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An Economic and Market 

Update from Trust Point

The second quarter of 2022 was a difficult period for both stocks and 

bonds. Mounting concerns over economic growth added to an already 

hot inflationary backdrop in 2022, triggering fears that we may be 

entering a recessionary environment. Recession or not, we are likely 

entering a more difficult phase of the cycle, and as a result, markets are 

likely to remain volatile. Defense is playing an increasingly greater role 

in how we are positioning clients’ portfolios in this environment. To learn 

more about what the rest of 2022 may bring, please read on.

At this time, we foresee a mean-

ingful economic slowdown ahead 

(Chart 1). Our analysis shows 

that economic growth should, in 

fact, slow well into 2023. We also 

believe that the regions with the 

closest proximity and the greatest 

economic ties to Russia will ex-

perience the largest decline in 

economic growth in the months 

and quarters to come. The United 

States remains more insulated, 

given a still healthy labor market 

and large excess savings, but even 

in the U.S., cracks are starting to 

appear in the housing market, in 

the confidence surveys, and in the 

new orders data. While the U.S. 

could ultimately avoid a recession, 

the global economy and Europe, in 

particular, likely will not.  Fortunate-

ly, the type of recession likely ahead 

will most certainly be triggered by 

over-tightening of monetary policy. 

A “central-bank-led” recession has 

historically been associated with 

a milder and shorter contraction 

in economic growth and a smaller 

equity drawdown than a “financial” 

recession, such as the one we 

experienced in 2008-09.

Growth Likely to Weaken for Longer Than Inflation Stays Elevated

Dollar Index Level June 104.7 98.3 92.4

 As of Actual 3 Mos. Ago 1 Year Ago

ISM Manufacturing (>50 = Expansion) June 53.0 57.1 60.9

ISM Non-Manufacturing (>50 = Expansion) June 55.3 58.3 60.7

Non-Farm Payrolls June 372k 398k 557k

Unemployment Rate June 3.6% 3.6% 5.9% 

CPI Ex-Food & Energy (yoy) May 6.0% 6.4% 3.8%

JP Morgan Global Manufacturing Index 

(>50 = Expansion) June 52.2 52.9 55.5

JP Morgan Global Services Index 

(>50 = Expansion) June 53.9 53.4 57.5

US Economic Activity

KEY ECONOMIC DATA

Global Economic Activity

Source: Bloomberg

Source: Piper Sandler & Co.

Chart 1: Slower Economic Growth Ahead
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Despite more volatile markets year-

to-date and a gloomier short-term 

economic outlook than in some time, 

it is important to understand that 

long term, it is time in the markets 

that works and not market timing. 

Over the last 20 years, the average 

investor on their own has achieved 

a relatively mediocre 3.6% annual-

ized return, compared to 7.4% for a 

balanced portfolio of 60% stocks and 

40% bonds (Chart 2). The results 

from this famous Dalbar study are 

not unique to the time period covered 

here but are consistent over time. Un-

fortunately, poorly timed investment 

decisions, often emotionally driven, 

are mostly responsible for the differ-

ence in returns. Every investor knows 

that buying low and selling high is 

what should be done, but unfortu-

nately most investors do the exact 

opposite, time and time again. They 

exit their investments well after a de-

cline has already started and sit on 

the sidelines for far too long, there-

fore missing out on most of the ap-

preciation in prices on the way back 

up. Regardless of the reasons behind 

a bear market, it is important to re-

member that bear markets don’t last.  

They never do, and we strongly be-

lieve that this time will be no different. 

Fourth Quarter 2020

Now the good news. Given the signif-

icant repricing in both stock and bond 

markets during the first six months of 

the year, we have updated our long-

term capital market assumptions to 

reflect these material changes (Chart 

3). Capital market assumptions are 

the expected returns of various sub 

asset classes over an extended pe-

riod of time (10 plus years). Because 

the market repricing year-to-date has 

been broad-based across almost all 

fixed income and equity sub asset 

classes, it has not created “relative” 

buying opportunities across sub as-

set classes but has made all sub as-

set classes more attractive than they 

were earlier this year. Bottom line, 

everything got cheaper and more at-

tractive all at once for the long-term 

investor. Global stock return fore-

casts for the next 10 plus years are 

up about 1% per annum and global 

bond return forecasts are up about 

1.5% per annum compared to what 

they were at the beginning of the 

year. As a result, a 70% equity / 30% 

fixed income portfolio, for example, 

has seen its 10-year forecasted re-

turn increase from 5.8% to 6.9% over 

the past 6 months.  Although we ex-

pect volatility to stay elevated in the 

short term, we strongly encourage in-

vestors to remain patient and think of 

the recent market decline as a long-

term opportunity rather than a threat.

When Markets are Down, Long-Term Return Expectations Go Up 

(Not Down)

Resist the Urge to Take Irrational Actions During Market Turmoil

Market Point Second Quarter 2022

Chart 2: Investors Are Their Worst Enemies

Source: Bloomberg, FactSet, Standard & Poor’s, J.P. Morgan Asset Management; (Bottom) Dalbar Inc, MSCI, NAREIT, Russell.
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Chart 3: Long-Term Return Expectations Are Up Significantly YTD

Source: Trust Point
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Retreating to the Bear’s Den

A bear market is defined as an in-

dex that falls 20% or more from its 

most recent peak and is thought of 

as investors “hibernating” during 

rough patches. Global stocks en-

tered this “den” on June 13 and 

have, so far, declined as much as 

24% from their January peak. As is 

discussed elsewhere in our news-

letter, central banks raising interest 

rates have been the catalysts for 

mounting concerns of slowing eco-

nomic growth later this year and 

into 2023. In turn, investors have 

reacted by aggressively selling 

stocks, and particularly those that 

became richly-valued during the 

pandemic. The pandemic darlings, 

such as “stay-at-home” stocks in-

cluding technology stocks, along 

with the more speculative assets 

such as cryptocurrencies and 

day-trader stocks, have lost consid-

erable value year-to-date. Despite 

a meaningful decline already this 

year, we are still only six months 

into this bear market. Going back 

almost 100 years, the average du-

ration of bear market downturns 

has been 11 months (Chart 4). If 

history is a guide, this may not be 

over yet. And that means patience 

and discipline will be important in 

the months to come.

An Equity Market 

Update from Trust Point

Market Point

In Q2, the S&P 500 index declined 16.2% while the MSCI ACWI                     

ex-U.S. index fell 13.7%. Central banks’ aggressive actions to raise 

interest rates have led to worries about economic growth slowing and a 

possible recession, driving equity markets sharply lower. 

S&P 500 3,785 4,530 4,298 2,942 2,423

Dow Jones Industrial Average 30,775 34,678 34,503 26,600 21,350

NASDAQ 11,029 14,221 14,504 8,006 6,140

US Large Cap Growth -20.9% -28.1% -18.8% 12.6% 14.3%

US Large Cap Value -12.2% -12.9% -6.8% 6.9% 7.2%

US Mid Cap Growth -21.1% -31.0% -29.6% 4.3% 8.9%

US Mid Cap Value -14.7% -16.2% -10.0% 6.7% 6.3%

US Small Cap Growth -19.3% -29.5% -33.4% 1.4% 4.8%

US Small Cap Value -15.3% -17.3% -16.3% 6.2% 4.9%

International Large Cap Developed (US Dollar) -14.5% -19.6% -17.8% 1.1% 2.2%

International Small/Mid Cap Developed (US Dollar) -17.7% -24.7% -24.0% 1.1% 1.7%

Emerging Market (US Dollar) -11.5% -17.6% -25.3% 0.6% 2.2%

 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

Second Quarter 2022

Source: Bloomberg

Chart 4: S&P 500 Bear Market Durations

Average duration = 11 months
Median = 8 months
Current = 5 months
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Could the Market Drawdown Get Even Worse?

Market Point

Despite equity valuations falling con-

siderably this year, earnings growth 

expectations have remained surpris-

ingly resilient. Therefore, the con-

traction in equity valuations appears 

more closely related to the rise in 

interest rates and not (yet) an earn-

ings contraction. S&P 500 earnings 

growth expectations still remain in the 

high single digits for 2022 and have 

remained relatively stable year-to-

date. This is largely due to companies 

still experiencing strong demand, 

thus creating the ability to success-

fully pass along price increases to 

end users. However, rapidly declining 

consumer confidence and the pinch 

from higher prices in general may 

soon trigger a retrenchment in con-

sumer spending. Falling demand 

would put downward pressure on 

profit margins and earnings growth 

expectations would fall, with stocks 

likely to fall more in such a scenario. 

There is recent data that suggests 

analyst revisions for earnings growth 

are becoming more pessimistic 

(Chart 6), which is a potential trend 

worth watching. We will be analyz-

ing the data closely and listening to 

corporate management teams in the 

coming weeks for signs of stress in 

corporate America and abroad.

How the Stock Market Could Fall Further

In one word, yes. We know that the 

markets have already reached bear 

market territory. In nine periods since 

1945 when the slide from the peak to 

the ultimate bottom did not exceed 

a 40% drop, the average S&P 500 

decline is 28%. In the three periods 

when markets declined more than 

40% from peak to trough, the aver-

age decline was 51% (Chart 5). We 

acknowledge that this is a very sober-

ing figure. However, if we consider the 

different types of recessions, a “cen-

tral-bank-led” recession feels most 

applicable to today’s environment. As 

mentioned earlier, a “central-bank-

led” recession is prompted by an 

over-tightening of monetary policy, 

usually resulting in mild economic 

contractions. “Central-bank-led” re-

cessions are typically short-lived with 

an average equity drawdown of about 

25% historically. This contrasts with 

other, more severe types of reces-

sions, such as the tech crash in 2000-

02 and the Great Financial Crisis in 

2008-09 that were born out of large 

structural imbalances and financial 

bubbles. Today feels most reminis-

cent of the period of 1979-1980 when 

inflation ran hot and the Fed had to 

play catch-up. Unlike the 1979-1980 

period, though, we believe that the 

Fed will succeed more quickly this 

time around in slowing growth and        

inflation.

Second Quarter 2022

Chart 6: Analysts’ S&P 500 Earnings Upgrades vs Downgrades

Source: Citi, The Daily Shot

Citi ERI US: Analysts’ Upgrades vs. Downgrades
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Chart 5: Average Declines in Different Sell-Off Regimes

Source: Fiducient Advisors, Guggenheim Investments, as of March 3, 2022; S&P 500 Index is shown
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The Federal Reserve failed to 

recognize broadening inflationary 

pressures in 2021 and is now well 

behind the curve.  Inflation in the 

U.S., when measured using the 

Consumer Price Index (CPI), con-

tinues to run at 40-year highs, which 

the Fed has recently deemed unac-

ceptable. Because of inaction last 

year, the Fed now has little choice 

but to hike rates aggressively and 

has “unconditionally” committed 

to tighten monetary policy. Inter-

est rate hikes are the Fed’s best 

policy tool to dampen inflationary 

pressure, but this process should 

have started last year to keep the 

economy from overheating. So far 

this year, the Fed has hiked rates by 

1.5% and is on pace for the quickest 

policy tightening since 1988 (Chart 

7). Market expectations for year-end 

are calling for a Fed Funds rate of 

nearly 3.5%, implying an additional 

2% of rate hikes in just the second 

half of this year. The “unconditional” 

tightening of policy implies that even 

in the face of increased probabilities 

of a recession, the Fed will remain 

committed to tighten policy in an 

attempt to bring inflation back to its 

target level. This rapid and uncon-

ditional shift in the expected path 

of interest rate hikes has been the 

catalyst for fixed-income volatility 

and the surge higher in bond yields 

(Chart 8).

The Federal Reserve is Behind the Curve

A Fixed Income Market 

Update from Trust Point

Market Point

The 10-Year U.S. Treasury yield rose from 1.5% to 3% in the first half 

of 2022, making the last six months one of the worst periods on record 

for the bond market. However, the re-pricing of fixed-income securities 

has restored a great deal of value in high-quality bonds. Forward-looking 

return expectations have been revised higher as investors should expect 

higher income and better diversification benefits from traditional fixed 

income.

3 Month T-Bill 1.6% 0.5% 0.0% 2.1% 1.0%

2 Yr US Treasury 3.0% 2.3% 0.3% 1.8% 2.5%

10 Yr US Treasury 3.0% 2.3% 1.5% 2.0% 2.3% 

US Intermediate Treasuries -3.4% -9.2% -9.5% -0.9% 0.9%

US Treasury Inflation Protected Sec. -6.1% -8.9% -5.1% 3.0% 3.2%

US Mortgages -4.0% -8.8% -9.0% -1.4% 0.4%

US Short-Intermediate T/E Munis -0.8% -5.8% -5.7% 0.0% 1.1% 

US Investment Grade Corporates -7.3% -14.4% -14.2% -1.0% 1.3%

US Senior Bank Loans -4.5% -4.6% -2.8% 2.1% 2.9% 

US High Yield -10.0% -14.0% -12.7% 0.0% 2.0%

Int’l Bonds Ex-US (Hedged) -4.6% -8.5% -8.4% -1.7% 1.3%

Int’l Bonds (Unhedged) -8.3% -13.9% -15.2% -3.2% -0.6%

Emerging Market Debt (US Dollar) -10.5% -18.8% -19.2% -4.3% -1.0%

 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 Yields (%)

FIXED INCOME BENCHMARK TABLE

Global Economic Activity

Source: Bloomberg, Morningstar

Second Quarter 2022

Source: Daily Shot

Chart 7: Markets Are Pricing In a Rapid Rate Hike Cycle
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Market Point

Inflation has evolved considerably this 

year and as mentioned elsewhere, will 

remain the key driver of monetary pol-

icy over the next few quarters. COVID 

supply imbalances led the inflationary 

surge, and that pressure had been 

easing until secondary supply shocks 

from Russia’s war on Ukraine along 

with China lockdowns created a more 

drawn-out shortage of goods, energy 

and food. Shelter and services price 

increases also contributed to more 

persistent and stickier inflation than 

the Federal Reserve expected. The 

good news is that we see a moder-

ation in inflation ahead.  Although the 

headline measure of CPI has not yet 

peaked, other core measures, which 

the Fed views as better predictors 

of future inflation, have continued to 

move lower off recent peak levels. 

There are signs such as the slowing 

housing market, declining consumer 

confidence, and easing supply disrup-

tions that indicate tighter Fed policy is 

starting to work. However, the path to 

lower inflationary pressure is likely to 

remain choppy as the Fed is to some 

extent attempting to resolve supply 

shortages by decreasing demand. 

Consumers are starting to feel the 

pinch of higher interest rates along 

with higher prices at the pump and 

the grocery store, and businesses 

have less pricing power than they did 

last year. The bottom line is that it will 

be difficult for prices to continue to rise 

at the same pace when the economy 

is expected to weaken considerably. 

Expect inflation to moderate in the 

coming quarters (Chart 9).

Is Inflation Coming or Going?

The first half of the year was painful, 

one for the record books. Our fixed-in-

come exposure avoided the worst of 

the bond market rout by utilizing infla-

tion hedges and positioning portfolios 

with less interest rate risk than the 

broader market. However, we were 

not immune to the weakness as there 

was really nowhere to hide in the bond 

market. The silver lining is that the 

full rate hike cycle has already been 

discounted in fixed-income securities 

and most of the pain is behind us. 

Forward-looking returns have been 

given a much-needed positive boost 

as high-quality bond yields have dou-

bled this year in anticipation of higher 

policy rates from the Fed. As we start 

the third quarter, forward-looking re-

turns are much more compelling, and 

the bond market has already begun 

to consolidate with prices starting to 

recover. Overall, while painful over the 

short term, a great deal of value has 

been restored and we are optimistic 

that the bond market is likely to expe-

rience more gains and less pain in the 

coming quarters.

From Pain to Gain

Second Quarter 2022

Chart 9: Inflation & Fading Gov’t Stimulus Have Left Consumers With  
Less Disposable Income

Source: BCA Analytics
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Chart 8: U.S. Treasury Yields Have Surged Higher in the First Half of 2022

Source: Bloomberg
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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 is moderating. Recession risks have increased

• Structurally, healthier consumers & banks (vs  the  2010 decade) should lead to good growth

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

• Medium-term, the risk/reward outlook no longer favors any particular asset class 

• Recent rise in bond yields & decline in equity variations have improved the return outlook 3-5 yrs out

• 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 have risen and have become increasingly attractive

• Higher inflation is forcing central banks to normalize policies quickly

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

• Healthy B/S and cashflows should allow defaults to stay relatively low. Favor credit from a structural           

standpoint

• Equities are no longer benefiting from the “lack of alternatives”.  Uncertainty has increased

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

• Despite a good earnings season in Q1/22, 2022 and 2023 earnings estimates have been trending lower and remain 

at risk

• Defensive stocks offer good relative value in the current environment

Second Quarter 2022



Market Point

Tactical Asset Allocation

Neutral Stocks 
vs. Bonds

- Underweight + Overweight

Neutral Stocks 
vs. Bonds

Asset
Allocation

Growth
Large Cap

International Equity

Value
Small Cap

Domestic Equity
Equity

Foreign Debt
Corporate Bonds

Developed Sovereign

Securitized
Inflation Protection
Developing Markets

Fixed
Income

In the second quarter, we looked to de-risk portfolios further as the medium-term outlook no longer favors any particular asset class.  

The equity portion of portfolios has maintained a bias toward value stocks while continuing to favor defensive characteristics.  Due to 

rapid monetary policy normalization, our underweight duration and inflation hedges have worked well.  However, we have taken ad-

vantage of higher yields, increasing duration and reducing inflation hedges, as inflation is likely to come down in the second half of the 

year.  A great deal of value has been restored in fixed income and equity markets; we continue to position portfolios to ensure that we 

can provide the best risk-adjusted returns without taking any 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.

Second 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 

fixed income market summaries for the quarter. 

This commentary is offered by the Investment Management team. The individuals contributing to Market Point are pictured from left to 

right: Randy Van Rooyen, CFA®, Yan Arsenault, CFA®, CAIA®, Ryan Bergan, MBA, Steve Brudos, Brandon Hellenbrand, CFA®, Brett 

Sebion, Christine Doll and Nolan Gaffney. Please feel free to contact any team member with questions.

The opinions herein are those of Trust Point Inc, are made as of the date of this material, and are subject to change without notice. Trust Point uses its best efforts to compile its data from reliable sources, 

however, it does not warrant the accuracy, completeness or timeliness of any of the information provided. This publication is prepared for general information only. This material does not constitute invest-

ment advice and is not intended as an endorsement of any specific investment. Investors should seek advice regarding the appropriateness of investing in any securities or investment strategies discussed 

or recommended in this report and should understand that statements regarding future prospects may not be realized. All investing involves the risk of loss, including principal, a reduction in earnings, 

and the loss of future earnings. Past performance is no guarantee of future results. Individual client portfolio positioning, performance and transactions therein can vary greatly based on factors including 

investment strategy, objective, limitations, risk tolerance, time horizon, asset composition, asset allocation and tax implications.
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