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U.S. Stocks & Economy: Will Rising Prices Slow Economic Growth?
U.S. inflation is persisting at an elevated level with the Consumer Price Index (CPI) registering an 8.5% increase during March. This is a function of several
factors including federal stimulus payments increasing demand and consumption, U.S. wage inflation as workforce participation declines during a period of
accelerated economic growth, supply chain restraints, and Russian/Ukraine conflict’s effect on energy prices. This persistent high inflation, the unknown
impact of higher commodity and energy prices as a result of the Russia-Ukraine war, and indications that demand is softening have raised concerns about
future economic growth. Meanwhile, the Federal Reserve has begun tightening monetary policy in an effort to control inflation – more on that to come –
which adds to the pressure. The Federal Reserve generally has two primary goals: to maintain price stability and maximum sustainable employment. The
inflation we are currently experiencing is a function of the imbalance between demand and supply. The Fed cannot impact the supply component of inflation;
however, the Fed can materially affect the demand component of inflation via interest rate policy. In March, they increased the Fed Fund’s rate by 0.25%
which is expected to be the first of many hikes. This impacts short-term rates. At the same time, they are ending their bond buying program and allowing their
current inventory of bonds to mature off their balance sheet which can have an impact on longer term rates. The objective of higher rates across the maturity
spectrum is to slow demand. The challenge for the Fed is whether they can achieve an economic “soft landing” by navigating interest rate policy to gradually
slow demand without inducing a recession.

Equity Valuations Have Improved
The equity selloff has resulted in improved valuations – though still elevated
by historical standards. While the market P/E ratio of 19.5x is still above the
25-year average of 16.8x, it has declined from the 21.2x level at the beginning
of the quarter and is now one standard deviation from the 25-year average –
indicating a degree of reasonableness. We believe that, while interest rates
are rising, they are still well below the historical average which, in turn,
supports and elevated P/E multiple.
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Volatility is Unpleasant…But Not Unusual
While the market selloff has been disconcerting, there was nothing unusual about
the percentage declines. When looking back at history, equity markets have
declined by -10% at some point during any given year, on average, one time per
year. So, while the recent decline is disconcerting given its abrupt nature, the
degree to which stock prices have fallen is well within historical norms. 2021 could
be seen as the anomaly as we experienced significant gains with very limited
downside volatility. In our view, healthy stock markets move up in a jagged line with
each successive pullback in pricing serving to maintain sanity among investors.

E C O N O M I C   C O M M E N T A R Y
1st Quarter 2022

55

50

45

40

35

30
2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Backlogs falling as
orders are filled

Delivery times
are improving

Global PMI Manufacturing Backlogs of Work Index

Global PMI Manufacturing Suppliers Delivery Times Index

Past performance does not predict 
future returns. Data as of 3/31/2022.
GDP as of 4/28/2022

Source: Charles Schwab, FactSet, as of 4/8/20223

Source: FactSet4

Source: FactSet, Standard & Poor’s, J.P. Morgan 
Asset Management5



Inflation Components
The long-term inflation rate target is approximately 2.5%. The issue for the
Fed is determining how much of the current 7.9% inflation rate is a function
of issues outside of its control (COVID and supply chain) that are more
transitory in nature versus demand-driven inflation that can be sticky. Of the
7.9% inflation rate at the end of March, approximately 3.9% can be
attributed to transitory influences that should naturally subside over time.
That means that the Fed can affect the remaining 4%. With a target inflation
rate of 2.5% and assuming that transitory inflation normalizes to this level,
Fed monetary policy is attempting to extract 1.5% from what could be
considered to be the 4% “sticky” component of the overall inflation rate.
They have begun the process by raising rates in March with several more
hikes to come (likely 0.50% in April/May). This will impact short-term rates,
while the suspended bond purchases by the Fed will eventually impact long
term rates. Both of these efforts will likely make borrowing costs more
expensive which may slow demand and consumptions

U.S. Insulated from Oil Supply Shocks
In light of the Russian/Ukraine conflict and resulting sanctions on Russia, there is some concern that the loss of Russian Oil in the global markets will affect supply and impact U.S. economic growth.
First, it is important to recognize that the U.S., as the world’s second largest oil producer, is energy independent. Therefore, U.S. sanctions on Russian oil imports is expected to have a negligible impact
on our ability to accommodate domestic energy needs. However, Europe relies on Russian oil imports for approximately 25% of its oil needs. To date, there have been no sanctions by Europe on
Russian energy imports. Thus, global supply remained intact. However, oil prices have skyrocketed since the onset of the conflict in response to the potential risk that future European sanctions could
include oil which would impact supply, and prices.

Short-Term Rates Up, Long-Term Rates.. & The Historical Impact of Fed Tightening
Inflationary pressures are forcing the Federal Reserve’s hand to raise the Fed Funds rate. In March, they increased it by 0.25% and are likely to continue until there are signs of a cooling in demand
and a resulting slowdown in economic growth. However, the Fed Funds rates only represents short-term interest rates. It is quite possible the yield curve flattens with short-term rates increasing while
intermediate- and long-term rates either increase less or not at all. In fact, with an expectation for economic slowing based on tighter monetary policy, there is a possibility that the yield curve inverts.
The Fed is walking a tightrope in trying to slow the economy just enough to cool inflation and maintain full employment without causing a recession. This is referred to as a “soft landing”. Many investors
believe the Fed’s adoption of a tighter monetary policy via raising the Fed Fund’s rate will result in negative stock performance. However, historically this may not be the case. Over the past six rate
hiking cycles dating back to 1963, the Fed has averaged nine rate increases over an 18-month period with the Fed Funds rate increasing more than double that of intermediate and long-term rates
(yield curve flattening). Equity prices, as measured by the S&P 500 Index, have increased in five of the six rate hiking periods.

Consumer Sentiment is Bad…Is that Good?
In times like this when markets are declining and sentiment
is negative, it can be helpful to look back in history. The
University of Michigan publishes a monthly Consumer
Sentiment Index which is an economic indicator that
measures how optimistic consumers feel about their
finances and the economy. A high value represents
consumer optimism while a low value indicates pessimism.
Dating to 1971, the average value has been 85.6. Since
then, each time the consumer sentiment value crosses the
average, either negatively or positively, the S&P 500 has
produced a significant move contrasting the sentiment at
that time. A positive 12-month return after consumer
sentiment drops below the historical average, and
conversely, after sentiment has reached its peak, market
returns are relatively muted. The March 2022 Consumer
index value is the lowest since August 2011. This is not to
suggest it can’t go lower, rather the possibility of future
equity gains is increasing.
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Sources
2Quarterly Performance Data as of 03/31/22 is represented by the following market indices: US stocks – S&P 500 Index, US bonds – Barclays US Aggregate Bond Index, Commodities – S&P Goldman Sachs Commodity Index, Real Estate – Dow Jones US Real Estate Index. Investors cannot invest directly
in indices
3 The backlogs of work index from IHS Markit’s PMI business surveys captures the volume of orders that a company has received but has yet to either start work on or complete. The suppliers' delivery times index captures the extent of supply chain delays in an economy, which acts as a barometer of capacity
constraints.
4 All calculations are cumulative total return, including dividends reinvested for the stated period. Returns are cumulative returns, not annualized. For all time periods, total return is based on Russell style indices with the exception of the large blend category, which is based on the S&P 500 Index. Past
performance is not indicative of future returns. The price-to-earnings is a bottom-up calculation based on the most recent index price, divided by consensus estimates for earnings in the next 12 months (NTM) and is provided by FactSet Market Aggregates and J.P. Morgan Asset Management. Data are as of
March 31, 2022.
5 Returns are based on price index only and do not include dividends. Intra-year drops refers to the largest market drops from a peak to a trough during the year. For illustrative purposes only. Returns shown are calendar year returns from 1980 to 2021, over which time period the average annual return was 
9.4%. Data are as of March 31, 2022
6Contributions mirror the BLS methodology on Table 7 of the CPI report. Values may not sum to headline CPI figures due to rounding and underlying calculations. “Shelter” includes owners equivalent rent and rent of primary residence. “Other” primarily reflects household furnishings, apparel and medical care 
services. Data are as of March 31, 2022
7S&P 500 returns are price returns and do not include reinvestment of dividends. Averages do not include the current cycle. Current cycle begins on March 16, 2022. *Between 1979 and 1982, the FOMC changed its approach to monetary policy, focusing on the money supply, rather than the federal funds rate. 
In the fall of 1982, however, the Federal Reserve shifted back to its approach of targeting the “price” rather than the “quantity” of money. Thus, because the federal funds rate was not the FOMC’s key policy tool, we exclude increases in the federal funds rate between 1979 to 1982 in our analysis of rate hike 
cycles. Data are as of March 31, 2022.
8Peak is defined as the highest index value before a series of lower lows, while a trough is defined as the lowest index value before a series of higher highs. Subsequent 12-month S&P 500 returns are price returns only, which excludes dividends. Past performance is not a reliable indicator of current and future 
results. Data are as of March 31, 2022.
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