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MARKETS

The rally in equities that began in June continued forcefully in July.
In the U.S., growth-oriented stocks led the way, followed by Mid-
and Small-Caps. The flagship S&P 500 index rose 9.2% for the
month. International equity returns for developed markets were
broadly higher, too, but the U.S. Dollar strength moderated those
returns for U.S.-based investors. After its first 75 basis point (a basis
point is 1/100th of one percent) in June, comments from Fed
officials became less hawkish about the path of the Fed Funds rate
going forward. While they raised the overnight rate another 75 basis
points in late July as was widely expected, Fed Chair Jerome Powell
indicated they would be very data-dependent with respect to future
changes in their benchmark rate. Importantly, the Fed will no longer
provide forward guidance as to their intentions for the future path of
Fed Funds. Growth stocks, which had led the drop in price action in
the first half of 2022, rebounded sharply during the month.
Consumer Discretionary led the way, rising 18.9%, followed by
Information Technology (up 13.5%). Energy, which features more
heavily in the Value segment, rose 9.6% for the month. Healthcare
and Consumer Staples lagged the other sectors, rising 3.2% and 3.1%
, respectively. In international markets, Large-Cap Developed, as
represented by the MSCI World ex-US, rose 5.0%. Emerging Market
equities lost -0.3%, while China, still hobbled by their zero-COVID
practices, dropped -3.1%, as per the Shanghai Stock Exchange
Composite. Year-to-date, all equity indices are still showing negative
returns, but are significantly improved off their lows for the year.

In Alternatives, REITS led the way higher. For the month, the MSCI

US REIT index rose 8.7%, while commodities rose 4.3%. Year-to-date,
commodities stand alone as positive return generators among all
asset classes. However, more recently spot prices are broadly lower
from their near-term peaks but continue to remain higher than the
3-year average prices seen prior to the start of the pandemic.

After cresting in mid-June, interest rates for bonds maturing
beyond one year have dropped, especially those with maturities
between five and 10 years. For the month, 10-year Treasurys fell 36
basis points to 2.65%. Its yield has dropped 82 basis points since
hitting a peak of 3.47% on June 14th. The Bloomberg U.S. Aggregate
rose 2.4% for the month, while the U.S. Corporate High Yield Index
rose 5.9%. Rates overseas also fell, producing a 1.9% in U.S. Dollar
terms for the Bloomberg Global Aggregate ex-U.S. Dollar index. A
very different situation is unfolding for bonds with maturities less
than one year. Here the focus is on following the near-term
expected trajectory for the Funds rate, which at month-end marked
out a path of continued increases into the first quarter of 2023
before rolling back to lower rates. The crest is expected to be reached
in February 2023, at 3.3%, or about 75 basis points of further
tightening from the current 2.5% level, as measured by the top-end of
the 25-basis point range within which the Fed Funds rates is being
managed. The combination of rising short-term rates and falling long-
term rates has produced an inverted yield curve, where short rates are
higher than those of longer-dated maturities. Such a configuration of
rates has often preceded slowdowns in economic activity and very
often recessions. It is still generally believed that the Fed will focus on
the “price stability” portion of its dual mandate, leaving aside the other
part of the mandate, “maximum employment,” for the time being.

SUMMARY: The bear market in equities and fixed income took a pause in June 2022 and moved meaningfully higher through
the month of July. Slower economic growth, slowing inflation, and more dovish talk from the Federal Reserve have given hope to
the market that the forward path for monetary policy and the Fed Funds rate might not need the large moves higher that had
been a significant concern earlier in the year. Labor market conditions remain favorable for workers, and gas prices have
moderated. However, inventories are accumulating, and the housing market is slowing, dampening prospects for stronger
economic growth going forward.

US Equities Rally Off Lows P/Es Have Fallen to Fair Value 2 Year & 10 Year Have Retraced a Bit
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Past performance is not indicative of future results.

How long the Fed will maintain this focus is a central factor in
assessing the future direction for interest rates and the state of the
economy. For now, the labor markets remain quite robust. The
difference in yield between corporate bonds and Treasurys also
dropped, reflecting the more sanguine views evident in the U.S.
equity market.

ECONOMY

Real U.S. GDP, which declined in the first quarter, declined again
in the second quarter dropping 0.9% on a seasonally adjusted
annual rate. While less of a drop than the -1.6% logged in the first
quarter, the market had expected a smaller -0.4% decline.
Paradoxically, the worse-than-expected results also raised hopes
that the Fed might not be as vigorous in increasing the Funds rate
going forward. Growth rates overseas are decelerating in many
countries, raising fears those may fall into negative territory as well.
China is still locked down by its strict COVID-zero policy, and growth
there is also stalling. In the U.S., consumption shows signs of running
into steady headwinds. Retail sales, adjusted for inflation, have been
negative since March, and real wages have been negative since April
2021, another headwind to consumer demand. Walmart and Target

reported higher inventories in their recent earnings release, a sign
that demand for basic goods may have peaked. Car sales are
hovering at about 13 million units per year, well below the more
normal 16-18 million units per year in place for several years prior to
the pandemic. Sales have been hampered by supply-chain issues, no
doubt, but surging car prices, for both new and used vehicles, have
sidelined buyers as well. Meanwhile, sharply higher mortgage rates
have put a major damper on new home sales, causing a slowdown in
activity in this important segment of the economy. Housing growth
has been a good leading indicator of future economic growth and a
prolonged slowdown is likely to negatively impact economic growth
going forward.

INVESTMENT OUTLOOK

COVID-19 and the Russian invasion of Ukraine have pushed prices on
goods and services higher, and central banks around the world have
responded with tighter monetary policy. These forces have slowed
economic growth, which in turn has impacted the financial markets.
Commodities and interest rates have seen significant increases, and
stocks have suffered for much of the year. Diversified portfolios have
not been spared, as both bonds and stocks have sustained losses year-
to-date, a rarity when analyzing market data since 1950. Corporate
profits are still resilient but are unlikely to sustain current levels due to
inflationary pressures on operating margins. As such it would not be
surprising to see earnings estimates being revised downwards in the
coming months to reflect the slowdown in growth. However, in
general, markets anticipate changing growth dynamics, and recently
stocks have found some comfort from the Fed that it may be close to
ending its pursuit to quash inflation by raising interest rates.
Furthermore, interest rates, particularly in short maturities, have risen
to levels not seen in several years, bringing “income” back to the
“fixed income” markets and improving its prospects as a portfolio
diversifier. As has been observed historically, market upheaval causes
lower stock prices and higher volatility but it also creates pockets of
investment opportunities. We continue to believe that holding a
diversified portfolio of quality investments for the long term is the best
strategy over the long run.

Manufacturing: Still Strong Consumer Spending: Still Strong Core Inflation Off Peak But Still High

July Last 12 Mos.

Dow Jones Industrial Average 6.8% -4.1%

Nasdaq Composite 12.4% -15.0%

S&P 500 Composite 9.2% -4.6%

S&P MidCap 400 10.8% -5.7%

S&P SmallCap 600 10.0% -6.2%

MSCI World  ($) 7.9% -9.2%

MSCI World ex U.S. ($) 5.0% -13.2%

Bloomberg U.S. Aggregate 2.4% -9.1%

90-Day Treasury Bills 0.1% 0.2%

Consumer Price Index NSA* (Jun 2022) 1.3% 9.1%

*NSA: Not Seasonally Adjusted     Sources: Bloomberg LP & Wright Investors' Service, Inc.

Total Investment Returns — 7/31/2022
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