
Equity Market Update
Major broad based U.S. equity indexes posted mid‐single digit losses in the first quarter of 2022. The technology
heavy NASDAQ index fell almost 9% as investors tilted away from high growth companies. While the war in the
Ukraine certainly impacted markets in the first quarter, we believe that the Federal Reserve’s plan to aggressively
raise interest rates was the key driver of market weakness.

Developed International indexes recorded losses in line with U.S. markets. It was encouraging that European
markets held up fairly well given the larger impact of the war on their economies. Emerging market (EM) indexes
continue to be weak as China posts slowing economic growth associated with the recent COVID induced shutdown.
Also, Russia is included in EM indexes, and the Russian market was down over 80% in the first quarter before it was
shut down in March.

As we suggested in our outlook last quarter, we expected markets to take a pause after such a strong run over the
past decade. Markets have held up well considering that they have had to contend with a major conflict in Europe
along with the prospect of higher interest rates and continued high inflation. The key determinants of market
performance going forward will be the length of the Ukraine war, the interest rate path and how long inflation
stays at elevated levels.
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Total Return Performance for the 

Major U.S. and International Stock Market Indexes

Equity Index
YTD

March 31, 2022

United States

Dow Jones Industrial Avg.:  

30 Stock Composite
‐4.10 %

S&P 500 Composite:  U.S. Large Cap ‐4.60 %

NASDAQ Composite:  Technology 
Heavy

‐8.94 %

S&P 600 Small Cap:  U.S. Small Cap ‐5.64 %

International

MSCI EAFE Large Cap:  

Europe, Asia & Far East Large Cap
‐5.77 %

MSCI EAFE Small Cap:

Europe, Asia & Far East Small Cap
‐8.43 %

MSCI EM Emerging Market:

Emerging Market Countries
‐6.99 %

Source:  Bloomberg, L.P.
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Economy
The graph below highlights that over the last 20 years we have had two large economic contractions. The blue
dotted line highlights trend line growth of 2.0% during this period. After two very difficult recessions resulting from
the financial crisis in 2007‐2008 and then the COVID pandemic in 2020, the U.S. economy bounced back. It is
important to remember that the sun does come out eventually no matter how gray the skies are today.

We don’t candidly know whether we will enter an economic recession later this year or in 2023. We do know that
we will eventually have a recession as that has always been a part of the business cycle. Rather than spending time
machinating on when the next recession will occur, it is better to focus on the fact that you should never count out
the U.S. as Warren Buffet likes to say. The default case in the U.S. economy is growth, interrupted occasionally by
contractions, not the other way around.

Source: JPMorgan Guide to the Markets 3/31/2022

Inflation

Unfortunately, inflation remains a problem for the consumer and the general economy. No one can honestly say
how long elevated inflation will be with us, although it seems like a safe bet that it won’t be going away anytime
soon. Economic impacts from COVID and now the Ukraine war have interrupted the low inflation environment we
have enjoyed for many years.

World monetary authorities are raising interest rates in an attempt to slow inflation growth. It will take a while to
see if they have an impact and the fear is that outsized interest rates may induce a recession. A lot to consider and
we are cognizant of the fact that monetary authorities may not be able to navigate an economic “soft landing” and a
recession over the next year is a real possibility.
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U.S. Equity Market Outlook
Price‐to‐earnings (PE) ratios have an impact on long‐term market returns. Higher PE ratios, all else
remaining equal, tend to result in lower future returns. Conversely, lower PE ratios generally result in
stronger future returns. Some market analysts have posited that since PE ratios are currently higher than
the long‐term average, this will result in lower market returns going forward.

The graph below illustrates that the current forward median 12‐month PE of the S&P 500 is higher than
the 25‐year average. The green line shows that valuations, while higher than the long‐term average, are
not outlandishly high. More importantly, the valuation spread has widened dramatically indicating that a
handful of companies are trading at high valuation levels. A large number of companies in the S&P 500
are trading at reasonable valuations as they have already pulled back dramatically, with many stocks down
20% or more from their highs. We would emphasize that a lot of the negative news is already priced into
many stock valuations. If we can reach peace in Europe and get inflation under control, we are optimistic
that the market can stabilize and eventually work higher.
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International Equity Market Outlook

International equities have performed in line with their U.S. counterparts this year after lagging in recent years.
We ae encouraged by this as Europe copes with the economic fallout from the Ukraine war. In addition, China has
shut down portions of their economy again due to a recent rise in COVID cases. This indicates that investors are
looking through these events toward a brighter future.

It is important to remember that markets are always looking forward and current news is typically already largely
priced into markets. As the bad news related to the war and commodity inflation eventually recede you will see
markets firming as investors shift their attention to the improving economic backdrop.

Source: JPMorgan Guide to the Markets 3/31/2022  



Fixed Income
The bar chart below highlights that while 10‐year Treasury yields have risen recently, inflation has risen even faster,
causing real yields (nominal yield – inflation) to fall to levels not seen since the 1970’s. This has caused the Federal
Reserve to communicate their intent to raise rates over the coming months. We do not believe that the Fed will
ultimately raise rates to a level at or near inflation for the foreseeable future, keeping real yields negative.

Source: JPMorgan Guide to the Markets 3/31/2022

Summary
Equities and Fixed Income have both been under pressure in 2022. Only commodities have proven to be a port in
the storm. Keep in mind that a lot of the bad news is already being priced into markets. Historically markets
rebound before the bad news stops arriving. Also, the market never rings a bell that the market has reached its
lows and the coast is clear to invest. Successful long‐term investing requires patience and perseverance.

We are encouraged that equity markets have held up as well as they have given the plethora of negative headlines.
After such a strong equity market over the last decade we are not surprised that the market has pulled back in
2022. We still see equities as attractive as they have historically been an excellent asset class during inflationary
times, and the market pullback we are weathering has resulted in many stocks becoming attractively valued.

We expect fixed income yields will continue to rise in 2022, as the Fed has signaled their intent to methodically
raise rates. While the decline in bond prices is painful, remember that proceeds are being reinvested at higher
rates which will pay off later. After many years of low yields, newly issued bonds at higher interest rates are
providing the salve to the wounds from the decline in current bond prices.
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