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Midterms and the Markets

On Tuesday, November 8th, 
2022, citizens around the na-
tion will be voting on all 435 

seats in the House of Representatives 
and on 35 of the 100 seats in the Sen-
ate to decide the 118th United States 
Congress. During Midterm elections, 
investors may worry if a shakeup in 
congress will cause volatility in finan-
cial markets, and potentially affect 
their investment returns. Much of 
this anxiety is unnecessary, since the 
stock market performs independent-
ly to which ever party wins the House 
or Senate every other year.  

Since 1926, the S&P 500 was neg- 
ative nine out of the past twenty-four 
Midterm elections. Although that may 
seem high, every single negative year 
can be explained by other econom-
ic factors outside of the midterm 
results. In the 1930’s the U.S. was 

struggling through the Great Depres-
sion and in 1946, the U.S. was shifting 
from a wartime to peacetime econo-
my, which saw a massive decrease in 
GDP, mostly due to decreased gov-
ernment spending. The 1960’s saw a 
peak in Cold War tensions with the 
Cuban Missile Crisis in 1962 and the 
Credit Crunch of 1966. The OPEC oil 
embargo of 1973 continued into 1974, 
which put pressure on both U.S. and 
foreign equity markets. In 1990, the 
U.S. entered into a short recession, 
which was sparked by the invasion 
of Kuwait. 2002 saw a continuation 
of the dotcom crash and an outbreak 
of accounting scandals in many large 
corporations. Most recently in 2018, 
markets fell on interest rate hikes and 
worries over the US-China trade war. 
Even despite these negative histori-



form the best under a Democrat-
ic President kept in check by a 
split Republican Congress, which 
we will likely have after this 
year’s election.

As an investor, it is wise to be 
aware of what is happening every 
other year during a congres- 
sional election, but do not allow 
for these events to dictate your 
financial decisions either. Follow 
a long-term strategy based on 
your goals, risk tolerance, and be 

sure to have the pa- 
tience and persever-
ance to keep investing 
in the markets through- 
out the ups and downs.
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"Much of this anxiety is unnecessary, 
since the stock market performs inde-
pendently to which ever party wins the 
House or Senate every other year."

Jeffrey Michael Sgroi Golf Tournament 

This was another successful tournament! These past seven years we’ve raised over  
$200,000. We cannot thank our attendees, sponsors, and volunteers enough for the 

love and support provided this year in celebrating Jeffrey’s life. Because of these generous 
donations, we’ll be able to continue to honor Jeffrey through many charitable initiatives 
that he held close to his heart, including college scholarships to high school students at 
West Seneca Central School District and Saint Francis High School, donations to The Boys 
& Girls Club, Kids Escaping Drugs, P.U.N.T Foundation, Make-A-Wish, and more.

7th Annual

cal occurrences, the average year- 
ly return of the S&P 500 during a 
midterm election year has been a 
healthy 8.60%.

Election uncertainty can trans- 
late to higher market volatility, 
especially in the months leading 
up to the Midterm. However, after 
these bouts of volatility, markets 
tend to rebound strongly in sub- 
sequent months. Since 1950, the 
average 1-year return following a 
midterm election is 15.1%, more 
than double that of all other years 
during a similar period. Even bet- 
ter, looking back on the history of 
various political scenarios through 
the last 100 years, it turns out that 
financial markets typically per-



Abig topic in many of our client meetings 
this year has been the state of the bond 
market. Most people understand the 

cyclical nature of the stock markets however 
we have not seen much volatility in the bond 
market in 40 years. The reason for that is that 
bonds had been in a bull market since 1982 
when the rate on the 10 year US Government 
Bond topped out at 14.2%. Since that time we 
had been in a decreasing or low rate environ-

ment for the most part. Well, 2022 ushered in a completely different scenario with 
the Fed aggressively raising interest rates. This has led to an unprecedented bad 
year for the bond markets. How bad?  If you look back at the last 45 years bonds 
have only been in the negative 5 times with the worst being 2.9% in 1994. In 2022 
the Barclays Aggregate Bond Index is presently down 15.7% for the year.

As you may know, bond prices and interest rates move in opposite direc-
tions. When rates increase the market value of an existing bonds goes down. 
Using the principles of “Mark to Market” accounting the value is a reflection of 
what you could sell the bond for today if you needed to. However, it is import-
ant to note that if you held the bond to maturity, assuming there was no event 
of default, you would be paid the full value that you paid for the bond regard-
less of the current market value. Typically bonds have been used as a hedge 
against volatility in stocks. Unfortunately, in 2022 this has not been the case. In 
fact, the popular 60/40 portfolio of stocks and bonds has had its worst start to 
a year with data going back to 1976.

The good news is that at some point the Fed will pivot and stop raising rates 
which would stabilize the bond market. Furthermore, once inflation is under 
control, it is likely that the Fed will need to start cutting rates which will be very 
bullish for bonds. Our hope is that bonds will once again serve the purpose 
of being a stabilizing force in our portfolios. For more background on bonds 
please see our 3rd Quarter Market Review later in this newsletter. So far 2022 
has not been the year any of us would have hoped for but we hope better days 
are ahead. As always, we appreciate the faith that you, our valued clients, con-
tinue to place in us. 

How to navigate this year’s bond market

A Letter from the Partners

Patrick Sgroi,
Partner

John Clouden,
Partner

Thank you Western New York for voting Sgroi Financial as 
the Best Financial Planning Firm in The Buffalo News’s Best 
of 716 contest! We are incredibly grateful to be serving our 
community! We are also happy to announce that Patrick 
Sgroi finished as a favorite in the Best Financial Planner of 
the 716! We are proud to be helping clients achieve their 
financial goals for over 50 years!

Best Financial Planning Firm!



During the Fall Medicare Annual Enrollment Period you can: 
Enroll or make changes to a Medicare Advantage Plan (Medicare  Part C) or 
a Medicare Prescription Drug plan (Medicare Part D).
Need to review your insurance needs? April Romanowski, Benefits  
Consultant for Individuals and Senior Health at Lawley Insurance,  
has been in the Medicare arena for over 20 years and licensed in 
several states including NY. Lawley has just opened an office  
located across the street from Sgroi Financial in the Southgate Plaza, 
available for walk-ins, or call 716-306-5543 to schedule an appointment.

Open Enrollment – 2022 – October 15 to December 7

April Romanowski

REMINDER

PROJECT*PENCIL

For our 5th annual teacher promotion, five lucky teachers 
were selected to win $500 towards their classrooms.  
This amount is theirs to provide assistance in any way need-
ed to offer the best learning opportunities for their class-
rooms.

• Ashley Simmons – Erie 1 BOCES
• Maria Gelyon – Truman Elementary School
•   Rebecca Frerichs – Wilson Elementary School
•  Lynn Tilton – Bennett Park Montessori Center #32
• Maria Sell – Buffalo Public School #84

Sgroi Financial is proud to support WNY teachers  
in our community for 50 years!

If you are a teacher or know of an educator looking for  
       assistance with their 403(b) financial planning,  
                       Sgroi Financial is readily available for free  
                             one-hour consultations. Schedule your  
                                            appointment today!

Congratulations to this year's  
Pencil Project Winners!



What’s happening in the bond market

T hrough the first nine months 
of the year, one thing has been 
clear in this market, the cor-

relation between bonds and stocks 
is not what we are used to. Typically, 
in an ordinary market environment, 
when the stock market is volatile, 
bonds are supposed to be the hedge 
that can shield your portfolio from 
drawdowns. However, on rare occa-
sions, bonds can be correlated to the 
stock market in extreme uncertainty. 
The correlation between stocks and 
bonds over the last two years is the 
highest we have seen since 1993- 
1995,* making for a very hard market 
environment where nothing seems 
to be working. There are plenty of 
reasons for this, and, perhaps plenty 
of opportunities ahead.  

The most significant impact driv-
ing the markets today is the direc-
tion of inflation. Throughout 2022, 
markets have been awash with in-
flationary data, which has made the 
Federal Reserve raise interest rates 
at a very aggressive pace to try and 
tame these pressures. As long as it 
remains unclear if the Federal Re-
serve is succeeding at reeling in in-
flation, we will have an environment 
where stocks and bonds have the 
potential to move down together. 
For more conservative investors, 
this troubling combination has left 
no place to hide. However, it is likely 
majority of the damage in the bond 
market has already been done. Inter-
est rates have risen so rapidly that 
bonds now offer a more attractive 
return, and the sell-off in the fixed in-
come market has made bonds much 
more attractive than in years past. 
With much higher yields, high-qual-
ity fixed income can now provide 
more of a buffer for portfolios in the 
case of another market correction or 

an economic downturn. Additional-
ly, at some point, interest rates will 
have to stop rising and inflation will 
come under control, which all bodes 
very well for the bond market.  

There are a couple of data points 
that we’re monitoring that will help 
alleviate the pressures and provide 
relief to the markets. Once we do 
see inflationary numbers drop, this 
could allow the Federal Reserve to 
reduce or turn off aggressive rate 
hikes. Additionally, the Federal Re-
serve has a history of cutting inter-
est rates when the economy comes 
under pressure. If the rhetoric turns 
towards a slowing economy and 
building economic risk, then in-
creasing rate hike expectations may 
begin to drift lower. Lastly, if Q3 
earnings from companies come out 
better than expected, similar to Q2, 
that would support that businesses 
are still holding up strong. 

As we wait for this market cycle 
to turn positive, we’ve adjusted 
our portfolios throughout by add-
ing some alternative investments, 
which have been shown to be neg-
atively correlated not only to stock 
market volatility but to bond market 
volatility as well. Bonds will act like 
bonds again, but we do not know 
when, and it is imperative the port-
folios have those diversifiers in to be 
that true hedge during these times. 
Through the course of a full bus- 
iness cycle, correlations will come  
down and bonds will once again be 
the ballast in the portfolio to hedge 
equity volatility. 

Thank you for all of the trust that 
you have put into Sgroi Financial, we 
fully understand that volatility can 
make things seem very uneasy and 
we are always here to answer any 
questions that you may have.    

Third Quarter 2022 Market Review

 * BlackRock Student of the Market – Highest stock and bond correlation since the 1990s
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Go Paperless!

www.sgroifinancial.com/paperless

If you enjoy reading our  
articles, check out our blog  
page on:
www.SgroiFinancial.com.

Sign up for our paperless quarterly  
newsletter on our website! Get the 
latest updates and market happenings 
each quarter delivered right to your 
email address! Simply go to:
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