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» Fed Raises Rates
» Inflation Still Persistent

» U.S. GDP Contracts in Q1

CAPITAL MARKETS UPDATE

Performance of the S&P 500 Index struggled in April and
declined over -8%, bringing the total year-to-date decline

to almost -13%. Concerns about rising inflation contributed

to the selling of stocks, as those with higher multiples were
especially hit hard. Investors rapidly sold their positions in these
companies in favor of those with more solid fundamentals given
the uncertain economic outlook. Companies in the tech-heavy
NASDAQ Composite were especially targeted, with some
experiencing as much as a -40% fall. The index experienced its
worst-performing quarter since 2008.
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Recession

On average, the guidance and outlook provided by corporations
was grim and caused some to fear stagflation, which is a slowing
economic environment combined with rising inflation. In April, all
the S&P sectors move lower except for consumer staples, which
climbed +2%. Widely held large, mid, and small-cap benchmarks
for both growth and value styles also posted negative returns for
the month. The 10-year U.S. Treasury yield climbed nearly 3%, as
the performance of the Bloomberg U.S. Aggregate Bond Index
fell more than -3% for the month and -10% year-to-date in one

of the worst fixed-income environments that investors have

ever experienced.
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EMPLOYMENT SITUATION

Nonfarm payrolls added 467,000 jobs, missing the consensus
estimate of 510,000 in January. The unemployment rate also
rose slightly from 3.9% to 4.0%. According to the Bureau of
Labor Statistics, there were 68.9 million people in the U.S. that
separated from their employer in 2021. Out of this number, 47.4
million workers voluntarily quit their job. Economists are calling
this event “The Great Resignation.” This has caused staffing
shortages across the economy that range from the most basic to
the most skilled positions in the workforce. There are now more
than 10.9 million job openings in the United States.

The lack of staffing has forced some factories and businesses
to operate with fewer employees. Even worse, are those
companies that cannot stay open during their regular business
hours because they do not have the staff necessary to function.
Despite all of this, productivity as measured by GDP exceeded
expectations for the fourth quarter of 5.5% with a result of 6.9%.

FEDERAL RESERVE

The Federal Reserve got investors’ attention after providing
details on their path on monetary policy. The committee stated
that they are committed to containing inflation and implemented
a 0.50% increase in the Federal Funds overnight lending rate at
their May meeting. This raised the target range to 0.75-1.00%,
which was in line with investors’ expectations. It was the largest
single increase in interest rates by the Fed since May 2000. In
addition, they set the expectation that it is likely there will be rate
increases at each of the remaining meetings in 2022. According
to Bloomberg, the market is currently pricing in the likelihood
that there will also be 0.50% increases at the FOMC’s June and
July meetings before the committee regroups for the remainder
of their meetings in September, November, and December.
Additionally, the FOMC minutes from the March meeting stated
that the committee would be reducing the size of its balance
sheet by up to $95 billion in assets per month. Interest rates of
longer-term maturities spiked on the news.

U.S. ECONOMY CONTRACTS IN FIRST
QUARTER

Although economists provided consensus estimates of an
expected growth rate of +1.1%, the U.S. economy sputtered
during the first quarter of 2022 as GDP unexpectedly contracted
by -1.4% quarter over quarter. There were two main reasons

for this decline. The first surrounded a substantial reduction

in gross private domestic investment growth from +36.7% to
just +2.3%. This is a measure of the investment of domestic
businesses within their own country. The other major factor was
a reduction in the number of exports leaving the country. In the
first quarter, there was a -5.9% decline in exports compared to
the fourth quarter.

Domestically, signs of economic strength weakened in April

as the Institute of Supply Management Survey index levels
declined. The ISM Manufacturing PMI index fell below estimates
of 57.6 to a level of 55.4 for the month. This is down from March’s
index level of 57.1. Service-oriented companies represented

by the ISM Non-Manufacturing PMI index also fell short of
consensus estimates of 58.5 for April, reporting an index level of
571. While these measures were short of expectations, they did
still show expansion. Any level above 50 shows growth.

LABOR SHORTAGE CONTINUES

The labor shortage in the U.S. continues to expand. In March,
205,000 additional openings were added to bring the total to
11.6 million job openings. This is the highest level since this data
started being recorded in December 2000. One contributor to
this shortage continues to be those that voluntarily quit their job.
In March, the number of Americans that quit their job reached
atotal of 4.53 million. The good news is that the U.S. economy
added 428,000 jobs in April, above estimates of 391,000. All
employment sectors saw gains with leisure and hospitality
adding the most hires.

RUSSIA AND UKRAINE

The uncertainty surrounding the war between Russia and
Ukraine also provides uncertainty for investors. The region’s
energy and food markets are disrupting supply chains and
increasing prices, adding to the already high global inflation. The
economic impact of this war will take years before the full impact
is determined. Ukraine continues to reach out to members of
NATO for military equipment and financial support. The U.S. has
provided a total of $2 billion in security assistance to Ukraine
since January 2021.

HOUSING PRICES SOAR

Single-family housing prices in the U.S. climbed at a record pace
of +20.2% year-over-year in February. The S&P Core Logic Case-
Shiller index showed that all 20 cities represented increased by
double digits. This was the highest monthly increase since the
inception of the index in 2000. This along with rising costs due
to higher interest rates contributed to a decrease in affordability
and contributed to new home sales falling in March by -8.6%
month over month.

COVID-19 UPDATE

The CDC provided an updated analysis of the COVID-19
pandemic that is suggesting the U.S. is closer to achieving
herd immunity. According to their new study, 58% of the U.S.
population now has antibodies from previously contracting

the disease. This does not include anyone that has antibodies
from immunotherapy or a vaccine. The omicron variant saw

an unprecedented spread in January and February of 2022,
increasing the percentage of the population with antibodies
from just 34% in December. The data showed that the segment
responsible for the biggest increase was children between ages
5 and 17, which were the most recent age group that received
approval for the COVID-19 vaccine.
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