
It has been a turbulent 2022 so far for investors. The S&P 500 Index is on
track for its worst April in more than 40 years, the Nasdaq entered a bear
market on April 26 with its more than 20% decline, and bonds, which
typically provide ballast for diversified portfolios during periods of stock
market volatility, have not protected.

Markets face a number of threats. The COVID-19 pandemic has
contributed to a disappointing start to the year for the U.S. economy as
evidenced by the -1.4% growth in gross domestic product (GDP) reported
on April 28. COVID-19 continues to disrupt global supply chains amid
intermittent lockdowns in some of China’s largest cities. Russia’s
devastating assault on Ukraine, arguably the biggest geopolitical threat in
Europe since WWII, has added to the worst inflation problem in the U.S.
since the 1970s. The bond market is pricing in nine more Federal Reserve
(Fed) rate hikes, after looking for only three when the year began. That’s
a lot for investors to digest.

But during a market correction it’s easy to forget that this volatility is
actually quite normal.

The S&P 500 Index has fallen 13% peak to trough this year, below
the 14% average of all years.
During midterm election years, the average stock market correction
is 17%, but stocks rebounded 32% on average in the 12 months
following those midterm year lows.
Of the last 21 times the S&P 500 has been down double-digits since
1980, stocks rallied back to end the year positive 12 times.
During those 12 positive years, the average gain has been a stellar
17%.

We will admit a double-digit gain in 2022 is unlikely, but a U.S. consumer
willing and able to spend, which makes recession unlikely in the near
term, and steadily rising corporate profits still make a positive year for
stocks in 2022 more likely than not, in our view.

Inflation remains a big concern, but a number of factors could put
downward pressure on prices beginning this summer. On the supply side,
where most of the problem lies, supply chain normalization and more job-
seekers coming off the sidelines could help ease pressure on goods
prices and wages. An eventual cease-fire in Ukraine could remove some
of the upward pressure on commodity prices. On the demand side, higher
interest rates can help cool housing. The bond market is already doing
some of the Fed’s work with the 10-year Treasury yield nearly doubling in
four months to 2.8%. These factors could easily cut headline consumer
inflation in half by year-end from the current annual pace of 8.5%.

The outlook for corporate profits remains quite positive and may help
prevent stocks from pulling back much further. With about 180 S&P 500
companies having reported, double-digit earnings growth appears within
reach while analysts’ estimates for 2022 have continued to rise. These
numbers are excellent considering slow economic growth, supply chain
disruptions, and inflationary pressures.

The investing climate is quite challenging, but history suggests patience
will be rewarded. Even if there may be some downside in the short term,
consumer and business fundamentals remain supportive. Strong profits
and lower stock prices mean more attractive valuations. Our belief is that
current levels will end up being an attractive entry point.

Feds Keep Pushing Rates Higher

Few investors should have been surprised when the Federal Reserve
raised interest rates after its May meeting.

Throughout April, Fed Chair Jerome Powell and several Fed Governors
talked about the need to keep raising short-term rates to help manage hot
inflation. They suggested that a series of rate hikes throughout the
summer may be necessary to cool prices.

What should have surprised investors was the reaction by the financial
markets.

As the May meeting came to a close, markets cheered as traders
expressed confidence the Fed would be able to guide the economy to a
“soft landing” and avoid a recession. But in the days that followed, stock
and bond market volatility picked up as the reality of higher interest rates
started to settle in.

What’s next? Fed Governors have prepared us for higher short-term rates
in the coming months. But some economists point out that the bond market
has already done some of the work for the Fed, meaning traders have
already pushed longer-term interest rates higher. For example, the yield
on the 10-year Treasury has doubled this year.

We’re in a transition period with the economy. High inflation is forcing the
Fed into a cycle of raising interest rates. It’s best to prepare for more
volatility as the markets adjust to what’s ahead. Please reach out if you
want some additional insight. We’ll be happy to share more information.

Successful Shred Event

Our Shred Event was a success! We were able to help many clients shred
their personal documents in a safe & secure manner. To help keep your
documents secure in the future, you may want to sign up to go
paperless!  By going digital for the delivery of your documents, you can
declutter your mailbox, gain greater security and get faster access to
documents. Best part is it only takes a few minutes to set up your online
access!

We appreciated everyone who stopped by our Free Shred Event and look
forward to doing another event like this in the future! 
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Important Information

This material is for general information only and is not intended to
provide specific advice or recommendations for any individual. There is
no assurance that the views or strategies discussed are suitable for all
investors or will yield positive outcomes. Investing involves risks
including possible loss of principal. Any economic forecasts set forth
may not develop as predicted and are subject to change.

References to markets, asset classes, and sectors are generally
regarding the corresponding market index. Indexes are unmanaged
statistical composites and cannot be invested into directly. Index
performance is not indicative of the performance of any investment and
do not reflect fees, expenses, or sales charges. All performance
referenced is historical and is no guarantee of future results.

All data is provided as of April 28, 2022.

Any company names noted herein are for educational purposes only and
not an indication of trading intent or a solicitation of their products or
services. LPL Financial doesn’t provide research on individual equities.

All index data from FactSet.

This Research material was prepared by LPL Financial, LLC. All
information is believed to be from reliable sources; however LPL
Financial makes no representation as to its completeness or accuracy.
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