
 

While the U.S. economy can potentially achieve 1% – 2% annualized GDP growth in calendar year 2022, 
there is a better-than-even probability of falling into recession during the year ahead. 
  

Economic forecasts weigh the overall risk of recession at some point in the upcoming 12 months to be about 
60% and, within that probability, the odds of a more prolonged and severe recession lasting longer than a 
year to be less than 20%. 
  

The chance of the core rate of inflation moderating into the sub-4% range by year-end as Federal Reserve 
tightening and a consumer shift from goods to services begin to provide some relief to the pace of rising 
prices. 
  

Given recent stock and bond price declines, economists still view this economic environment as 
opportunistic for longer-term investors, although the war in Ukraine, oil prices, and ongoing COVID trends 
are potential wild cards. 
  

Given this new environment, markets will likely be looking for signs of resolutions, pertaining to three 
central economic uncertainties during the second half of 2022 and beyond. 
  

Specifically, the point at which inflation rates have peaked or are in the process of peaking, the risk of 
recession both in absolute terms and the degree of severity and remaining factors potentially impacting the 
pace of growth in the year ahead. 
  

Investors need to explore potential market obstacles that have sent major stock indexes into bear market 
territory and have taken their toll on conservative bond strategies. 
  

At the top of the list of forces sabotaging stocks and bonds has been inflation, which, since the year began, 
has elevated to levels not seen in more than 40 years.  
  

As worker shortages, congested global supply lines, the war in Ukraine, and surging energy costs have all 
taken their toll and then some on consumer prices, investors have been left to wonder when the worst might 
be over. 
  

To combat inflation, the Federal Reserve has been forced to reverse course, halting the most accommodative 
stretch of monetary policy ever and replacing it with a methodical pace of rate hikes originally determined 
by most to be lacking in speed and magnitude to curtail the once-in-four-decade rates of rising prices. 
  

As much as the markets initially seemed uncomfortable with the Fed’s shift in direction several months 
ago, an overwhelming consensus quickly emerged that it did not change course soon enough or fast enough 
and even in the present tense may still be behind the curve on inflation. 
  

This combination of rising inflation and interest rates has led the markets to consider yet another risk, that 
of a pending recession.  
  

The quick pace of economic recovery experienced immediately following the initial COVID-19-induced 
economic shock of two years ago, has now given way to an aftermath hangover of inflation and slowing 
economic growth, reflected in 1Q GDP contraction of -1.5%, the first quarter of negative economic growth 
since the pre-vaccine days of the pandemic.  
  

This has left markets to measure the risk of recession in the immediate months ahead and throughout the 
end of next year as the Fed seeks to navigate a soft landing while attempting to curb inflation.  
  

As if inflation, higher interest rates, and the risk of recession were not enough, global markets must also 
struggle with the horrific humanitarian crises of the war in Ukraine and what appears to be the end of the 
COVID-19 pandemic. 
  

At every turn there seems to be some sort of rationale potentially persuading investors to lean into another 
round of selling. 
  



 

However, for those who have seen and lived through some similarly turbulent times since this century 
began, we are also reminded of the familiar saying that “markets climb a wall of worry.” 
  

Markets are the great discounters of future events, and when resolution of concerns can be identified, even 
ones that might not be in the immediate future, asset prices can redirect quickly. 
  

Such was the case during bear markets concluding in 2002, 2009, 2011, 2018, and most recently 2020, 
when those that stayed the course or acted opportunistically were greatly rewarded in the years to follow. 
  

So as the second half of 2022 and beyond awaits, two questions are of paramount importance. 
  

Have current market levels adequately priced in the risks mentioned above, and are long-term opportunities 
still available? To which we respond, most likely and yes. 
 
 
 


