May 6, 2022

Special points of
interest:

e A month of fear on Wall
Street produced notable
losses for both stocks and
bonds in the month.

e The Fed is now in a hurry
to end stimulus and get
ahead of high inflation by
raising interest rates and
shrinking its balance
sheet.

e ltis going to be tough on
stock and bond markets
for the next few months of
Fed rate increases, espe-
cially if we touch into a
recession.

o However, market results
year to date are average
for down years and may be

the set up for a positive
2023.
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The Markets in April 2022

It was a month of fear on Wall
Street, as concerns about high
inflation, rising interest rates, and
recurring geopolitical tensions
dominated headlines and created
market volatility. For the month,
the Dow Jones Industrial Average
lost 4.9% while the broader S&P
500 index dropped 8.8% (its
worst monthly loss since October
2008) and the tech-heavy Nasdaq
index fell a staggering 13.3%.

Unusually, market damage ex-
tended to bonds as well, continu-
ing a historic fixed income rout.
In April, the yield on the 10-year
U.S. Treasury note recorded its

biggest monthly increase since

2009, from 2.324% at the end of

The Look Ahead

Where do we go from here! Vola-
tility in early May has only in-
creased from April’s level as we
move from speculation about
what the Fed could do to the fact
of tightening monetary policy. It
is going to be tough in both stock
and bond markets over the next
few months as investors parse Fed
commentary and try to ascertain
how the economy will react. The

dreaded ‘R’ word (recession) has
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March to 2.885% at the end of
April. After claiming last year that
high inflation was ‘transitory’, the
Federal Reserve is now in a hurry
to end stimulus, both by raising
rates (50 bp this week) and by

shrinking its balance sheet.

Somewhat lost in the panic
around increased rates is the idea
that rate increases are contingent
on fundamental domestic eco-

nomic strength. To this point, the
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surfaced now as one possible
outcome to rising interest rates
and slower economic growth,
with some economists estimating

a 33% chance of this possibility.

U.S. economy added 428k jobs in
April, and the unemployment
rate remained steady at 3.6%
according to the Labor Depart-
ment. This report marked the
12th consecutive month of em-
ployment gains and underscores
the fact that labor gains are both
a driver of consumer strength and

higher wage-based inflation.

WHEN DID THINGS GO
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The Federal Reserve has deci-
sively shifted from accommoda-
tive stimulus (the party’s punch
bowl) to a tightening stance.

To put these events in a longer-
term perspective, though, it’s
helpful to realize that the market
correction we have seen to date is
actually normal. The chart here
shows that the S&P 500 index
has fallen 14% on average in
down years since 1980, in line
with current results. Instead of
considering this one of the worst
market starts to a year ever, maybe

we are just partying like it’s 20027
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Disclaimers:

This publication has been prepared by Marco Rimassa, CFP®, CFA. The author certifies that the views
expressed in this publication reflect the author’s current personal views about the investments or market/
economic conditions described in this report. The author also certifies that there has not been, is not, and
will not be direct or indirect compensation from any of the sources or investments described in this
publication for expressing the specific recommendation(s) and view(s) in this publication.

This publication does not constitute an offer or solicitation of any transaction in any securities referred to
herein. Any recommendation contained in this report may not be suitable for all investors. Although the
information contained herein has been obtained from recognized services, issuer reports or
communications, or other services and sources believed to be reliable, its accuracy or completeness
cannot be guaranteed. Any opinions, estimates, or projections expressed herein may assume economic,
industry, and political conditions and/or current conditions at the time of issuance, which are subject to
change. Any quoted price or value is as of the last trading session unless otherwise noted.

This information is being furnished to you for informational purposes only, and on the condition that it
will not form a primary basis for any investment decision. Investors must make their own determination
of the appropriateness of an investment in any securities referred to herein based on the legal, tax, and
accounting considerations applicable to such investors and their investing strategy. By virtue of this
publication, neither the author nor any owners, employees, or affiliated personnel shall be responsible for
any investment decisions based upon any of the information included herein.



