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In Brief  
 
Renewed fears of tightening monetary policy at the Federal Reserve, combined with Covid-19 
lockdowns in China and Russia’s war in Ukraine, has dented investor sentiment, in particular for 
growth companies that have future profits at risk. 
The S&P 500 TR Index fell 8.7% in April and 14% for the year. Year-to-date all sectors are in the 
red with the exception of energy which was followed by consumer staples (-1%), utilities (-1.78%), 
materials (-7.2%), health care (-8.9%). Communication services (-25.67%), Consumer 
discretionary (-22.04%) and information technology (-19%) were at the bottom.  
Ordinarily, inflation and fiscal headwinds would slow the U.S. economy visibly. But there are three 
powerful forces buffering the economy against those shocks: strong household balance sheets, a 
strong labor market, and strong incentives for businesses to invest. Household debt is the lowest 
in 40 years which helps consumers to weather high costs. With about 11 million job openings (1.8 
jobs for every unemployed person), 6 million unemployed workers and another 5 million outside 
the labor force who want a job, the labor market recovery has more room to run. The increase in 
jo growth means that in aggregate, nominal labor income is expanding by more than 10% year-
over-year-faster than inflation. That will support demand. Finally, with labor costs rising, 
businesses have an incentive to ramp up investment in equipment that boosts productivity. With 
inventories relatively low, forms are likely to continue to restock to hedge against supply-chain 
shocks and higher inflation. We expect the economy to grow 3.5% in Q3. Slowdowns in Europe 
and China are the biggest risks. If the downturn abroad deepens, U.S. growth could decline to less 
than 1%. We assume that Russia’s war on Ukraine continues and China avoids a widespread Covid 
lockdown hampering its economy. Given this scenario U.S. GDP should grow 2.5% and inflation by 
5.5%.     
The Federal Reserve Bank is expected to raise interest rates by 0.5% on May 4th, 0.5% in June 
and 0.25% monthly thereafter. They are also starting to reduce their balance sheet in May which 
is an additional tightening step. The Fed will carefully assess the tightening impact on the economy 
in the next few months and avoid definite guidance at this point. There are early signs of a slowing 
economy. The latest employment cost index (ECI) which is the Fed’s preferred measure of wage 
growth, suggests that underlying inflation is likely to run at about 3%-4% annualized once 
transitory shocks subside. Also, the global economy is slowing rapidly and financial conditions are 
tightening sharply.  
A busy earnings season has largely helped temper losses during this turbulent year despite notable 
disappointments. Despite year over year difficult comparisons and macroeconomic headwinds.  At 
the company level, Amazon is the largest detractor to earnings growth for the S&P 500 for the first 
quarter due to the unusually large negative earnings surprise reported by the company. Excluding 
Amazon the S&P would be reporting double digit earning growth. Tech companies are set to show 
a profit contraction of 1.2% for the first quarter, compared with growth of 12% for the rest of the 
market. Large tech companies also beat earnings by 2.3% versus 8.7% for the rest.  
U.S. equities are likely to be whipsawed until the later part of the year. Years of transition from 
economic recovery to expansion which entails inflation and rising interest rates, are 
characteristically challenging, and this one in particular given the unique aspects of geopolitical 
turmoil, extreme inflation and the delayed policy unwind of pandemic support. 
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We continue to believe that equity investments will fare well in the long run as the three powerful 
forces which will support the economy are unique. In no prior period of accelerated inflation did 
we have this scenario. We also believe that China will find its balance between its Zero Covid-19 
strategy and promoting growth - as too much is as stake.   
 
 
 
 
 
 
 
 
 

 


