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An Economic and Market 

Update from Trust Point

Prior to the invasion of Ukraine by Russia in early 2022, the world economy 

was accelerating as COVID restrictions on mobility were quickly being 

lifted. And then starting February 24, the day of the invasion, the outlook 

changed. For both equity and fixed-income markets, a dream finish to 

2021 turned into a difficult start to 2022. Read on to learn more about 

what the rest of this year may bring.

At this time, we do not foresee a 

meaningful economic slowdown 

ahead but we recognize that a long, 

drawn-out war and accumulating 

sanctions clearly pose a risk to our 

forecast. The regions and markets 

with the closest proximity and the 

greatest economic ties to Russia 

(Chart 1) have seen the largest cut 

to economic growth estimates. The 

United States is certainly more 

insulated given a healthy labor 

market, large excess savings, 

pent-up consumer demand and 

strong business investment. On 

the inflation front, higher prices for 

goods and services that resulted 

from COVID lockdowns are now 

being fueled by concerns over 

food and energy shortages as-

sociated with the war. Mostly the 

result of central banks’ awakening 

to the fact that inflation was never 

that “transitory” after all (a point we 

have raised several times in past 

publications), investors are now 

expecting a much more aggressive 

tightening cycle than what was 

priced in just a few months ago. 

Hawkish words from the Federal 

Reserve, in particular, will likely 

be matched by multiple Fed Funds 

rate hikes in the coming months 

and quarters (Chart 2). With a 

lag, rising rates will put downward 

pressure not only on the economy 

but on equity valuations as well, 

something that has already been 

evident in the rapid downgrade 

of growth stocks’ valuations in the 

past several months. 

Covid is No Longer the Biggest Wild Card

Dollar Index Level Mar 98.3 95.7 93.2

 As of Actual 3 Mos. Ago 1 Year Ago

ISM Manufacturing (>50 = Expansion) Mar 57.1 58.8 63.7

ISM Non-Manufacturing (>50 = Expansion) Mar 58.3 62.3 62.2

Non-Farm Payrolls Mar 431k 588k 704k

Unemployment Rate Mar 3.6% 3.9% 6.0% 

CPI Ex-Food & Energy (yoy) Feb 6.4% 4.9% 1.3%

JP Morgan Global Manufacturing Index 
(>50 = Expansion) Mar 53.0 54.3 55

JP Morgan Global Services Index 
(>50 = Expansion) Mar 53.4 54.7 54.7

US Economic Activity

KEY ECONOMIC DATA

Global Economic Activity

Source: Bloomberg

Source: NATO

Chart 1: Russia: Increasingly Surrounded by NATO Nations
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While it is clear that the role of Rus-

sia in the global economy has been 

changed forever, or at least for as 

long as Putin remains in command, 

the way countries interconnect with 

each other in the global economy 

has likely changed as well. A more 

multipolar world should be expected 

in the future, which from a geopoliti-

cal standpoint may be inherently less 

stable. Protectionism and self-reli-

ance will become increasingly popu-

lar for governments and businesses. 

To be fair, it was the coronavirus pan-

demic that first exposed the problems 

of economic globalization. By relying 

on too few suppliers in too few loca-

tions, companies found themselves 

vulnerable to “supply chain bottle-

necks” and the inability to meet con-

sumer demand. The war in Ukraine 

exacerbated the issue, especially 

around food and energy security. Go-

ing forward, rather than focusing on 

cheap only, there will be more of a 

premium put on “safe.” Business and 

government leaders will be looking 

to bring production processes closer 

to final markets. Protectionism and 

self-reliance will be the new name of 

the game and will likely translate over 

time to lower economic growth, less 

innovation and higher prices and, 

yes, more “safety.” 

Fourth Quarter 2020

The war has sparked increased vola-

tility across all markets but particular-

ly in commodities. With Russia being 

the world’s largest oil exporter and 

Ukraine serving as a major exporter 

of wheat and corn as well, the energy 

and agricultural markets have expe-

rienced extreme price movements 

in recent weeks. From a strategic 

asset allocation standpoint, main-

taining an allocation to inflation-re-

sistant assets such as real assets in 

portfolios continues to make sense 

(Chart 3). In addition, we believe that 

diversification across asset classes 

and geographies to improve portfolio 

resilience and help guard against a 

broader range of potential outcomes 

should also be emphasized. As the 

war continues, we have started fac-

toring in the potential impact of tail 

risk events, such as an attack on 

the ground or via cyber warfare on a 

NATO nation, or the use of chemical 

or nuclear weapons by Russia. To 

reflect the increased uncertainty in 

the outlook, we have recently made 

some portfolio changes to our pre-

war recommended positioning. While 

we remain underweight in regard to 

bonds and mildly pro-growth in our in-

vestment stance, we have increased 

the portfolios’ ability to weather more 

volatile markets.

The Outlook Moving Forward

Economic Globalizaton No More!

Market Point First Quarter 2022

Chart 2: Policy Rates - Expected to Move Up Quickly

Most Likely Fed Funds Rate Path Through March 2023 Based on Futures Pricing

Source: Daily Shot
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Chart 3: Real Assets - A Great Hedge Against Inflation

Source: Trust Point
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Reducing Risks to Equity Portfolios

As noted above, we recently reduced 

risk within client portfolios by reallo-

cating some equity exposure into 

fixed income assets. Higher expo-

sure to developed European equity 

markets has been a recent point of 

emphasis in portfolios, as we be-

lieved it exhibited greater relative re-

turn potential as pandemic concerns 

declined and global economies 

continued to reopen. To be sure, 

European equities started the year 

strong. However, the war in Ukraine 

has meant the European economy 

is most at risk to the conflict, given 

its proximity and significant exposure 

to Russian oil and natural gas. As the 

conflict has continued, downward 

economic growth revisions and up-

ward inflation expectations revisions 

have been most prominent in Europe 

(Chart 4) compared to the rest of the 

world. Subsequently, economical-

ly-sensitive companies like automak-

ers, banks, and consumer services 

have experienced hits to share pric-

es.  While underlying fundamentals 

appear to remain in good shape, we 

lowered exposure to developed Eu-

ropean stocks due to a lack of clarity 

surrounding the Russia/Ukraine cri-

sis along with increased risks of cen-

tral bank mistakes in their attempts 

to control inflation without slowing 

down economic growth significantly.  

An Equity Market 

Update from Trust Point

Market Point

In Q1, the S&P 500 index declined 4.6% while the MSCI ACWI ex-US 

index fell 5.4%. Geopolitical events and economic and earnings growth 

expectations by region were the major contributors to the difference in 

returns.

S&P 500 4,530 4,766 3,973 2,834 2,363
Dow Jones Industrial Average 34,678 36,338 32,982 25,929 20,663
NASDAQ 14,221 15,645 13,247 7,729 5,912

US Large Cap Growth -9.0% -9.0% 15.0% 23.6% 20.9%
US Large Cap Value -0.7% -0.7% 11.7% 13.0% 10.3%
US Mid Cap Growth -12.6% -12.6% -0.9% 14.8% 15.1%
US Mid Cap Value -1.8% -1.8% 11.5% 13.7% 10.0%
US Small Cap Growth -12.6% -12.6% -14.3% 9.9% 10.3%
US Small Cap Value -2.4% -2.4% 3.3% 12.7% 8.6%

International Large Cap Developed (US Dollar) -5.9% -5.9% 1.2% 7.8% 6.7%
International Small/Mid Cap Developed (US Dollar) -8.5% -8.5% -3.6% 8.5% 7.4%

Emerging Market (US Dollar) -7.0% -7.0% -11.4% 4.9% 6.0%

 Quarter-End 3 Mos. Ago 1 Year Ago 3 Years Ago 5 Years Ago

 3 Month YTD 1 Year (Ann) (Ann)

    3 Year 5 Year

US Economic Activity

EQUITY BENCHMARK TABLE

Equity Returns (%)

Source: Bloomberg, Morningstar

First Quarter 2022

Chart 4: Europe Forecasted to Experience Most Growth Deceleration
and Inflation Aceleration

Source: Bloomberg, Trust Point
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Earnings Growth Moderating, But as Expected

Market Point

More than a year ago, we added 

dedicated real assets exposure to 

portfolios to provide a layer of di-

versification and inflation protection. 

As inflation expectations surged this 

year and last, and with the Russia/

Ukraine war pushing oil prices to as 

high as $130.50 on March 7, the tim-

ing of the portfolio changes proved 

to be beneficial (Chart 6). Real as-

set strategies typically allocate to 

real estate, infrastructure, natural re-

sources, and commodities. Even as 

inflation expectations will likely ease 

over time, we expect real assets ex-

posure to remain an important piece 

of portfolios going forward. Separate-

ly, we are still de-emphasizing growth 

stocks (mostly technology) inside 

portfolios. While growth stocks tend 

to do well in periods of low economic 

growth, we believe current economic 

growth expectations that still remain 

above long-term trends will continue 

to be a headwind for growth stocks. 

While no one can predict how long 

the Russia/Ukraine war will last and 

what the ultimate impact will be on 

economic growth, we still believe it 

would be premature to change our 

outlook. We are maintaining a bias 

towards value stocks over growth 

stocks. Further, should interest rates 

continue to rise, growth stock valua-

tions will likely continue to feel some 

downward pressure.

Equity Portfolio Positioning

It is typical for corporate earnings 

to rebound mightily once the storm 

clouds have passed after a reces-

sion. Having now “anniversaried” 

from that strong rebound period af-

ter the pandemic-induced recession 

in February 2020, earnings growth 

expectations are naturally slowing. 

As of the end of Q1, consensus esti-

mates are for global corporate earn-

ings to grow well above the average 

earnings growth rate experienced 

in the three years leading up to the 

pandemic, and current 12-month 

forward earnings trends (Chart 5) 

are nearly matching the recovery 

pace following the much-deeper re-

cession in 2008-2009. Historically, 

stocks have proven to still perform 

well in periods of above-average 

growth, even when that growth rate 

is decelerating. Why are earnings still 

continuing to grow at a strong pace? 

That growth is generally aligned 

with economic growth expectations. 

Companies have largely been able 

to pass along to consumers high-

er expenses that are being inflated 

by wages and materials in order to 

maintain record-high profit margins. 

Consumers have been able to pay 

higher prices because of a desire 

to spend post-pandemic, the higher 

levels of excess savings that resulted 

from generous government stimulus, 

and the inability to freely spend over 

the past two years.

First Quarter 2022

Chart 5: Earnings Growth Moderating From Elevated Level

Source: MRB Partners

*U.S. dollars smoothed; source MSCI 

*Shaded for NBER-designated U.S. recessions
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Chart 6: Real Assets Outperforming and Growth Stocks Underperforming

Source: Morningstar
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The Federal Reserve (Fed) moved 

forward in March with its first 25 basis 

point increase of the Fed Funds rate.  

More importantly, persistent and 

higher inflation has forced the Fed 

to aggressively revise up its expecta-

tions for the pace of tightening over 

the remainder of the year. The Fed’s 

focus has shifted from achieving 

full employment to keeping current 

levels of inflation from becoming 

entrenched. The task ahead for the 

Fed is a difficult one. It has to tighten 

policy quick enough to keep inflation 

anchored, while not tightening so 

quickly that it kills economic growth.  

The Fed is now forecasting an addi-

tional six hikes by year end, up from 

zero last June.  Fed Funds Futures 

(proxy for bond market expectations) 

are expecting even more. This dra-

matic shift in the bond market has 

resulted in soaring borrowing costs. 

The U.S. Aggregate Bond Index 

which represents broad exposure 

to high quality Treasury, Mort-

gage-backed, and Investment-Grade 

Corporate Bonds, was down 5.9% 

for the quarter. This represents the 

worst quarterly drawdown since 

1980 (Chart 7). Coincidentally, the 

early 1980s was the last time inflation 

was above 7%, as measured by the 

Consumer Price Index (CPI).  

We Have Liftoff

A Fixed Income Market 

Update from Trust Point

Market Point

Inflation and central banks tightening have caused global bond markets 

to sell-off as yields have surged to new cycle highs. The drawdown in 

the bond market has occurred despite the Russia/Ukraine war and a 

correction in global equities, challenging the role of traditional fixed 

income in a diversified portfolio. Having a consistent process to allocate 

to the right fixed income opportunities has gained importance as returns 

have been challenged.

3 Month T-Bill 0.5% 0.0% 0.0% 2.4% 0.8%
2 Yr US Treasury 2.3% 0.7% 0.2% 2.3% 1.3%
10 Yr US Treasury 2.3% 1.5% 1.7% 2.4% 2.4% 

US Intermediate Treasuries -6.0% -6.0% -4.5% 1.4% 1.9%
US Treasury Inflation Protected Sec. -3.0% -3.0% 4.3% 6.2% 4.4%
US Mortgages -5.0% -5.0% -4.9% 0.6% 1.4%
US Short-Intermediate T/E Munis -5.0% -5.0% -4.4% 0.8% 1.5% 
US Investment Grade Corporates -7.7% -7.7% -4.2% 3.0% 3.3%
US Senior Bank Loans -0.1% -0.1% 3.3% 4.2% 4.0% 
US High Yield -4.5% -4.5% -0.3% 4.4% 4.6%

Int’l Bonds Ex-US (Hedged) -4.1% -4.1% -3.8% 0.9% 2.3%
Int’l Bonds (Unhedged) -6.2% -6.2% -6.4% 0.7% 1.7%

Emerging Market Debt (US Dollar) -9.3% -9.3% -6.2% 0.5% 1.7%

 Quarter-End 3 Mos. Ago 1 Year Ago 3 Years Ago 5 Years Ago

 3 Month YTD 1 Year (Ann) (Ann)

    3 Year 5 Year

US Yields (%)

FIXED INCOME BENCHMARK TABLE

Global Economic Activity

Source: Bloomberg, Morningstar

First Quarter 2022

Source: Bloomberg

Chart 7: Bloomberg U.S. Aggregate Index Quarterly Performance
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Market Point

Inflation is on the mind of many 

investors and policymakers, with 

the CPI rising to 7.9% in February, 

the highest level in 40 years (Chart 

8).  CPI has been heavily impacted 

from COVID-related demand shocks 

and supply-chain disruptions. More 

recently, surging commodity prices 

from the war in Ukraine has contrib-

uted to upward pressure on prices.  

Although we may not have seen the 

peak in CPI, we believe current lev-

els are unsustainable and we expect 

inflation to begin moderating in the 

coming months and quarters. We 

are seeing evidence of easing sup-

ply-chain disruptions and we expect 

the effects of COVID to continue to 

fade. Ongoing Fed rate hikes should 

also apply downward pressure on 

prices over time. We expect CPI to 

begin falling in Q2 (Chart 9).  With 

that said, we don’t expect to return 

to the sub-2% inflation of the last two 

decades but expect a more robust 

inflationary environment between 

3-4%. Wage pressure, food prices, 

and services are a few more per-

sistent measures of inflation which 

are likely to keep the number above 

trend. Last year we were early to 

recognize inflation risk and posi-

tioned portfolios accordingly.  That 

positioning continues to pay off, but 

we believe peak inflation is not far off.

When Will Inflation Peak?

Fundamental factors and numerous 

indicators drove our outlook last year 

that the Fed was behind the curve 

and should have been quicker to 

reflect the budding inflation and inter-

est-rate risk in the market. As such, 

we entered the year maintaining in-

flation hedges and positioned portfo-

lios with less interest-rate sensitivity 

(duration) than the broader market. 

We continue to diversify away from 

traditional core fixed income with 

multi-sector and credit strategies, 

offering higher yields and a lower 

duration profile. These strategies are 

also able to take advantage of oppor-

tunities arising from higher volatility. 

Short-term bonds have also become 

more attractive since short-term 

rates have risen with a flattening yield 

curve. Short-term bonds are able to 

provide the primary goal of principal 

protection with less interest-rate risk 

than traditional core fixed income. 

The environment is changing quickly 

and higher rates will ultimately lead 

to higher returns for fixed-income 

investors over the long run.  As such, 

the risk/reward profile for high quality 

bonds has improved considerably as 

inflation and the removal of ultra-ac-

commodative policy have repriced 

many segments of the bond market.

Fixed Income Portfolio Positioning

First Quarter 2022

Chart 8: U.S. Inflation - 40-year high of 7.9% in February.

Source: Bureau of Labor Statistics
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Chart 9: Inflation Should be Close to Peaking

Source: Pantheon Macroeconomics
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Market Point

Key Investment Themes

Macroeconomics

Asset Allocation

Fixed Income

Equities

• Structurally, Debt, Demographics, and Deglobalization may influence global growth and inflation for years

• Cyclically, global growth will moderate in 2022 but remain above trend. Pent-up demand in services is strong

• Structurally, policy support and healthier consumers & banks (vs  the  2010 decade) will lead to growth > perceived

• Biggest wild card: Inflation (and central banks’ reaction to it) + Ukraine/Russia conflict

• Medium to long-term, the risk/reward outlook still favors stocks vs bonds 

• Low bond yields & pricier equity valuations call for modest returns from financial assets over the next 3-5 yrs

• Global macro factors have important implications for various sub-asset classes / sectors

• Important to maintain a diversified approach and not let emotions dictate investment decisions

• Government bond yields remain low. They do not offer attractive value for long-term investors

• Higher inflation is forcing central banks to normalize policies. Avoid interest rate risk.  

• Geopolitical uncertainty will allow the U.S. dollar to stay strong ST despite LT downward pressure

• Strong growth and continued policy support will allow defaults and spreads to stay low/tight. Favor credit

• Equities benefiting from strong (but slowing) earnings growth  and the “lack of alternatives”

• Volatility has returned as investors question central banks’ intentions and assess the Ukraine/Russia situation

• 2021 earnings have been strong and have led to ongoing upward revisions of forward earnings estimates 

• Small-cap, value and int’l stocks offer good value in a cyclical expansion

First Quarter 2022
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Tactical Asset Allocation

Fixed Income

- Underweight + Overweight

Equity
Asset

Allocation

Growth

Large Cap

Information Technology

Value

Small Cap

Financials

Equity

Interest-Rate Risk

Government Debt

Developed Sovereign

Corporate Credit

Inflation Protection

Developing Markets

Fixed

Income

In the first quarter we took the opportunity to de-risk portfolios but are currently maintaining a slight bias to equities relative to fixed in-

come.  The equity portion of portfolios has maintained a bias toward cyclical, small cap and value sectors of the economy which have 

benefited from attractive valuations and broadening economic growth due to the combination of declining COVID cases, strong earn-

ings and policy support.  We have reduced corporate credit within fixed income but remain slightly overweight as monetary policy has 

tightened considerably with a focus on inflation.  We also maintained our inflation hedges and underweight duration given the prospects 

for rising interest-rates.  We continue to position portfolios to ensure that we can provide the best risk-adjusted returns without taking 

unnecessary risks.

Profile Summary

Tactical Asset Allocation

Individual client portfolio positioning, performance and transactions therein can vary greatly based on factors including investment strategy, objective, limitations, risk tolerance, time horizon, asset allocation and tax implications.

First Quarter 2022



You can’t time the markets, but you can get timely 
updates! Receive the latest investment insights 
delivered right to your inbox each week.

To subscribe, visit:
www.trustpointinc.com/weekly-market-update 



Market Point is a quarterly market commentary designed to provide you with an overview of economic conditions, as well as equity and 
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