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SUMMARY: Stocks hit a peak in early January, sold off significantly into late February and re-gained much

of that loss with a March rally. Bond yields rose with the benchmark 10-Year rising from 1.60% at the

beginning of the year to 2.40% by the end of the quarter, as inflation concerns proved to be more than just

transitory. The economy continues to show strength despite these issues with job growth headed upward.

Fed officials are indicating the need to increase interest rates in order to head off inflation.

After a strong performance in 2021, US equities
corrected during the 1st quarter of 2022. During
this time, the Standard and Poor’s 500 fell 4.6%, the
Dow Jones Industrials dropped by 4.1%, and the
NASDAQ-100 declined by 8.9%. Growth stocks
declined, irrespective of their market capitalization,
as investors diverted attention to valuations in the
face of rising interest rates. The S&P 500 Value
Index outperformed the S&P 500 Growth Index by
over 800 basis points, an aggressive move towards
de-risking.

Just as the world was having some success dealing
with the COVID-19 pandemic, the Russian invasion
of Ukraine and the Federal Reserve Bank’s
tightening monetary policy made for a difficult

environment for investors. In addition to Russian oil
exports, Ukraine and Russia account for about a
quarter of global wheat exports. Sanctions and
blockage of exports caused significant price surges
in many commodities as markets sought to estimate
the impact of global supply/demand imbalance.
This rise in commodities, an input to many final
products including food and gasoline, contributed
to inflation being more persistent and increased
market expectations of many more rate hikes.

Of late, the bond market seems to be growing
apprehensive of the Fed’s ability to engineer a soft
landing of the economy. This is seen in inversion of
certain yield curves in the Treasury market. This is
important as historically, yield curve inversions have
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U.S. -5.3% -5.9% 13.6% -4.2%
Canada 4.6% -4.7% 20.2% -3.8%
Mexico 8.6% -6.9% 27.7% -1.6%
Japan -6.6% -6.6% -6.5% -10.2%
Pacific ex Japan 3.8% -0.6% 3.8% 3.4%

     Australia 7.3% -3.6% 13.5% -7.3%
     China -14.2% 1.1% -32.5% 9.2%
     Hong Kong -1.8% -2.7% -12.0% -2.4%
Europe -7.4% -7.5% 3.5% -11.3%
     France -8.7% -0.7% 4.5% 0.6%
     Germany -12.9% -7.1% -12.0% -10.3%

     Italy -10.0% -0.4% -2.7% 0.6%
     Netherlands -17.4% -8.2% -5.2% -11.6%
     Spain -4.1% -7.1% -3.7% -10.6%
     Switzerland -6.4% -7.3% 13.9% -4.8%
     U.K. 1.8% -9.8% 13.6% -9.7%
World -5.2% -6.2% 10.1% -6.4%

World ex U.S. -4.8% -6.1% 3.0% -7.9%

Sources: MSCI Stock & Bloomberg Barclays Bond Indexes as of 3/31/2022
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often presaged economic recessions, and if a
recession were to eventuate, such a development
could be bearish for stocks. It appears the Fed,
which has the dual mandate of preserving price
stability of goods and services while fostering
maximum employment, has opted to focus its
efforts on fighting the inflation in prices under the
assumption that the currently strong economy can
tolerate tighter financial conditions. Signals from
the bond market suggest a growing concern that the
Fed may be in the process of making a policy error.
This is reflected in larger increases in short term
rates, which are mapping out the path of manifold
Fed Fund rate increases, versus much more
subdued increases in long term rates. The
continuation of war in Ukraine suggests that
inflation will maintain at higher levels for longer
than expected previously which would imply that
the easy monetary policy of yesteryears is unlikely
to continue.

BONDS

The 30-Year U.S. Treasury Yield now sits at 2.45%,
down slightly from its earlier March peak of 2.60%.
This is the highest it’s been since July 2019. The 10-
Year Treasury yield is 2.34%, down from its earlier
peak in the month high of 2.50%. The 5-Year yield
comes to 2.46% also back to its 1st quarter of 2019
level. The difference in yield between the 3-month

T-bill and the 2-year Treasury Note is 1.85%, way up
from the 0.70% at the end of 2021.

In the months leading up to the end of last year,
Fed chief Jerome Powell and others expressed the
belief that inflation was “transitory.” Then in
December, the Fed pivoted away from this notion,
and admitted that inflation was proving to be more
resilient. This set the markets on a fairly abrupt
recalibration of expectations, with bond yields rising
across the curve.

WORLD STOCKS AND COMMODITIES

The Hong Kong Hang Seng Index dropped from its
January starting price of 23,398 to an end of March
closing of 21,998. This, after a mid-March low of
below 18,415 when China’s government finally
offered support to the markets. In Japan, the Nikkei
dropped steadily from the beginning of the year
until mid-March when, like the Hang Seng, stocks
found support and rallied into the quarter’s end.
The Nikkei kicked off 2022 at 28,792 and descended
to a mid-March low of 24,750 before rising to close
the month at 27,821.

The Canadian equity markets had a good 1st
quarter with the Toronto Stock Exchange starting
out at the beginning of January at 21,223 and
ending on March 31st at 21,890. This is remarkable
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considering how poorly U. S. stocks performed
during the same period, but it helps Canada to be so
closely involved with oil production and other
commodities for the rest of the world. These are, in
fact, all-time highs for the Toronto Stock Exchange
with extraordinarily strong gains coming during the
month of March. The Russian stock market dropped
by more than 80% after economic sanctions were
announced and then kicked in.

The price of spot gold rose much higher in the 1st
quarter from a January low of just below $1,800 to
an end of March high of $1,937. That’s a gain of
5.9% for the quarter. The yellow metal got above
$2,050 in early March as Russia invaded Ukraine but
then sold off for the rest of the month as it became
clear that the Kremlin would not easily – or ever –
replace the Kyiv government. Copper prices gained
6.4% during this period, closely aligned to the
movement in metals prices generally.

Food sector commodities had large price increases
during 2022’s first three months, with
uncertainties about supplies that usually come
from Ukraine and from Russia. The price of wheat
gained by 30.5% and corn gained by 26.2%. It’s
notable that U. S.-traded stocks related to these had
significant gains in the period, with food giant
Archer Daniels Midland, for example, moving from a
January low of $67 to $90 by the quarter’s final day

of trading. Deere, a bellwether agricultural
equipment manufacturer, rose from a late February
low of near $336 to its March closing price of $415.

U. S. ECONOMY

The economic indicators for the U. S. and around
the globe appear to be rolling over. The Conference
Board’s composite of leading indicators peaked in
January and turned lower in February. However, the
year over year percentage gain in retail sales is still
very strong, according to the Bureau of Economic
Analysis. The 3-month moving average plotted
through the end of February 2022 shows growth of
7.9%, down from the earlier extraordinarily high
reading of 30%.

The price of homes continues to rise, and the
number of building permits is up as well. As of
January 2022, the Case-Shiller 10-City Home Price
Index increased 17.5% on a year over year basis.
Building permits gained by 8.1% year over year,
according to S&P/Case-Shiller.

Employment trends remained strong as the
unemployment rate (U-3) fell to 3.6% in March
2022 compared to 3.5% in February 2020, the start
of the pandemic. Even the broader
underemployment rate (U-6) fell to 6.9% versus
7.0% in February 2020. Another positive trend was
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the 12.5% increase year over year in Non-Defense
Capital Goods shipments (minus Aircraft) at the end of
February 2022.

INVESTMENT OUTLOOK

Rising inflation concerns typically lead to tighter
monetary policy, such as increases in interest
rates. Currently, these inflation fears are being
stoked by, among other things, the rise in the price
of oil and other global commodities. Some
economists are predicting a reversal to
globalization and a return to domestic production
of components used throughout the supply chain.
Taken together, the lingering impact of the
pandemic, tighter financial conditions, and
commodity inflation have been quite a handful for
investors trying to navigate what has been a
healthy, growing economic environment.

Now, the Fed – and markets – may be facing
divergent outcomes of either lower economic
activity or higher prices. A combination of the
two, or what is known as “stagflation”, while still a

remote possibility, is starting to emerge.
Economists are also focusing on the relationship
between the yield on shorter maturity Treasurys
and longer maturity ones. Indeed, it is typical that
longer maturity bonds are offered at higher yields
than shorter dated ones, simply to compensate
investors for the additional uncertainty of the path
of interest rates in the long run. Therefore, it’s
unusual for shorter-term maturities to be paying
higher rates than longer ones. This is the “inverted
yield curve” that’s been known to predict the onset
of recessions by 12 to 24 months. Such a
development could bring headwinds to the
financial markets; however, this outcome is both a
low probability for 2022 and lies well in the future
even if it does happen.

Historically, stocks have fared relatively well during
the early stages of rate hikes and financially strong
companies have been able to better weather
economic slowdowns. Hence, we believe that
holding portfolios tilted towards well-diversified,
high-quality equities held for the long term remains
the best course for investors to follow.
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Log Scale

2020 Q1 -5.1% 1.7% -5.3% 0.1% 0.7%
Q2 -31.2% -0.8% -15.5% 0.1% 0.7%
Q3 33.8% 3.5% -16.7% 0.1% 0.7%
Q4 4.5% 1.2% -18.5% 0.1% 0.9%

2021 Q1 6.3% 2.7% -1.9% 0.0% 1.7%
Q2 6.7% 6.1% 29.2% 0.0% 1.5%
Q3 2.3% 4.6% 44.0% 0.0% 1.5%
Q4 6.9% 5.0% 55.5% 0.0% 1.5%

2022 Q1 e 1.5% 5.3% 41.7% 0.5% 2.3%
Q2 e 3.3% 4.7% 24.6% 0.7% 2.2%
Q3 e 3.0% 4.3% 19.4% 1.1% 2.2%
Q4 e 2.5% 3.7% 16.8% 1.3% 2.3%

2023 Q1 e 2.3% 3.0% 16.8% 1.6% 2.4%
Q2 e 2.2% 2.5% 15.3% 1.8% 2.5%
Q3 e 2.2% 2.5% 12.9% 2.0% 2.6%
Q4 e 2.3% N/A N/A 2.1% 2.6%

e: Bloomberg Consensus Estimates; *: Annual Rates; #: Year-Over-Year Change in S&P500 EPS

Sources: Bloomberg LP, Wright Investors' Service, Inc.
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