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Financial Markets Review
October was just a continuation of a trend that began to really take hold at the end of July.
Up until the time of this writing, the unabated move higher in long-term Treasury yields has
rattled equity markets. As the back end of the Treasury curve rose by more than 30 basis
points in October, the S&P 500 and Nasdaq fell by 2.20% and 2.78%, respectively, while the
small-cap Russell 2000 index gapped even lower to the tune of 6.88%.

Over the span of the past three months, each of the U.S. major equity indices has fallen into
“correction” territory, which is typically defined as a decline of more than 10%. Since its year-
to-date closing high on July 26th, the S&P 500 has fallen nearly 11%. The Russell 2000 has
fared much worse as it approaches bear market territory, which is often defined as a 20%
decline. As financial pundits attempt to explain away each zigzag of the market and try to put
a label on everything, the reality is we are in the same market cycle that we’ve been in for
nearly two years now.

As of the most recent month-end, the S&P 500 closed around the 4200 level. The first time
the S&P 500 traded at this level was roughly two and a half years ago in May 2021. Over the
course of the past 30 months, the S&P 500 has gone nowhere. Now, we have spent a good
bit of time writing about the disparity between the market-cap weighted S&P 500 and the
equal-weighted S&P 500. As a quick refresher, the market-cap weighted S&P 500 is
dominated by a handful of very large companies, whereas the equal-weighted S&P 500 does
just what its name implies, it equally weights each company in the S&P 500, which gives a
better representation of the “average” stock. So, while the market-cap-weighted S&P 500
has essentially gone nowhere over the past 30 months, over that same time period, the
equal-weighted S&P 500 has fallen a little more than 10%. And the Russell 2000, well, that’s
now down nearly 30% from where the small-cap index traded two and a half years ago.

Given that the S&P 500 equal-weighted index and the Russell 2000 index are both
significantly lower than their record highs set two years ago and continue trading lower than
where they started this year, it’s hard to make the case that the bear market has concluded.
From strictly a valuation perspective, the bear market has cleansed a lot of the excesses that
built up when we lived in a zero or even negative interest rate world. Many companies are
back to trading at valuation levels last seen 10 – 15 years ago. So, given the current level of
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interest rates, and short of rates going significantly higher, the first stage of this bear market
is likely closer to the end than the beginning. The second stage and biggest wild card of all
will be the path of the economy and corporate earnings.

Over the next few quarters, it should become clearer as to whether or not the U.S. economy
can avert a recession. The economic landscape is slowly weakening as seen by the recent
softening in the service sector and labor market. However, it does not appear that the
economy is falling off a cliff. If the much anticipated “soft landing” can be achieved, then the
current expectation of 12% corporate earnings growth in 2024 should be realized. If
everything lines up as currently expected by the market, then it would provide a nice
springboard for the average company to power through this agonizing market and put the
bear to rest once and for all. Until there is more clarity on the economic front, I suspect we
will remain firmly entrenched within the trading range that we’ve found ourselves in for over
two years now.

Tandem Strategy Update
One of the hallmarks of a bear market is its ability to frustrate and grind you down. As soon
as a sense of recovery comes over the market, a new threat enters the picture, and all hope
is washed away. Sometimes these conflicting emotions occur over a matter of hours and
days in a highly volatile market. And other times, it’s something that builds up over months
and even years.

In order to persevere, one needs to maintain discipline and patience. These traits are
absolutely critical in being able to conserve capital and position yourself to generate future
wealth. As previously mentioned, bear markets are highly volatile and emotionally draining
market cycles. The magnitude of the swings in either direction can often lead one to do the
wrong thing at the wrong time (i.e., buying high and selling low). By having and, most
importantly, following a strict disciplined approach, you can limit the volatility of your portfolio,
which will go a long way to leaving your emotions and feelings in check. Ultimately, by
lowering the volatility and limiting the drawdowns of your portfolio, you will be well positioned
to take advantage of opportunities when they become present.

Our number one job as a portfolio manager is to maintain that discipline, so that you know
what to expect regardless of the market environment. We are not trying to time when to be
“all-in” or “all-out”. We are not trying to chase the hottest trends or conform to the latest
narrative. Our goal is to provide a consistent, repeatable experience. It’s a process void of
emotion and bias that allows us to manage a portfolio based solely on math. Markets and
narratives change daily, but our investment philosophy and process do not.

Source: Source of all data is FactSet, unless otherwise noted. 
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Disclaimer: Tandem Investment Advisors, Inc. is an SEC registered investment advisor.

This audio/writing is for informational purposes only and shall not constitute or be considered
financial, tax or investment advice, or an offer to sell, or a solicitation of an offer to buy any
product, service, or security. Tandem Investment Advisors, Inc. does not represent that the
securities, products, or services discussed in this writing are suitable for any particular
investor. Indices are unmanaged and not available for direct investment. Please consult your
financial advisor before making any investment decisions. Past performance is no guarantee
of future results. All past portfolio purchases and sales are available upon request.

All performance figures, data points, charts and graphs contained in this report are derived
from publicly available sources believed to be reliable. Tandem makes no representation as
to the accuracy of these numbers, nor should they be construed as any representation of
past or future performance. 
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