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Stagflation

Source: Bloomberg as of October 27, 2022

Growth                                                                                   Inflation

• 2022 growth expectations have decreased while inflation expectations have moved higher.

• Historically this situation is rare.

• Recession risk is growing.
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Unprecedented Simultaneous Decline in Stocks and Bonds

Returns in USD. Source: Bloomberg. As of 10/26/22

• Commodities and the dollar are the only major asset classes in positive territory YTD.

• U.S. stocks and bonds declined for three consecutive quarters, the first time since 1976.

Asset class performance: YTD as of October 26
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Volatility Falling from Recent Highs, but Still Elevated

As of 10/26/2022. Source: FactSet.

Year
# of +/- 1% 

Market Moves

% of 

trading days

2022 104 50%

2021 55 22%

2020 110 46%

2019 38 15%

• YTD 50% of trading have experienced +/- 1% moves.

• The VIX, a measure of the stock market’s volatility, has been on the rise in recent weeks, but has yet to pierce 40 – a level 

often associated with market capitulation.



MARKET AND ECONOMIC OUTLOOK GYF ANNUAL CPE DAY

11/03/2022 3

5

WI-306427

Investors Remain Pessimistic 

Data as of 10/27/22. Source: Bloomberg

• In late September, bearish sentiment, expectations that stock prices will fall over the next six months, hit a high of 60.9, 

the highest level since 2009.

• Currently, bearish sentiment is at 46, still well above its historical average of 30.5.

• History tells us that when sentiment is this bearish, it is often a good contrarian opportunity for medium to long-term 

investors.
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Business Sentiment Near Record Lows

Monthly data as if September 30, 2022. Source: Bloomberg.

• Small business optimism in the U.S. remains near historical lows and below the troughs in prior recessions. 

NFIB Small Business Outlook for General Business Conditions 
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Blame Sticky Inflation

Source: Bloomberg. Data as of 10/27/2022.

• Inflation has remained elevated for longer than markets and central banks expected.

• Core inflation is historically elevated and has yet to peak across several major global economies.

• Central banks need to see both headline and core inflation moving consistently lower to consider adjusting policy.
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Driving a Global Monetary Tightening Cycle

Source: Bloomberg. As of 10/27/22

• Led by the U.S., central banks are tightening policy globally.

• The breadth of tightening across the world is historically rare.  
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And a Global Growth Slowdown

Source: Bloomberg. As of 10/27/22

• The global growth slowdown is accelerating. 

• The percentage of global economies with PMIs in contraction (<50) has risen sharply since June. 

• 57% of manufacturing PMIs and 45% of services PMIs are in contraction.

• The NY Fed weekly economic growth index (a proxy for GDP growth), while still positive, continues to slow.

• Slower economic growth, a stronger USD, and the lagged impact of higher interest rates will drive earnings lower.

2.2%

% of global countries with PMI <50 (in contraction)          NY Fed weekly economic growth index
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Leading to Extreme Moves In Currencies

Source: Bloomberg. As of 10/27/22

• The USD has gained 15.5% YTD to the highest in over 2- years.

Majors dollar index                                                  
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And Extreme Moves in Yields

Source: FactSet. As of 10/26/22

• The yield on the U.S. 2 year Treasury has risen more than 3.7% YTD to the highest in 15 years.

• The yield on the U.S. 10 year Treasury pierced the 4.0% level for the first time since 2008.
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12 As of 10/28/2022. Source: Bloomberg.

Creating Attractive Opportunities in the Municipal Bond Market
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• Selling pressures have created dislocations in the municipal bond market.

• Intermediate municipal bond yields are the most attractive in 10 years.
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Mortgage Rates Advance to a 20-year High

Source: FactSet. As of 10/27/22

• 30-year mortgage rates have surged over 7%, it’s highest level since 2001.

• The rise in mortgage rates has led to a significant decline in mortgage loan applications.
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Housing Market Weakness

As of 10/20/22. Source: FactSet

1

4

• September existing home sales fell for an eighth straight month to a seasonally adjusted annual rate of 4.7 million units. On an

annual basis, existing home sales are down 23.8%.

• Pending home sales fell 2.0% to 88.4 in August, the lowest level since 2020.
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The Job Market is Still too Tight but Showing Signs of Easing

Source: Bloomberg. As of 10/27/22

• Despite slowing economic growth and depressed sentiment, the job market remains tight.

• The number of job openings per unemployed has fallen from 2 to 1.7 but remains above the pre-Covid level of 1.2.

• A tight labor market is keeping upward pressure on wages, a key component in services inflation which has yet to peak.

1.7

2.0

Number of job openings per unemployed person in the US

1.2
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Keeping Fed Funds Forecasts Elevated

Source: Bloomberg. As of 10/27/22

• Expectations for the Fed funds rate rose sharply after the release of the September CPI report. 

• From a current level of 3-3.25%, the Fed funds is expected to peak at 4.8% in May 2023 and fall to 4.4% by year-end.

Year-end Fed funds futures (%) forecasts: 2022 and 2023

4.40%
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Fixed Income Volatility Driving the Moves In Equities 

For chart on right: rate vol – MOVE index; equity vol – VIX index; FX vol – JPMorgan global FX vol index. Source: FactSet and Bloomberg as of October 27, 2022

• Volatility has been historically elevated in fixed income and currencies driven by the global monetary tightening cycle.

• FX and fixed income volatility has diverged from equities.

• We would need to see the gap to narrow, meaning the VIX (equity vol) to capitulate higher or fixed income vol to 

decrease, to feel more comfortable a market bottom is starting to form.

Market volatility: interest rates, equities, and FX
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Equity Valuations not as Stretched

Source: FactSet as of October 27, 2022.

• The S&P 500 PE has fallen sharply YTD to below its 25-year average.

• Peak interest rates could help stabilize the move lower.

• Focus on bottom-up opportunities, Tax-Managed Equity and Tax-Managed Fixed Income.

S&P 500 12-month forward PE
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Earnings are Headed Lower

Source: Bloomberg and FactSet. As of 10/27/22
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• The ISM manufacturing PMI new orders index, a forward-looking measure of economic activity, is in contraction at 47.1.

• Excluding the decline during Covid, this level is near the lowest since the Global Financial Crisis in ‘07-’09.

• Changes in the manufacturing new orders index typically lead changes in S&P 500 earnings estimates by 3-6 months.

• This suggests forward earnings estimates are likely to be revised lower in the next 1-2 quarters.

ISM Manufacturing PMI New Orders Index vs. % y/y change in S&P 500 earnings estimates
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Danger of Market Timing

Data as of January 1, 1995 – September 30, 2022. Source: Strategas

• Timing the market is extremely difficult, both in market bottoms and tops.

• Missing only a few days of strong returns can drastically impact overall performance.
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What are the most important issues facing
the country?

What issues are Republicans most
concerned with?

What issues are Democrats focused on?

Harvard-Harris October Poll
10/12 - 10/13

Most Important Issues For 

Voters
Voter Perception of 

Republican Concerns
Voter Perception of Democratic 

Concerns

Midterm Election: It’s All About Inflation and the Economy

Source: Strategas. As of 10/13. Updated monthly
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Source: Strategas. Data excludes 2001 – 2022 due to Sen Jeffords changing party mid-2001
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Asset Class Positioning:

Investment Strategy Committee Recommendations

Reflects portfolio positioning within the Fully Diversified Balanced Model for taxable clients. As of 10/4/22.

Underweight Small Underweight Neutral Small Overweight Overweight

Equity u

Large Cap u

Mid Cap u

Small Cap u

International Developed Large Cap u

International Developed Small Cap u

Emerging Markets u

Real Estate (REITs) u

Fixed Income u

Treasuries u

Investment-grade Corporate u

Tax-exempt u

High Yield u

Emerging Market Debt u

Diversifiers u

Long/Short Hedge u

Absolute Return Hedge u

Commodities u

Private Equity u

Private Equity-Real Estate u

24

No Fed Pivot in Sight Until Core Inflation Drops and the Labor Market Weakens

Equity Valuations Not As Stretched, But Expecting Further Earnings Weakness

Stay Disciplined and Invested as Markets are Forward-Looking

Global Growth Slowdown is Accelerating While Inflation Remains Elevated 

Key Takeaways 

Take Advantage of Active Wealth Strategies in an Environment of Volatility, 

Higher Inflation and Rising Rates

Midterm Elections Usually Referendums on Current President: Inflation and Economy Key Issues 

Among Voters

Volatility in Rates Persist, Yet Higher Yields Creating Opportunities
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Disclosure

This material is provided for educational purposes only. This material is not intended to constitute legal, tax, investment o r financial advice and may not be used as such. Effort has been made to assure that the 

material presented herein is accurate at the time of publication. However, this material is not intended to be a full and exhaustive explanation of the law in any area or of all of the tax, investment or financial options 

available. We recommend all individuals consult with their lawyer or tax professional, or their investment or financial advisor for professional assurance that this material, and the interpretation of it, is accurate and 

appropriate for their unique situation. The remarks of the presenter during this presentation and in this outline reflect his o r her views and may not reflect the opinion or views of BNY Mellon. BNY Mellon Wealth 

Management conducts business through various operating subsidiaries of The Bank of New York Mellon Corporation. Trademarks and logos belong to their respective owners. 

Copyright ©2022. All rights reserved.


