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Financial Market Commentary: 2nd Quarter 2022 (April through June) 

_______________________________________________________________________________ 
 

Stagflation 
 

Stagflation risks were rising due to cost-push inflation sparked by global supply chain shortages and surging energy prices.  

There is little policymakers can do with the cost-push inflation in the system, but the demand-push inflation induced by the 

U.S. Federal Reserve’s artificial manipulation of the money supply is leading to a boom-bust business cycle. 

 

As we move into the second half of 2022, there are lots of things to worry about.  Covid-19 is still spreading, here in the U.S. 

and worldwide.  Inflation is close to 40-year highs, with the Fed tightening monetary policy to fight it.  The war in Ukraine 

continues, threatening to turn into a long-term frozen conflict.  Here in the U.S., the midterm elections loom. Looking at the 

headlines, you might expect the economy to be in rough shape. 

 

When you look at the economic data the news is largely good.  Job growth continues to be strong, and the labor market 

remains very tight.  Despite an erosion of confidence driven by high inflation and gas prices, consumers are still shopping. 

Businesses, driven by consumer demand and the labor shortage, continue to hire as much as they can (and to invest when 

they can’t).  In other words, the economy remains not only healthy but strong — despite what the headlines might say. 

 

Still, markets are reflecting the headlines more than the economy, as they tend to do in the short term.  They’re down 

substantially from the start of the year but showing signs of stabilization. A growing economy tends to support markets, and 

that may be finally kicking in. 

 

The Economy 
 

Growth drivers. Given its current momentum, the economy should keep growing through the rest of the year.  Job growth 

has been strong and with the high number of vacancies, that will continue through year-end.  At the current job growth rate of 

about 400,000 per month, and with 11.5 million jobs unfilled, we can keep growing at current rates and still end the year with 

more open jobs than at any point before the pandemic.  This is the key to the rest of the year. 

 

When jobs grow, confidence and spending stay high. Confidence is down from the peak, but it is still above the levels of the 

mid-2010s and above the levels of 2007.  With people working and feeling good, the consumer will keep the economy 

moving through 2022.  For businesses to keep serving those customers, they need to hire (which they are having a tough time 

doing) and invest in new equipment.  This is the second driver that will keep us growing through the rest of the year. 

 

The risks. There are two areas of concern here: the end of federal stimulus programs and the tightening of monetary policy.  

Federal spending has been a tailwind for the past couple of years, but it is now a headwind.  This will slow growth, but most 

of that stimulus has been replaced by wage income, so the damage will be limited.  For monetary policy, future damage is 

also likely to be limited as most rate increases have already been fully priced in.  Here, the damage is real, but it has largely 

been done. 
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Another thing to watch is net trade.  In the first quarter, for example, the national economy shrank due to a sharp pullback in 

trade, with exports up by much less than imports.  But here as well, much of the damage has already been done.  Data so far 

this quarter shows the terms of net trade have improved substantially and that net trade should add to growth in the second 

quarter. 

 

As we move into the second half of the year, the foundation of the economy, consumers and businesses, is solid.  The weak 

areas are not as weak as the headlines would suggest, and much of the damage may have already passed.  While we have seen 

some slowing, slow growth is still growth.  This is a much better place than the headlines would suggest, and it provides a 

solid foundation through the end of the year. 

  

The Headlines 
 

Now, back to the headlines. The headlines have hit expectations much harder than the fundamentals, which has knocked 

markets hard.  As the Fed spoke out about raising rates, and then raised them, markets fell further.  It was a tough start to the 

year. 

 

But as we move into the second half of 2022, despite the headlines and the rate increases, the economic fundamentals remain 

sound.  Valuations are now much lower than they were and are showing signs of stabilizing.  Even the headline risks (i.e., 

inflation and war) are showing signs of stabilizing and may get better. We may be close to the point of maximum perceived 

risk. This means most of the damage has likely been done and that the downside risk for the second half has been largely 

incorporated. 

 

Conclusion 

 

The fire hose of bad news has been spraying from geopolitics, inflation and the markets all year long, wreaking havoc on 

investors’ ability to make coherent decisions.  This is because it is so much more than an inflation problem and can’t be 

resolved by raising the fed funds rate.  Europe is in a full-blown energy crisis brought on by its own planning and an 

unforeseen, but not unforeseeable, dependence on Russian gas.  As if that isn’t enough stress, the changing climate brings on 

a global heatwave.  The markets seem to believe that the Fed is omnipotent and able to solve all these problems ― it is not. 

 

The good news is that while the macro environment may drive markets in the short term, as it is doing now, fundamentals 

ultimately drive markets over the long term.  The fundamentals are the ABCs of investing, and they are positive, working 

together to overcome obstacles.  Advancing corporate earnings are especially important; companies continue to be resilient 

because they have to find a way to achieve their goals despite the macro environment. 

 

Sources: Morningstar, VOYA 

 
Disclosure: Certain sections of this commentary contain forward-looking statements that are based on our reasonable expectations, estimates, projections, and assumptions. 

Forward-looking statements are not guarantees of future performance and involve certain risks and uncertainties, which are difficult to predict. Past performance is not 
indicative of future results. Diversification does not assure a profit or protect against loss in declining markets. All indices are unmanaged and investors cannot invest 

directly into an index. The Dow Jones Industrial Average is a price-weighted average of 30 actively traded blue-chip stocks. The S&P 500 Index is a broad-based 

measurement of changes in stock market conditions based on the average performance of 500 widely held common stocks. The MSCI EAFE Index is a float-adjusted market 
capitalization index designed to measure developed market equity performance, excluding the U.S. and Canada. The MSCI Emerging Markets Free Index is a market 

capitalization-weighted index composed of companies representative of the market structure of 26 emerging market countries in Europe, Latin America, and the Pacific 

Basin. It excludes closed markets and those shares in otherwise free markets that are not purchasable by foreigners. The Barclays Capital Aggregate Bond Index is an 
unmanaged market value-weighted index representing securities that are SEC-registered, taxable, and dollar-denominated. It covers the U.S. investment-grade fixed-rate  
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bond market, with index components for a combination of the Barclays Capital government and corporate securities, mortgage-backed pass-through securities, and asset-

backed securities. The Barclays Capital U.S. Corporate High Yield Index covers the USD-denominated, non-investment-grade, fixed-rate, taxable corporate bond market. 

Securities are classified as high-yield if the middle rating of Moodys, Fitch, and S&P is Ba1/BB+/BB+ or below. 
 

 

Equity Performance 

Equity Index Style 

     YTD 

    Return 

As of  

06/30/2022 

1 Year 

Return 

As of  

06/30/2022 

3 Year 

Return 

As of  

06/30/2022 

5 Year 

Return 

As of  

06/30/2022 

10 Year 

Return 

As of  

06/30/2022 

Russell 1000 TR U.S. Large Cap Stocks -13.58% -13.04% 10.16% 11.00% 12.81% 

Russell MidCap TR U.S. Mid Cap Stocks -13.83% -17.30% 6.59% 7.96% 11.28% 

Russell 2000 TR U.S. Small Cap Stocks -15.43% -25.20% 4.21% 5.16% 9.35% 

MSCI EAFE NR Foreign Develop Stocks -15.56% -17.77% 1.07% 2.20% 5.39% 

MSCI EM NR Foreign Emerging Stocks -17.83% -25.28% 0.57% 2.18% 3.06% 

DJ US Real Estate TR Real Estate -12.93% -7.58% 4.42% 6.20% 7.72% 

Bloomberg Commodity TR Commodities 23.49% 24.27% 14.33% 8.39% -0.82% 

 

Fixed Income Performance 

Fixed Income Index Style 

     YTD 

Return 

As of  

06/30/2022 

1 Year 

Return 

As of  

06/30/2022 

3 Year 

Return 

As of  

06/30/2022 

5 Year 

Return 

As of  

06/30/2022 

10 Year 

Return 

As of  

06/30/2022 

Bloomberg US Aggregate 

Bond TR 
U.S. Core Bonds -8.16% -10.29% -0.93% 0.88% 1.54% 

Bloomberg US Corporate 

High Yield Bond TR 
U.S. High Yield Bonds -9.12% -12.81% 0.21% 2.10% 4.47% 

Bloomberg Global 

Aggregate Bond TR 
Foreign Developed Bonds -12.08% -15.25% -3.21% -0.55% 0.11% 

JPM EMBI Global TR Foreign Emerging Bonds -16.23% -19.25% -4.32% -1.00% 2.05% 

FTSE Treasury Bill 3-

Month 
Cash 0.28% 0.19% 0.61% 1.09% 0.62% 

Source: Morningstar® 
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