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INFLATION 
ACROSS THE 

WORLD

T
he inflation rate, which was 
so moderate for so long, is 
now back in the news—and 

the news isn’t good.  The U.S. 
Consumer Price Index—the 
cost of a basket of items that 
are included in most month-
ly budgets—rose by 8.6% over 
the 12 months ending in May, 
while the so-called ‘personal 
consumption index’ (another 
measure of inflation) rose 6.3% 
over the same time period.

But is the U.S. alone in its in-
flationary misery?  As you can 
see from the chart, many coun-
tries are seeing their monthly 
costs rising much faster than 
the 1-2% rate we’ve all grown 
accustomed to—and consum-
ers in Turkey, Argentina, Rus-
sia, Brazil, Spain and the UK are 
having a harder time battling 
inflation than Americans.  What 
the chart doesn’t tell you is that 
most countries calculate their 
inflation using measures closer 
to the personal consumption in-

dex.  If you compare apples to 
apples, internationally, then the 
entire Euro area, Canada, Mex-
ico, India, Italy and South Afri-
ca are suffering higher price in-
creases than we are in the States.

The point here is that infla-
tion has become a global phe-
nomenon, even though most of 
the press coverage focuses on 
the U.S. Federal Reserve Board’s 
efforts to raise interest rates.  If 
we’re going to defeat the rising 

costs of living, it will require the 
coordinated efforts of the global 
community, which means you 
can expect other central banks 
to follow the Fed’s lead and con-
strict liquidity and ultimately 
their economies.

Source: 

https://www.marketwatch.com/story/
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s-than-abroad-here-are-the-real-numbers-
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A
re we in a recession today?  
That’s one of the key ques-
tions that investors and 

economists are asking, and there 
is no easy answer.

A recession is a period of time 
when the economy stops its usu-
al long-term growth pattern and 
starts shrinking.  The technical 
definition is a drop in the value 
of goods and services produced 
(the gross domestic product) for 
two consecutive quarters.  This is 
often associated with declining 
incomes, employment, industrial 
production and retail sales.

The U.S. experienced a shrink-
ing GDP in the first three months 
of the year, down at an annu-
al pace of 1.6%.  But, unusual-
ly for a recession, employment 
was strong, incomes were rising 
and prices of goods and services 
were going up rather than down.  
Corporate profits are expected to 
rise for the remainder of the year.  
And that dismal first quarter fol-
lows a robust 6.9% increase in the 
previous quarter.

The conclusion is that if we 
are, indeed, experiencing a re-
cession, it is an unusual one, trig-
gered not by the usual decline in 
corporate activity and job losses, 
but by a unique combination of 
supply chain disruptions, a war 
in Europe, rising energy prices, 
and the persistence of Covid.  In 
what other recession in history 
could we say (as we can today) 
that the economy added 390,000 
new jobs in May, the 17th straight 
monthly gain, and the unemploy-
ment rate is at 3.6%—the lowest 
in a half century?  

Unusual recessions are actual-
ly not that unusual.  As recently 
as 2020, the U.S. economy ex-
perienced a sharp two-month 
downturn, the shortest ever.  The 
Great Recession, on the other 
hand, lasted for 18 months, and 
was triggered not by the usual 
economic factors, but by reck-
less Wall Street sales of sketchy 
bundles of mortgages with little 
underwriting—followed by a 
housing collapse. 

Often, recessions are brought 
to heel by a Central Bank stim-
ulus.  In the case of the Great 
Recession and the more recent 
Covid downturn in 2020, the 
U.S. Fed flooded the economy 
with money at zero or near-zero 
interest rates, and made itself a 
significant buyer of government 
and mortgage bonds.  Both times, 
the medicine worked.   We can-
not expect the Fed to ride to the 
rescue while the inflation rate is 
as high as it has been, but eventu-
ally an economic downturn will 
depress prices, and stimulus will 
once again be possible—assum-
ing that an economy with robust 
employment and corporate prof-
its will actually need it.

UNUSUAL 
DOWNTURN

Sources: 

https://www.usnews.com/news/economy/
articles/2022-06-29/1st-quarter-gdp-growth-re-
vised-down-1-6

https://zoefin.com/learn/investors/recession-im-
pact-inflation-deflation/
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T
he bad news in the invest-
ment markets continues.  
U.S. stocks entered true bear 

market territory in the middle of 
the second quarter, and finished 
with the worst first six months’ 
return since 1970.  Meanwhile, 
bond rates rose, causing bond 
investors to suffer paper losses 
as well.

Losses were spread across the 
full investment spectrum.  The 
Wilshire 5000 Total Market In-
dex—the broadest measure of 
U.S. stocks—lost 16.77% in the 
second quarter, to slip into bear 
market territory at -20.89% for 
the last six months.  The compa-
rable Russell 3000 index has lost 
21.81% so far this year.  

Looking at large cap stocks, 
the Russell 1000 large-cap index 
finished the first half of the year 
with a 20.94% decline, while the 
widely-quoted S&P 500 index of 
large company stocks lost 16.45% 
in the second quarter, and is 
down 20.58% so far this year. 

Meanwhile, the Russell Mid-

cap Index has given back 25.11% 
of its value in the first half of 
2022.

The Russell 2000 Small-Cap 
Index is down 23.43% in the 
year’s first six months, and the 
technology-heavy Nasdaq Com-
posite Index is showing a 29.51% 
loss so far this year, as tech stocks 
continue to experience greater 
downdrafts than the market as a 
whole. 

International investors are 
sharing our pain.  The broad-
based EAFE index of companies 
in developed foreign economies 
lost 15.37% in the second quar-
ter, to finish down 20.97% for the 
first half of the year.  In aggregate, 
European stocks fell 15.62% in 
the second quarter, sending them 
to a 22.30% loss for the year so 
far.  EAFE’s Far East Index lost 
13.63% in the second quarter, fin-
ishing the first six months down 
19.40%.  Emerging market stocks 
of less-developed countries, as 
represented by the EAFE EM 
index, also joined in the global 
decline, falling 12.36% in dollar 

terms in the second quarter, and 
18.78% for the year’s first half. 

Looking over the other in-
vestment categories, real estate, 
as measured by the Wilshire U.S. 
REIT index, posted an 18.48% 
loss during the year’s second 
quarter, to finish down 21.64% 
since January 1.  The S&P GSCI 
index, which measures commod-
ities returns, gave back all of its 
29.05% gain in the first quarter, 
and for the year is now down 
2.07%.

In the bond markets, we are 
experiencing a significant rise 
in yields at the short end of the 
curve, but yield rises on longer 
bonds have slowed down a bit.  
Coupon rates on 10-year Trea-
sury bonds have climbed incre-
mentally to a 2.88% rate.  Three 
month, 6-month and 12-month 
bonds are offering returns of 
1.65%, 2.46% and 2.67% respec-
tively--taking the bond market, 
once again, close to the inverted 
yield curve which, in the past, 
has signaled an oncoming reces-
sion.  Five-year municipal bonds 
are yielding, on average, 2.23%, 
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while 30-year munis are yielding 
3.22% in aggregate.

The market analysts who are 
widely quoted in the press and 
on TV have offered a number 
of explanations for the sell-off.  
The inflation rate remains high, 
with core personal consumption 
expenditures (this is the index 
that the Federal Reserve econo-
mists watch most closely) rising 
by 4.7% over last year.  Estimates 
of the Consumer Price Index in-
crease in May came in closer to 
6.5%.  Oil prices are moderating 
a bit, but from high levels, raising 
costs for consumers and corpora-
tions alike.  The numbers aren’t in 
yet for the second quarter, but the 
U.S. suffered an economic decline 
in the first three months of 2022 
and continued negative growth 
is not off the table.  For those in 
the back row, another decline in 
GDP could meet the technical 
definition of a recession.

But the most often-cited trig-
ger for falling stocks is Fed poli-
cy.  Fed Chair Jerome Powell has 

publicly stated that his biggest 
concern is bringing down infla-
tion, and the Fed’s policy tool to 
accomplish that is the opposite of 
what would raise stock prices: ag-
gressively raising the Fed Funds 
Rate.  A higher Fed Funds Rate 
drives up short-term interest 
rates which, in turn, reduces li-
quidity in the economy, depress-
ing corporate investment and 
consumer borrowing.  Directly 
related to consumer borrowing, 
inflation is outpacing wage in-
creases, making people feel less 
flush than they have felt in the 
recent past, which is certain to 
depress consumer spending.

All of this is a reversal of a 
long-term trend where Fed pol-
icies provided a fairly strong 
wind at the back of the invest-
ment markets.  We are seeing 
bond rates going up and liquidi-
ty going down, the reverse of the 
conditions that began with the 
economic bailout of the Great 
Recession and accelerated with 
the simulus package following 
the Covid outbreak.  One of the 

clichés about rate hikes is that the 
Fed is ‘taking away the punch-
bowl,’ which another way of say-
ing that the party--at least the fun 
part--is over.

But for how long?  The eco-
nomic community seems to 
think that the U.S. will meet the 
technical definition of a reces-
sion sometime next year, but we 
could actually be there now.  In 
the past, the market returns have 
anticipated economic slowdowns 
with more accuracy than the ex-
perts, and market recoveries have 
also tended to start before the 
slowdown had ended--as people 
intuited a light at the end of the 
tunnel.  

You would be hard-pressed to 
find an analyst who thinks that 
individual stocks, or stocks in ag-
gregate, are actually worth 20% 
less than they were six months 
ago.  In fact, profit expectations 
for 2022, for the companies that 
make up the S&P 500 index, have 
risen this year.  In years when the 
S&P 500 falls by at least 10% in 
the first half, the second half has 
averaged a 4.3% gain.  
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There are no guarantees in 
the investment world, of course, 
but history suggests that market 
downturns represent a buying 
opportunity for the long-term, 
and that markets tend to over-
shoot the actual underlying con-
ditions on the upside and (alas) 
also on the downside.  One of the 
reasons for a downside overshoot 
is that human psychology seems 
to be inverted when it comes to 
our investments.  In the general 

marketplace, when something 
goes on sale, people flock to 
buy.  But when stocks and other 
investments go on sale, people 
seem to regard it as a selling op-
portunity.  

Negative market returns mean 
that investors have been flocking 
to sell in the first half of this year, 
and many of them will lock in 
real, permanent losses.  More pa-
tient investors will accept the pa-
per losses as a temporary blip in a 

long-term uptrend and, if history 
holds, will ultimately experience 
a recovery and no diminishment 
of their portfolios’ buying power.

We can only hope this happen 
sooner rather than later.
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International indices: https://www.msci.com/
end-of-day-data-search

Commodities index data: https://us.spindices.
com/indices/commodities/sp-gsci

Treasury market rates: https://www.bloomberg.
com/markets/rates-bonds 

Bond rates: 

http://www.bloomberg.com/markets/rates-
bonds/corporate-bonds/

https://www.cnbc.com/bonds/

General: 

https://www.axios.com/2022/06/29/infla-
tion-cpi-pce-gap

https://www.barrons.com/articles/
stock-market-today-51656576838?siteid=y-
hoof2 

https://finance.yahoo.com/m/e5ccf355-
db5e-3210-9ce9-1c0f89e3b9c9/s-p-500-
ends-its-worst-first.html

https://www.nytimes.com/2022/06/24/busi-
ness/what-is-a-recession.html

Sources: 

Wilshire index data: https://www.wilshire.com/
indexcalculator/index.html

Russell index data: http://www.ftse.com/products/
indices/russell-us  

S&P index data: https://www.spglobal.com/spdji/
en/indices/equity/sp-500/#overview 

Nasdaq index data:

http://quotes.morningstar.com/indexquote/quote.
html?t=COMP

http://www.nasdaq.com/markets/indices/nas-
daq-total-returns.aspx

Data and rates used were indicative of market conditions as of the date shown. Opinions, estimates, forecasts and statements of financial market trends are based on 
current market conditions and are subject to change without notice. References to specific securities, asset classes and financial markets are for illustrative purposes 
only and do not constitute a solicitation, offer, or recommendation to purchase or sell a security. Past performance is not a guarantee of future results.

https://livinglegacyllc.com/our-team/
http://www.LivingLegacyLLC.com
https://www.msci.com/end-of-day-data-search
https://www.msci.com/end-of-day-data-search
https://us.spindices.com/indices/commodities/sp-gsci
https://us.spindices.com/indices/commodities/sp-gsci
https://www.bloomberg.com/markets/rates-bonds
https://www.bloomberg.com/markets/rates-bonds
http://www.bloomberg.com/markets/rates-bonds/corporate-bonds/
http://www.bloomberg.com/markets/rates-bonds/corporate-bonds/
https://www.cnbc.com/bonds/
https://www.axios.com/2022/06/29/inflation-cpi-pce-gap
https://www.axios.com/2022/06/29/inflation-cpi-pce-gap
https://www.barrons.com/articles/stock-market-today-51656576838?siteid=yhoof2
https://www.barrons.com/articles/stock-market-today-51656576838?siteid=yhoof2
https://www.barrons.com/articles/stock-market-today-51656576838?siteid=yhoof2
https://finance.yahoo.com/m/e5ccf355-db5e-3210-9ce9-1c0f89e3b9c9/s-p-500-ends-its-worst-first.html
https://finance.yahoo.com/m/e5ccf355-db5e-3210-9ce9-1c0f89e3b9c9/s-p-500-ends-its-worst-first.html
https://finance.yahoo.com/m/e5ccf355-db5e-3210-9ce9-1c0f89e3b9c9/s-p-500-ends-its-worst-first.html
https://www.nytimes.com/2022/06/24/business/what-is-a-recession.html
https://www.nytimes.com/2022/06/24/business/what-is-a-recession.html
https://www.wilshire.com/indexcalculator/index.html
https://www.wilshire.com/indexcalculator/index.html
http://www.ftse.com/products/indices/russell-us
http://www.ftse.com/products/indices/russell-us
https://www.spglobal.com/spdji/en/indices/equity/sp-500/#overview
https://www.spglobal.com/spdji/en/indices/equity/sp-500/#overview
http://quotes.morningstar.com/indexquote/quote.html?t=COMP
http://quotes.morningstar.com/indexquote/quote.html?t=COMP
http://www.nasdaq.com/markets/indices/nasdaq-total-returns.aspx
http://www.nasdaq.com/markets/indices/nasdaq-total-returns.aspx
www.LivingLegacyLLC.com
https://livinglegacyllc.com/our-team/
www.LivingLegacyLLC.com

	site: 
	Page 1: 
	Page 2: 
	Page 3: 
	Page 4: 
	Page 5: 

	Button 2: 
	site 2: 


