
Q1 MARKET RECAP

The S&P 500 finished the 1st quarter of 2022, down about -4.66%
on a total return basis.
The S&P 500 is only about 5% away from its all-time-record-highs,
and it is up about +17% over the past 12-months (3/31/21 to
3/31/22)
The Nasdaq fell about -9%, while the Dow finished down -4.5%.

Despite the valid list of headwinds facing the market so far in 2022, its
pretty incredible that the index is only 5% away from its all-time record
high we hit at the beginning of the year.

Stocks and bonds were hit from all angles this quarter as initial worries in
January centered on inflation, which thereby forced the Federal Reserve
to quickly signal it will be removing the punch-bowl that’s been in place for
years and arguably since 2009.

If that wasn’t enough, Russia signaled its intent to invade Ukraine in
February that then put even more pressure on already hot inflationary
forces, sending crude oil up to $130/barrel at one point before finishing
the quarter at $100.28/barrel.

Lastly, the widely followed 10-yr minus 2-yr yield curve briefly inverted on
Tuesday of this week (see our market newsletter from 3/29/22 for a much
deeper dive into the yield curve’s signals and nuances.)

LOOKING FORWARD

While it’s true these headwinds are sure to persist going forward, the fact
of the matter is that the U.S. economy has so far been strong enough to
offset these issues. In February when the S&P entered “correction”
territory and the Nasdaq entered a “bear market”, we let the data and not
our emotions, dictate our message to clients of staying invested.

We conveyed the point that we didn’t believe the narrative the market was
sending about an imminent recession because frankly, the data to back
this notion just wasn’t there. Again, the odds of imminent recession may
be rising, but it’s not the base case or over 50% of a chance to put it
another way. Should it get there we will plan accordingly and change our
tune.  

POSITIVE NOTE

This week and beyond we will continue to closely monitor inflation, rates
and the yield curve, and the situation in Ukraine. Economic data releases
greatly slow this week following last week’s heavy schedule. Meanwhile,
Q1 earnings season will pick up steam in the coming weeks.

Despite margin pressures related to supply chain disruptions and intense
inflation pressures, we believe S&P 500 companies may deliver as much
as 10% earnings per share (EPS) growth in the first quarter, compared to
the current consensus estimate of about 5%. For 2022, we believe S&P
500 earnings are on track to potentially grow mid-to-high single digits. The
roughly 2% year-to-date increase in the consensus S&P 500 EPS
estimate for 2022 is an encouraging sign.
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