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Markets At A Glance

Markets traded down to new lows in September as investors focused on inflation and interest rate
increases by the U.S. Federal Reserve. After rallying in July and early August, stocks sold off
sharply. Bond values also declined as an extreme spike in interest rates drove the yield on short-term
U.S. Treasury securities over 4%. The very sharp rise in rates led to unprecedented declines in bond
market values.

Central banks have shifted from encouraging investment and providing liquidity to an inflation focus.
Inflation has remained higher for longer than most had predicted, and markets now view all data
releases in the context of how central banks will respond. The Fed made it very clear that they will
not end this tightening cycle until they are confident that inflation is heading back to their long-term
target of 2% (which could take several years to achieve). Other nations’ central banks have joined the
Fed in aggressively raising rates.

This has been the fastest rate hiking cycle in modern history and the economy has already slowed and
inflation may have peaked. Recent data releases show underlying inflation details are very mixed,
with some components declining quickly and others remaining elevated or increasing. It is important
to note that the underlying U.S. economy is slowing but not collapsing. Positive factors include a
continuing strong labor market, strong household balance sheets and slowly improving supply chain
issues. Estimates for corporate earnings and margins have been adjusted downward, and most likely
will require further reductions.

We expect markets to remain volatile until there is more visibility regarding inflation and how high
the Fed will go in raising rates. Economic data and earnings releases are critical in determining short-
term market direction. Our investment strategy is focused on quality and continuing to improve
diversification and balance in portfolios. The outlook for the U.S. remains better than the rest of the
world, so we remain underweight international stocks. Looking through the immediate pain of the
bond price declines, yields on new bond purchases are more attractive than they have been in years.
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