
Monthly 
Investment Report

Wright Investors’ Service, Inc. - 2 Corporate Drive, Suite 770 - Shelton, Connecticut 06484-6238 - (203)783-4400 - www.wrightinvestors.com

MARKETS

Global equity markets broadly moved higher in October, and in the
U.S., stocks were particularly strong, surging over 8% (S&P 500)
during the month. Interest rates continued marching higher especially
those with shorter maturities, and the yield on 3-month T-bills moved
higher than that of the 10-year Treasury note, inverting the yield
curve. The U.S. Dollar, while giving back some of its year-to-date
appreciation, remains strong. Oil and other commodities rose during
the month. The Federal Reserve is set to meet during the first week of
November and will likely increase the Funds rate another 0.75%
bringing it to 4.00%. Then the U.S. mid-term elections follow in the
second week of the month, with many polls seeing gains by
Republicans, particularly in the House and perhaps even in the Senate.

U.S. Equities registered a strong rebound in October. All major U.S.
equity indices were positive for the month with the flagship S&P 500
gaining 8.6%. Smaller companies (based on market capitalizations),
especially those considered to be value stocks, performed very
strongly. For example, the S&P 600 Small Cap Value index rose 14.4%
in October. Large Cap International stocks advanced, but not as
strongly as those listed in the U.S., despite the weakness in the U.S.
Dollar. European stocks, as represented by the Euro Stoxx 50 rose
6.4%, and the Nikkei Stock average of the 225 largest Japanese
companies advanced 9.1% in (both in local currency terms).
Conversely, Emerging Markets fared poorly, with the MSCI Net
Emerging Markets index dropping 3.4%, continuing its dismal 2022

performance. Chinese equities remained under pressure impacted by
authorities sustaining a zero-COVID policy that has shut down large
parts of the country and economy.

Turning to interest rates and fixed income markets, the Federal
Reserve has been determined to curb inflation, having raised the
Funds rate 3% since February, with no signs of slowing. This has
triggered the one of the worst bear markets in fixed income securities
ever witnessed. The 10-year Treasury note’s yield has breached 4% for
the first time since 2007, causing major adjustments across the
financial markets. Rates on shorter-maturity securities have moved
even higher. The yield on 3-month T-bills ended the month at 4.13%, a
few basis points higher than the yield on 10-year Treasury notes
(4.05%). Once again, the Bloomberg U.S. Aggregate index lost value,
falling -0.42% in October, and -15.72% for the year-to-date. Yield
spreads of corporate bonds versus Treasurys remained steady during
the month, while mortgage-backed securities’ yields versus Treasurys
rose as the Fed steps back from its monthly purchases of these
securities.

Alternative investments, as represented by commodities and Real
Estate Investment Trusts (REITs), turned in decent returns for the
month, although commodities rose at a more subdued pace than
earlier in the year, advancing 2.0% for the month. Commodities
maintained their lead in year-to-date returns having gained 15.8% in
the first 10 months of 2022. In addition to cash and cash equivalents,
only commodities have provided positive year-to-date returns. REITs

SUMMARY: Three themes have dominated current events (war in Ukraine; COVID-19; and tighter central bank monetary policy)
since the start of 2022 and continue to affect the global economy and financial markets. The impacts on the global economy and
financial markets of the war in Ukraine and COVID-19 together are somewhat similar: debilitating supply-chain disruptions and
bottlenecks, shortages of various commodities, and shifting political alliances. These two themes have also kept the surge in
inflation precipitated by COVID-19 in 2020 from abating, which is the main reason central bankers are tightening monetary
policy with the hope that inflationary pressures do not become entrenched and indeed could still prove to be transitory. With
only a couple of exceptions, financial assets have fared poorly this year, mostly because sharply rising interest rates and bond
losses have spilled into the selling of other assets classes. However, markets took a breather in October with many asset classes
posting very good returns for the month.

US Equities Take a Pause P/Es Have Fallen to Fair Value 2 Year & 10 Year Yields Push Higher
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gained, turning in a return of 4.9% in October, but have lost -26.8%
for the year-to-date.

U.S. ECONOMY

The Federal Reserve is engaged in one of the greatest tightening
cycles since the days of Paul Volcker, as measured by the size and
speed of increases to the Fed Funds rate since March 2022.
Currently, the Funds rate stands at 3.25%. The market has priced in
another 0.75% increase by the Fed at its November 2nd meeting,
which would bring the Funds rate to 4.00%. Further rate increases
are also priced into the market, peaking at 5.00% during the second
quarter of 2023 before slowly dropping to about 4.7% by year-end
2023. While off their cycle highs, most measures of inflation have
remained stubbornly elevated. The Core Personal Consumption
Expenditure index, the Fed’s preferred measure of inflation, sits at
5.1% on a year-over-year basis, a good distance from the Fed’s target
inflation rate of 2%. If the core PCE continues to drop and the Funds
rate reaches 5%, we may witness a return to a more normal
relationship with interest rates higher than inflation. But whether
this will be sufficient to rein in inflation within a timeframe and to a
level that is acceptable to the Fed remains an open question.

One area that has been deeply affected by rising rates is the
housing market, where 30-year fixed-rate mortgages now exceed
7.25%, a level not seen since 2000. Last December, 30-year fixed-
rate mortgages could be taken at 3.25%. The result has been a sharp
slowdown in home sales followed by declines in home prices.
However, real consumer spending remains strong, even though real
wages have been dropping since the second quarter of 2021. It
would seem logical that the current consumer spending trend can’t
be sustained for much longer. Fortunately, energy prices have
abated somewhat from their previous high levels, helped by release
of strategic petroleum reserves by the U.S. Government.

Elsewhere there are ongoing upheavals to inventories caused by
disruptions in supply chain. Whether retailers will have adequate
supplies to meet demand during the holiday buying season, and how
much they may need to discount inventories will be of great interest
to market observers. Finally, while we are just at the beginning of the
quarterly earnings season, early reports show most companies are
meeting or exceeding already lowered expectations, even as these
are being re-rated to lower levels by management in their forward
guidance.

INVESTMENT OUTLOOK

A recent Bloomberg survey of approximately 80 economists
showed a 60% chance the U.S. economy slips into recession in
the next 12 months. Coupled with other leading indicators there
seems to be mounting evidence the economy is headed for a
slowdown, and this could present a challenge for equities.
Interest rates, however, have risen sufficiently to make bonds
appealing after a long period of skimpy yields. This could be
helpful for traditional long-only investment portfolios that are
diversified between stocks and bonds. Commodities continue to
hold promise for a variety of reasons and could reap good returns
for investors. As always, in good times and bad, we continue to
believe that steady, reliable returns can be generated by
investing in a portfolio of diversified, high-quality securities held
for the long-term.

Manufacturing: Still Strong Consumer Spending: Still Strong Core Inflation Picks Up Again
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October Last 12 Mos.

Dow Jones Industrial Average 14.1% -6.7%

Nasdaq Composite 3.9% -28.6%

S&P 500 Composite 8.1% -14.6%

S&P MidCap 400 10.5% -11.5%

S&P SmallCap 600 12.4% -11.8%

MSCI World  ($) 7.2% -18.5%

MSCI World ex U.S. ($) 5.5% -22.0%

Bloomberg U.S. Aggregate -1.3% -15.7%

90-Day Treasury Bills 0.2% 0.8%

Consumer Price Index NSA* (Sep 2022) 0.4% 8.2%

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

Total Investment Returns — 10/31/2022


