
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Source: eVestment

Quarter-End S&P 500 Barclays Agg. Quarter-End S&P 500 Barclays Agg.

Mar-77 -8.4% -0.8% Mar-94 -4.4% -2.9%
Dec-77 -1.5% -0.1% Jun-94 -0.3% -1.0%
Dec-78 -6.3% -1.4% Mar-05 -2.6% -0.5%
Dec-79 -1.3% -3.1% Jun-06 -1.9% -0.1%
Mar-80 -5.4% -8.7% Jun-08 -3.2% -1.0%
Jun-81 -3.5% -0.3% Sep-08 -8.9% -0.5%
Sep-81 -11.5% -4.1% Jun-15 -0.2% -1.7%
Jun-84 -3.8% -2.1% Mar-18 -1.2% -1.5%
Mar-90 -3.8% -0.8% Mar-22 -4.9% -5.9%
Mar-92 -3.2% -1.3% Jun-22 -16.4% -4.7%

Sep-22 -5.3% -4.8%

Quarters With Both Negative Returns For Stocks and Bonds

FIGURE 2FIGURE 2

Source: Strategas Securities, LLC

Mar-22 -4.9% -5.9%
Jun-22 -16.4% -4.7%
Sep-22 -5.3% -4.8%

*The HFRX Equity Hedge Index is an index of long-short equity managers, most of whom maintain a long bias, which clearly harmed returns for the period. 
**The Barclay BTOP50 Index is a broad index of alternative managers (commodity trading advisors) who trade a variety of futures contracts across different markets in a bidirectional manner. 



HOW FAR WILL THE FED GO?

In today’s 24-hour news cycle, it’s easy to forget that the 
Fed only started hiking rates off the zero bound in March 
of this year. While no one — not even those inside the Fed 
— can accurately predict how far the Fed will go, we can 
refer to current and past market behavior for insight.

Based on the Fed’s own guidance (unless some 
unanticipated change in the data causes it to pivot), the 
policy rate appears slated to rise to the 4-4.5% range 
by the first quarter of 2023. As depicted in Figure 3, the 
market is currently pricing within that range. 

A NEW NORMAL

In our last newsletter, we discussed three major factors 
that we believe are creating a capital market environment 
that’s vastly different from the benign one presented over 
the previous decade. These factors, which are critical to 
understanding how market dynamics are shifting, are:

• In response to Russia’s invasion of Ukraine, energy sourcing options have shifted, global security risks have heightened,
and military preparedness and western collaboration have been renewed.

• As the endemic phase of the COVID-19 pandemic begins, nations are conducting retrospective supply chain
examinations and enacting strategic diversification tactics.

• The Federal Reserve’s decision to move away from quantitative easing (QE), a monetary policy that allowed the Fed to
reduce longer-term interest rates by purchasing Treasury and agency mortgages.

As these three factors continue to shift and new supply lines are created with a greater focus on national security and strategic 
considerations, costs will rise. 

Another factor that’s recently come to light, most notably at the Fed’s Jackson Hole Conference but elsewhere as well, is the 
Fed’s deep concern about maintaining stable prices in the U.S. economy. Today, a 2% long-term inflation target is the Fed’s 
primary objective. Not since the days of Federal Reserve Chairman Paul Volcker — which ended 35 years ago — has this 
degree of focus on price stability been seen, taking precedence over the Fed’s other mandate: full employment. The upshot, 
however, is that the U.S. has migrated from a zero interest-rates policy (which accrued to benefit owners of risky assets such 
as stocks, bonds and real estate) to a policy focused on eradicating high inflation. 

The Fed sees high inflation as something that harms all Americans but is disproportionately borne by the poor, who spend a 
larger portion of their income on food, shelter and energy. Fed Chair Powell said, “You can think of price stability as an asset 
that delivers large benefits to society over a long period of time.” While the prior QE policy unduly benefited the wealthy (i.e., 
those who own capital assets), this new policy is targeted toward helping the middle class and is unlikely to create a tailwind 
for risk assets.     

NOW IS NOT THE TIME TO PANIC

While bear markets and economic recessions are never enjoyable, they are a normal phase within a capitalistic economic 
system. Our client portfolios are built to withstand these types of eventualities; however, if the price volatility in your portfolio 
feels like it is too much to bear, we can make strategic adjustments. Our advisors have the tools and experience needed to 
tame portfolio volatility thoughtfully and effectively. During uncertain times, we reach out more frequently to our clients, but 
we also invite you to contact us at any time, with any questions or concerns. 

WEATHERING HURRICANE IAN 

On September 28, Southwest Florida and the greater Fort Myers region — our hometown — was struck by a devastating Category 
4 hurricane. Fortunately, all of our associates are safe and well, however, a number of our offices were closed temporarily in 
the aftermath of the storm. Today, we are fully operational and more committed than ever to upholding our founding mission 
statement: “To make a positive impact on the individuals, families and communities we serve while being good stewards of 
FineMark's resources.” 

Currently, we’re living that mission by giving back to a community that is in desperate need of hurricane relief supplies. Our 
associates are active in our neighborhoods, volunteering their time and talents to help those in greatest need. If you require 
any special assistance during this recovery period, please reach out — we’re here to help! With tenacity, strength, resilience and 
fortitude, we know our great community will rally and return brighter and better than ever.
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 1IRS News Release IR-2022-168, September 29, 2022, updated 10/5/22
 2IRS Publication 547, “Casualties, Disasters, and Thefts”
 3IRS Publication 3833, “Disaster Relief: Providing Assistance Through Charitable Organizations”
 4IRS Publication 547, “Casualties, Disasters, and Thefts”
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Tax Relief  for those Impacted by Hurricane Ian or Other Disasters

By Lindsey A. Jackson, J.D.  

VP, Private Wealth Advisor, Trust

It’s hard to believe a month has passed since Hurricane Ian devastated Florida and the Carolinas, and we still do not know 
the full extent of the destruction. While many of us know the benefits provided in the wake of a disaster by FEMA, the SBA 
and charitable organizations, such as the Red Cross, Samaritan’s Purse and Rotary International, did you know the IRS also 
provides disaster relief?

ADMINISTRATIVE RELIEF¹ 

Individuals and Businesses whose address of record with the IRS is within Florida or the Carolinas will automatically receive 
administrative disaster tax relief from the IRS, including waiving fees for records requests and postponement of various tax 
filing and payment deadlines to February 15, 2023. Relief is also available for taxpayers not residing in such states if their tax 
records are located in the covered disaster area – e.g.., if an out-of-state taxpayer’s CPA or tax preparation professional is 
located in Florida or the Carolinas. In the latter case, however, the Taxpayer must actively contact the IRS Disaster Hotline 

(866-562-5227) to request relief. 

Extension of  Tax Filings and Payments

Individual and Business Taxpayers who timely filed an 
Extension for their 2021 income tax filings now have until 
February 15, 2023 to complete such filings. However, 
this does not extend the deadline for payment of taxes 
originally due April 18, 2022, so late payment penalties 
may apply. Extensions to February 15 are also available for 
quarterly business Payroll and Excise tax returns, Exempt 
Organization annual 990 returns, and for payment of 
quarterly estimated taxes. 

Fees Waived for Tax Records

The IRS will waive its customary fees for Taxpayers requesting 
copies of prior returns or IRS transcripts for reconstructing 
tax records lost during the storm. Taxpayers should put the 
IRS-assigned Disaster Designation “FL Hurricane Ian” in 
bold letters at the top of their requests. 

DEDUCTIONS FOR DAMAGED PROPERTY² 

Financial losses due to damage, destruction, or loss of property resulting from Hurricane Ian which are not covered by 
insurance or other reimbursement are deemed Qualified Disaster Losses (“QDLs”) and deductible as “Casualty Losses” from 
income, regardless of whether an affected Taxpayer claims the Standard or Itemized Deduction and without such losses 
having to exceed any income thresholds. Taxpayers have the option of deducting their QDLs in the year of the loss (i,e. 2022 
return due April 18, 2023) OR the preceding tax year via amended return. If you paid federal income tax on a previously-filed 
2021 return you should consult your CPA to determine which outcome is more favorable under your specific circumstances. 

The IRS provides free resources on its website at https://www.irs.gov/newsroom/tax-relief-in-disaster-situations, including 
FAQs For Disaster Victims with illustrative examples and IRS Publication 584 “Casualty, Disaster, and Theft Loss Workbook” 
which can assist Taxpayers with documenting and calculating their QDLs. 

TAXATION OF DISASTER RELIEF PAYMENTS³ 

Qualified Disaster Relief Payments (“QDRPs”) are any amount paid to reimburse or pay reasonable and necessary personal, 
family, living, or funeral expenses that are a result of a qualified disaster, as well as reasonable and necessary expenses 
incurred to repair or rehab a personal residence and its contents

4
. QDRPs from any source - public charities, private 

foundations, government entities, and even employers - are not taxable income to the recipient under Tax Code §139 and are 
not subject to employment taxes or withholding requirements. However, payments received for expenses that are otherwise 
paid for by insurance or other reimbursement and income replacement payments like lost wages and unemployment 
compensation are included in the recipients taxable income in the year received. 

Employers may be able to take advantage of §139 by paying for certain expenses of employees as QDRPs without having 
to pay employment taxes, workers compensation, unemployment compensation, and pension contributions thereon, and 
should consult their CPAs about making such payments in lieu of future bonuses or other forms of compensation to provide 
employees tax-efficient immediate relief. 


