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When equity markets rally into a slowing economy and an inverted 
Treasury yield curve, it is natural to wonder if it would last. After 
posting stellar returns in July, the equity markets fell on souring 
sentiment during August. Economic data, however, have been telling 
the same cautionary story all summer long. The S&P U.S. Composite 
Purchasing Manager’s Index fell into contractionary territory, the 
housing market activity slowed considerably, and prices continued 
to rise. Even at a 3.5% unemployment rate, the labor market may 
not be so healthy – the number of part-time jobs rose, full-time jobs 
fell, and multiple-job holders grew in July’s report. It took the Fed’s 
sobering message from the Jackson Hole speech for the financial 
markets to realign with the economic fundamentals on Main Street.

GLOBAL EQUITY
The equity market rebound that began in mid-June reversed course 
in August. Major indices across the U.S. markets recorded negative 
returns as Jay Powell’s Jackson Hole speech drove home the Fed’s 
determination to control inflation. Rate-sensitive growth style 
underperformed value, and cyclical sectors also sold off. Energy 
and Utilities were the only sectors in the green, with the former 
benefiting from climbing oil prices and the latter holding steady as a 
defensive haven.

A large part of the summer rally stemmed from a belief that the Fed 
may be forced to reverse course in the future. The fed funds futures 
market was pricing in rate cuts as early as Q1 2023 as equity 
markets rose. However, after Chairman Powell’s speech at Jackson 
Hole, the markets adjusted expectations and repriced risk assets. 
Looking ahead, the challenges may not be limited to Fed policies. 
The markets are facing what may be a slowing earnings trend. While 
Q2 earnings beat expectations for the S&P 500 Index with 7.1% 
YoY growth, without the Energy sector’s outsized 300%+ growth the 
underlying earnings pattern looks less convincing1. As consumers 
continue the struggle with rising prices, and with a contractionary 
monetary policy in effect, the equity markets may anticipate harder 
times ahead.

The geopolitical conflicts and the uncertainty around energy 
shortages have had an impact on currency markets. The value of 
the U.S. dollar (USD) has been climbing against all major currencies, 
most notably the euro, the Japanese yen, and the British pound. 
The currency effect has detracted meaningfully from performance 
year-to-date, resulting in nearly an 11 percentage-point differential 
in the MSCI EAFE returns in local versus USD terms2. The month 
of August continued the trend of negative returns in international 
developed markets, but emerging markets took a pause. Positive 
performance from emerging Latin American economies offset the 
losses in EM Asia for now, but the weakness in China remains a risk 
as the largest weight in the MSCI EM Index. The People’s Bank of 
China is the only major central bank to be loosening policy to bolster 

TABLE 1: Global Equity AUG QTD YTD 1 YR

Dow Jones Industrial Average -3.72 2.84 -12.01 -9.07

S&P 500 Index -4.08 4.77 -15.50 -11.23

Russell 2000 -2.05 8.18 -17.18 -17.92

Russell 1000 Growth -4.66 6.78 -23.19 -19.06

Russell 1000 Value -2.98 3.45 -9.85 -6.23

MSCI ACWI USD -3.68 3.04 -17.27 -15.89

MSCI EAFE USD -4.75 0.00 -19.57 -19.80

MSCI EM USD 0.42 0.17 -17.60 -21.80

MSCI ACWI ex US USD -3.22 0.10 -18.11 -19.52

Source: Bloomberg, as of 8/31/2022. Past performance does not guarantee future returns.

1 Bloomberg, as of 8/31/2022
2 MSCI EAFE Local Currency = -8.79%; MSCI EAFE USD = -19.57% YTD
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International investing poses additional risks, including those related to currency fluctuations and foreign political and economic events.

The information included in this update is provided for informational purposes only and should not be construed as investment advice. The views expressed are those of the author based on 
the data available when this update was written and are subject to change based on market conditions or other factors. CBIZ Investment Advisor Services disclaims any liability for any direct or 
incidental loss incurred by applying information supplied in this update. Please contact your financial representative with any questions pertaining to the information in this update.

Investment advisory services provided through CBIZ Investment Advisory Services, LLC, a registered investment adviser and a wholly owned subsidiary of CBIZ, Inc.

Anna Rathbun serves as the Chief Investment Officer for CBIZ Investment Advisory Services. Her tenure with the firm 
has spanned economic and market research, portfolio construction, and creating insights in investment themes to share 
with the investment community. Anna began her career in investments at Wellington Management, and subsequently, 
Harvard. She has served as a Managing Director for a registered investment advisory firm where she specialized in 
alternative investments. She is a graduate of Harvard University with a B.A. in Economics. Her early passion for the 
arts led her to classical music, for which she obtained a Master of Music and Doctor of Musical Arts from the Cleveland 
Institute of Music. Anna’s career in music spanned a wide spectrum of performances to a faculty position at her alma 

mater. With a unique background that embraces both finance and the arts, Anna is dedicated to the issue of financial sustainability for 
organizations serving a mission.

its economy, but even these stimulus efforts may not overcome 
investor concerns. Geopolitical tensions between China and the 
U.S. over Taiwan, as well as regional rolling COVID-19 lockdowns 
and Chinese real estate market woes are expected to weigh on 
general sentiment

FIXED INCOME
If the equity markets bought into the possibility of a Fed pivot, 
the bond market stayed sober during August. The 2-year yield, 
considered to be the market’s assessment of Fed policy, steadily 
rose throughout the month toward 3.49%. Spurred on by a 
hawkish Fed, the entire U.S. Treasury yield curve shifted upward 
during the month of August but remains inverted in the 2-year to 
10-year segment of the curve. Rising yields translate to falling 
bond prices, which light up our performance table with negative 
numbers. Interest rate risk was the dominant story for the month 
of August, as it has been since the beginning of the year.

TABLE 2: Fixed Income AUG QTD YTD 1 YR

Bloomberg US Aggregate -2.83 -0.45 -10.41 -11.52

Bloomberg 1-3 Yr Gov/Credit -0.78 -0.26 -3.32 -3.98

Bloomberg Treasury 5-7 Yr -3.12 -0.97 -8.87 -10.74

Bloomberg Investment  
Grade Corp -2.93 0.21 -13.71 -14.91

Bloomberg High Yield Corp -2.30 3.46 -10.83 -10.60

JPMorgan EMBI Global 
Diversified -0.43 2.45 -18.36 -20.40

Source: Bloomberg, as of 8/31/2022. Past performance does not guarantee future returns.

Even before Powell’s five-minute Jackson Hole speech, the 
minutes from the Fed’s July meeting detailed the central bank’s 
resolve to fight inflation. Revealing a shift in the Fed’s tone on 
the economic fundamentals, the meeting minutes recorded 
an acknowledgement of a decelerating economy, the cracks in 
the labor market, and the possibility that the central bank may 
overtighten its policy beyond the point of achieving 2% inflation. 
This means that price stability is the number one goal for the Fed, 
even if a recession is the cost we pay on the way there. 

CODA
In the last few weeks, I have heard chatter about whether the 
equity markets had found a bottom or if we are witnessing a 
bear market rally. August’s about-face in market sentiment tells 
us that perhaps a bottom is too early to call. Throughout history, 
bear markets have seen rallies that provide a relief in the midst 
of a larger downward trend, and we may be following such pattern 
with volatility waiting for us in the fall months. And the Fed has 
raised interest rates into an inverted Treasury yield curve before, 
but since the 1970’s it has been followed by a recession every 
time. In the context of high prices, falling real wages, tightening 
financial conditions, and a slowing economy, it is not difficult to 
imagine these factors influencing corporate earnings in the future. 
And financial markets, ever forward-looking, may already be 
anticipating a bumpy road ahead.


