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Financial Market Commentary: 3rd Quarter 2022 
 

Monetary Policy to the Forefront 
 

High inflation, tightening monetary policy, and expansionary fiscal policies have weighed heavily on global risk assets.  In 

the third quarter, the United States continued to stagnate.  The factors contributing to this ongoing stagnation include not only 

the predictable hangover from the surge of economic activity with the post-pandemic reopening but also the impact of the 

continuing Russian aggression in Ukraine, which has significantly disrupted global energy and agricultural markets.  Adding 

to the mix of uncertainty is the upcoming midterm elections in November.  Long-term investors should stay invested but 

continue to be diligent to the threat of stagflation. 

 

Surprisingly, despite the recessionary backdrop, inflation has proven to be stubbornly resistant across all the world’s 

economies.  While initially thought to be “transitory,” inflation, most recently reported at 8.2% (Consumer Price Index, 

September), appears to be setting into the expectations of economic participants the world over.  As a result, central banks, 

including our Federal Reserve, have been aggressively tightening monetary policy. 

 

To the surprise of many, despite the slowing economy, the labor market remains very robust.  The Unemployment Rate for 

September came in at 3.5%, equaling a five-decade low.  Finally, the number of Americans employed has surpassed the 

February 2020 pre-pandemic.  So, finally, the number of jobs lost during the Covid-19 pandemic (25 million) have now been 

fully recovered.  However, even that good news is tempered by the falling labor participation rate (62.3% in September) 

which continues its long-term downward trend from near 70% in the late 1990s. 

 

Strong Equity Returns Typically Follow Midterm Elections 
 

Adding to the mix of uncertainty is the upcoming midterm elections in November which appear to be leading towards a 

divided government with the House of Representatives coming into a Republican majority, the White House remaining with 

the Democrats, and the Senate too close to call at this point. Historically, investors have viewed a balance of power in 

Washington DC favorably as it portends no significant policy and regulatory changes occurring which is a favorable climate 

for business. 

 

It's worth mentioning despite volatility around midterm elections, the S&P 500 Index has returned 15.1% on average in the 

following year since 1950 versus 7.1% for all other years in that period. The S&P 500 generated positive returns in each of 

those 18 post-midterm years, with double-digit returns 13 times. 

 

The Consumer and GDP 
 

Second quarter GDP figures were revised slightly higher (-0.6% versus -0.9%) but were still negative, coming on the heels of 

a -1.6% rate in the first quarter.  Although two consecutive quarters fits the rule-of-thumb definition of a recession, it would 

not be a complete surprise if the NBER (National Bureau of Economic Research, the official arbiter of calling recession dates 

in the US) doesn’t declare a recession for this period given relatively strong employment (unemployment fell unexpectedly 

from 3.7% to 3.5%, as this is still considered very strong) and other factors. Regardless of whether we are in an official 

recession, the GDP numbers are clearly showing that growth has slowed. 
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Corporate Profits 

 

Much of the strong equity results in 2021 were driven by remarkable corporate profitability (the S&P 500 profits rose 45%, 

an all-time high).  We didn’t expect to see such a rise in profits in 2022.  However, corporate earnings are still rising in 2022, 

growing 6.1% in the second quarter. 

 

Closing Remarks 

 

The markets are still languishing in the mire of this Bear Market and finished another quarter with negative performance.  It 

is still true that markets can’t go down forever, and we may have several more months to run before we get the next bull 

market started.  As we are still facing the same headwinds from the last 3 quarters – inflation, rising interest rates, War in 

Ukraine, and slower economic growth we need to remain patient. 

 

The more negative sentiment we see in the media and the majority of the so-called market experts the higher the probability 

is that they are wrong, and this bear market may be over sooner than most pundits expect.  Market legend, Sir John 

Templeton, was known to say, “If you want to have better performance than ‘the crowd’ you must do things differently from 

‘the crowd’”. 

  

What’s the Bottom Line 

 

Looking back at the third quarter, we saw the Fed get serious about inflation and markets drop as investors got the message.  

As we move on to the fourth quarter, the news is already out — and we are at least part of the way through the process.  The 

third-quarter pullback reflected the real changes in policy and risk.  Looking forward, while those risks remain, most of them 

are likely incorporated into markets, meaning the further effect should be limited. 

 

Big picture, the third quarter was very difficult on many levels, and the September performance was especially bad.  But, 

unless we see the fundamentals continue to deteriorate (and that is not what we are seeing), the fourth quarter may end up 

better. 

 

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 

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. 
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Equity Performance 

Equity Index Style 

     YTD 

    Return 

As of  

09/30/2022 

1 Year 

Return 

As of  

09/30/2022 

3 Year 

Return 

As of  

09/30/2022 

5 Year 

Return 

As of  

09/30/2022 

10 Year 

Return 

As of  

09/30/2022 

Russell 1000 TR U.S. Large Cap Stocks -24.59% -17.22% 7.95% 9.00% 11.60% 

Russell MidCap TR U.S. Mid Cap Stocks -24.27% -19.39% 5.19% 6.48% 10.30% 

Russell 2000 TR U.S. Small Cap Stocks -25.10% -23.50% 4.29% 3.55% 8.55% 

MSCI EAFE NR Foreign Develop Stocks -27.09% -25.13% -1.83% -0.84% 3.67% 

MSCI EM NR Foreign Emerging Stocks -27.16% -28.11% -2.07% -1.81% 1.05% 

DJ US Real Estate TR Real Estate -28.35% -17.90% -1.67% 3.66% 6.40% 

Bloomberg Commodity TR Commodities 13.57% 11.80% 13.45% 6.96% -2.14% 

 

 

Fixed Income Performance 

Fixed Income Index Style 

     YTD 

Return 

As of  

09/30/2022 

1 Year 

Return 

As of  

09/30/2022 

3 Year 

Return 

As of  

09/30/2022 

5 Year 

Return 

As of  

09/30/2022 

10 Year 

Return 

As of  

09/30/2022 

Bloomberg US Aggregate 

Bond TR 
U.S. Core Bonds -14.61% -14.60% -3.26% -0.27% 0.89% 

Bloomberg US Corporate 

High Yield Bond TR 
U.S. High Yield Bonds -14.74% -14.14% -0.45% 1.57% 3.94% 

Bloomberg Global 

Aggregate Bond TR 
Foreign Developed Bonds -19.89% -20.43% -5.74% -2.32% -0.93% 

JPM EMBI Global TR Foreign Emerging Bonds -22.24% -22.23% -6.10% -2.31% 0.95% 

FTSE Treasury Bill 3-

Month 
Cash 0.62% 0.63% 0.57% 1.13% 0.66% 

Source: Morningstar® 
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