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The odds of a recession have increased in the United States. 
The interest rate correction from ultra-low borrowing costs and 
the decline in stock prices as of late flash that the risk of falling 
into a recession is rising. However, the good news is the market’s 
census view on this subject is highly split. Therefore, falling in 
love with only one narrative bias in this complicated market may 
have consequential effects.  

The worst of today’s economic situation is inflation. The economy 
has entered a period of high costs due to a challenged supply-
side picture. Whether manufacturing-based or due to lack of 
qualified labor, the economy has experienced a supply-chain 
crunch. As a result, producers and workers have increased the 
cost of acquiring their products or services. Furthermore, food 
and energy prices significantly weigh the typical American’s 
budget down. These modern-day frictions will eventually recede 
into the background as people move beyond the structural 
problems of today.

In contrast to the present moods experienced by investors, 
the economy’s manufacturing and services sectors are still in 
an expansion. Furthermore, new orders have risen and price 
increases have eased due to lower freight and transportation 
costs. The manager surveys that come out in later periods may 
start to tell another story but, as the economy stands now, 
industry and profits continue to advance. 

Recent market volatility also opens up new opportunities that 
weren’t available twelve months ago. For example, investors 
can stash money away in government bonds that expect to yield 
above the future’s inflation rate. That net positive has been out 
of existence as the economy’s real yields have traded negative 
for quite some time. Investors that look at the historical quoted 
yields on the inflation-protected debt issued by the government 
will find a history of interest rate negative debt. Additionally, 
stock market returns probably award more investor premium 
today since the market has trended down for several months. 

A positive yield adjusted for inflation is a new and positive sign 
that may signal an economy that can regain a productive capacity 
rate. As new debt issued by the government has entered the 
market, investors have adjusted the debt’s prices and yields 
methodically to earn a fair share of the economy’s productive 
growth. Therefore, a positive real interest rate can help draw in 
investor capital and restore balance to a bruised asset. 

Domestic inflation has probably been more problematic for 
smaller businesses than the large blue-chip companies that 
operate in the global economy. That is because it’s likely harder 
for small companies to renegotiate contracts in an inflationary 
period than large companies with bargaining power. The sign 
that inflation would act as a disruptive force against small 
corporate profits probably showed up back in November when 
small-cap stocks first entered the market’s correction. Since 
small-caps have been in a period of more extended declines, 
another new and open opportunity is baskets of small-caps 
that offer higher relative value than large-caps priced on future 
earnings and growth. 

The stock market’s recent decline can offer investors new, 
attractive investment opportunities. However, the short-
run outlook for stock prices is unfortunately still volatile and 
uncertain for a few reasons. First, the corporate earnings picture 
is potentially unsustainable and may receive downgrades in 
the future. Today’s equity prices are likely reacting to higher 
probabilities of downgrades as market prices act as leading 
indicators, meaning that asset prices adjust to the news ahead 
of time. Furthermore, the stock market’s sentiment can change 
when in a recession because forecasts improve, and investors 
start to expect another expansion to occur. Lastly, newly 
innovative enterprises will likely arise as businesses address 
an aging infrastructure that gets much of the blame for the 
present supply-side disruption. The payback and payback 
period of those future investments won’t be apparent at first. 
However, today’s innovators possess the knowledge and power 
to change and create a more productive tomorrow. The success 
of the future will drive the profits and asset returns of the next 
cycle. Even though market risks will always loom, the policy 
response of today is helping to normalize and sustain a viable 
economic system, which can reward investment for future capital 
consumption.
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US Stocks found a moment of strength 
in May. Most segments of the category 
ended last month in positive territory. 
Small-cap stocks were the best performers 
with a monthly return of 1.10%, with mid-
caps trailing behind in close second. 
Conversely, large caps underperformed in 
May with returns of 0.26%. Mid-caps lead 
year-to-date, but almost every category 
has clustered around a loss of -12.00% for 
the first five months of the calendar year.

Foreign Bonds remained flat in May. The 
emerging market’s semi-flat losses offset 
the world category’s negligible gains. 
Moreover, foreign bonds have primarily 
underperformed in the fixed income 
allocations of investors. World bonds 
and emerging markets have resulted in 
average losses of -10.83% this year, which 
is relatively worse than most US bonds. 
Developed country bonds have been 
stronger than emerging market bonds, but 
not significantly.

Foreign Stocks also gained in May. Large 
caps led the foreign categories higher last 
month while emerging market and small-
cap stocks also generated positive returns. 
The year-to-date record in foreign stocks is 
slightly worse than US stocks, but not by 
a wide margin. On average, foreign stocks 
have resulted in an approximate -13.00% 
year-to-date loss.

Hard Assets have begun to trend lower 
as investors have lost interest in precious 
metals and real estate for the month. 
Energy-related assets have seemingly 
turned into an investor favorite as a hedge 
against the broad financial market. Master 
Limited Partnerships in the energy space 
gained another 6.60% in May to lift the 
year-to-date return to 25.44%. Precious 
metals fell by -7.35% in May, while real 
estate dropped by approximately -5.0%.

US Bond returns softened in May, with 
performance split between quality and risk. 
Higher quality coupons in governments 
and investment grade corporates 
experienced gains in May. Riskier bonds, 
such as bank loans, generally lost value. 
Bank loans and inflation protected bonds 
gave back some of their historical gains as 
the worst inflationary fears may already be 
over. Year-to-date returns converge on an 
average return of almost -7.00%, led by the 
corporate bond loss of -11.20%. 

Hybrid Asset performance was split 
between convertible bonds and preferred 
stock in May. The category was brought 
down by the -2.50% loss from convertible 
bonds but moderated by a modest gain 
of 0.41% in preferred stocks. Convertible 
bonds have experienced the largest losses 
in the category this year as the style of 
growth investing has been impacted by 
the interest rate environment. In addition, 
new and growing companies usually issue 
convertible debt, so when growth stocks 
decline, the convertible market typically 
falls similarly. 

Asset Categories

Monthly

Year to Date

FOREIGN BONDS

US STOCKS

HARD ASSETS

FOREIGN STOCKS

HYBRIDS

US BONDS

US 
STOCKS

0 .78%

-11 .86%

FOREIGN 
STOCKS

0 .90%

-13 .26%

US 
BONDS

-0 .46%

-6 .55%

FOREIGN 
BONDS

0 .03%

-10 .83%

HARD 
ASSETS

-2 .39%

-1 .79%

HYBRIDS

-1 .04%

-11 .19%

*DATA USED IS SOURCED FROM MORNINGSTAR®, DATE ENDING MAY 31, 2022.
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