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Despite a strong start to the quarter, returns finished negative across all 
major asset class categories during the period. Persistently high inflation 
was the primary culprit, causing interest rates to move higher and asset 
prices to reset lower. Although the economy has been resilient, the risk of 
recession is growing with each increase in the Fed funds rate. 
 
1. Is the U.S. Economy in Recession? 
Real U.S. economic output declined slightly during the first two quarters 
of the year, -1.6% and -0.6% respectively. Shipping problems and other 
supply chain issues explain a good part of the weakness in the first half of 
the year. While some consider two quarters of contraction to be the 
definition of recession, the National Bureau of Economic Research 
(NBER) is the body that officially determines this.      
 
Of the six economic variables NBER considers in its evaluation, five 
showed positive change during the first six months of the year.1 
Employment and wage growth measures were strong, supporting 
consumer demand. Industrial production continues to grow modestly. So 
even though economic activity has slowed in recent months, NBER’s 
analysis indicates we are not in a recession currently. 
 
The Consumer Price Index (CPI) fell slightly in August but remains 
stubbornly high at 8.3%. The “core” inflation reading, widely followed by 
the Federal Reserve (excluding the volatile energy and food segments), 
increased during August to reach a new high for the year. Persistently 
high inflation prompted the Federal Reserve to raise its Fed funds rate by 
0.75 twice during the quarter.    
 
The U.S. economy is expected to have grown modestly in the third 
quarter, with most estimates in the range of 1% to 2%. Exceptionally 
strong export growth appears to have provided a boost, which is 
somewhat surprising given the strength in the dollar.2 Going forward, 

 
1 Source: NBER, JPM Asset Management. 

higher interest rates and significant government debt are likely to result in 
a period of below average growth. Importantly, the chance of recession in 
2023 is increasing with each additional Fed rate hike. 
  

Source: Tamarac Advisor View, Morningstar as of September 30, 2022. 
 
2. How Are Investment Markets Holding Up? 
Market performance during the third quarter was a tale of two halves: 
strong results in the first half before hitting new lows by the end of the 
period. Interest rate expectations continue to be the primary driver of 
market direction. During July and early August, optimism was building 
that rate hikes might not be as severe as previously thought. This caused 
a drop in interest rates, with the benchmark 10-year Treasury yield 
declining from 3.48% in mid-June to 2.60% in early August. This 
temporary decline in yields sparked a rally in both stocks and bonds, with 
the S&P 500 gaining 13% from the start of the quarter through August 16. 
 
But prospects for a moderation in interest rates faded in late August and 
September as inflation readings remained uncomfortably high. As a 

2 Source: Capital Economics, September 30, 2022. 

MARKET SCOREBOARD  3Q 2022             2022 YTD  

S&P 500  
(Large U.S. stocks) 

(4.88%) (23.87%) 

MSCI EAFE 
(Developed international stocks) 

(9.36%) (27.09%) 

Bloomberg Aggregate Bond 
(U.S. taxable bonds) 

(4.75%) (14.61%) 

Bloomberg Municipal Bond 
(U.S. tax-free bonds) 

(3.46%)                (12.13%) 

Wilshire Liquid Alternative 
(Alternative investments)  

(1.88%) (7.25%) 
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result, the Federal Reserve raised rates another 0.75% at its September 
meeting and reset future rate expectations even higher. This caused 
asset prices to drop across the board. Stocks reached a new low on 
September 30, down 25% for the year. Bond prices also fell. 
 
3. Why Is the Federal Reserve Raising Rates So Aggressively? 
The two primary objectives of Federal Reserve policy are 1) to promote 
full employment and 2) maintain price stability. Since employment 
conditions remain strong, recent Fed policy has been solely focused on 
the second goal. The Fed is intent on bringing inflation down and plans to 
continue raising rates until sufficient evidence of moderating prices 
emerges.   
 
While headline inflation eased in August as energy prices declined, core 
inflation rate rose to a new high of 6.3%. Jobs continue to be plentiful with 
263,000 created in September, and the unemployment rate is hovering at 
a 50-year low of 3.50%. Employment conditions do not appear to be 
weakening, which gives the Fed confidence to continue raising rates to 
combat inflation.  
 
As such, the Fed hiked its short-term target rate from 1.50%–1.75% to 
3.00%–3.25% during the quarter. This included a third straight 0.75% 
hike at the September meeting. The Fed also reset future rate 
expectations significantly higher. The Fed forecasts a 4.25%–4.50% 
funds rate by year-end, up from a projected 3.25%–3.50% at its June 
meeting. Based on current Fed guidance, rates are likely to continue to 
rise through the first half of 2023.  
 
4.  What Is the Financial Impact of Rising Rates? 
The most aggressive rate increases in the past 40 years have caused 
widespread turmoil in the investment markets. The 10-year Treasury note 
yield has increased from 1.52% to 3.83% this year. With such low starting 

 
3 Source: Tamarac Advisor View. 

yields, the impact on bond returns has been severe. Bond indexes have 
posted the worst performance since these benchmarks were established 
in the 1970s. As of September 30, the Bloomberg Aggregate Index for 
taxable bonds is down 14.61% year to date, while the Bloomberg 
Municipal Index is down 12.13%.3 Borrowing costs for individuals and 
businesses also have spiked upward. As an example, 30-year mortgage 
rates have risen from under 3% a year ago to 6.75% currently. 
 
In addition, rising rates have caused stock prices to reset. While 
corporate profits have grown this year, the price-to-earnings multiple of 
the S&P 500 has fallen from 22 to 16 times 2022 estimated earnings. 
When interest rates are rising, the present value of future earnings falls. 
This 25% contraction in the price-to-earnings multiple explains the entire 
drop in stock prices this year.   
 
5.  What Is the Investment Outlook Going Forward? 
Investors have had to deal with a significant amount of uncertainty in 
2022. How high will interest rates go? When will inflation ease? When will 
the war in Ukraine end? How will the midterm election outcome affect 
markets? Will corporate profits start to fade? Concerns about these and 
other issues have had a negative impact on investor confidence and 
returns. 
 
While markets abhor uncertainty, these periods present long-term 
investors with opportunity. Although declines in asset prices have 
resulted in poor performance in 2022, forward return expectations have 
improved. Markets are likely to remain volatile in the near term, but there 
are several underlying positives that should lead to better outcomes 
ahead: 

• The U.S. economy is resilient, and expected to grow modestly in 
the third quarter 
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• The valuation of the U.S. stock market is now slightly below 
average, and international stocks are even cheaper 

• The market has historically bottomed before the economy. The 
current -25% decline already discounts a mild recession 

• Corporate profits are expected to grow about 5% in the quarter, 
extending a streak of record earnings 

 
Over time, markets routinely cycle between bull and bear periods. 
Historically, bear markets occur once every seven to eight years and last 
about 14 months on average. In a typical bear market, stocks drop 35% 
from peak to trough. But note that the reward for enduring these difficult 
periods has been substantial, as the subsequent rebounds tend to last 
much longer and produce significant gains. Bull markets last about seven 
years on average. Annual returns during these positive periods are above 
normal, producing cumulative returns of over 300%.4 This advantage of 
bulls over bears has rewarded disciplined stock market investors with 
returns that average nearly 10% per year over the long run.5 
 
Weathering two bear markets since 2020 has been trying for investors. 
The 2022 version has been particularly difficult because bonds haven’t 
provided the normal diversification benefit. The factors causing downturns 
like this are different each time, but the discomfort for investors is 
consistent. While predicting the end of the current decline is impossible, 
remember that past bear markets have resolved to the upside every time.  
Staying disciplined and invested is key to participating in the next phase 
of the market cycle! 
 
As always, we appreciate the confidence you have placed in the FORVIS 
Wealth Advisors team!   
 
Jeffrey A. Layman, CFA® – Chief Investment Officer 
Andrew L. Douglas, CFA® – Senior Portfolio Manager 

 
4 Source: FactSet, AMG. Data since 1926. 
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5 Source: FactSet, S&P Dow Jones Indices. Data from 1926–2021. 


