The Federal Reserve (Fed) continued its aggressive battle against inflation, raising the federal
funds rate another 0.75% at its July meeting – the fourth rate bump this year. We’re now in a neutral 2.25% to 2.5% range, and the central bankers are on track to raise rates to a mildly restrictive
3% to 3.5% range by the end of the year. While inflation fears remain high, it is likely that we are
past peak inflation and the largest interest rate increases are behind us, explains Raymond James
Chief Investment Officer Larry Adam, echoing Fed Chair Jerome Powell.
The domestic equity markets anticipated the rate change and appeared to appreciate the Fed’s
firm stance. The S&P 500 climbed around 9% for the month – the highest monthly increase since
November 2020. This is in contrast to the worst start to the year since 1970 that had the S&P 500
down 20% through June and the Bloomberg U.S. Aggregate Bond Index down 10%.
July’s reprieve came with declining oil prices (and the subsequent impact on inflation) and slowing
economic activity – the second consecutive quarter of negative GDP growth, which helped spur
the bond market as longer-term interest rates declined meaningfully.
None of this eliminates the possibility of a mild, short-lived recession, notes Chief Economist
Eugenio J. Alemán, Ph.D. Investors should expect some challenging months ahead as we navigate uncertainty around global inflationary pressures coming from the continuing pandemic;
Chinese lockdowns, which could constrain supply chains further; the Russia-Ukraine war and its
implications on energy; as well as “noisy” data. For example, existing home sales weakened in the
second quarter, but their prices are still climbing, just not at the pace they had in recent quarters.
Meanwhile, new home sales declined to their pre-pandemic levels.
The Bureau of Economic Analysis reported that second-quarter real gross domestic product came
in at 0.9% following a 1.6% decline in the first quarter. On the other hand, corporate earnings season appears to be robust thus far, buoyed by relentless consumer spending. Personal consumption expenditures, which account for almost 70% of the economy, grew by 1% during the quarter. It
seems U.S. companies and consumers remain relatively healthy for now.
The major indices landed in positive territory for the month, but the gains were not enough to
make up for earlier losses. Let’s review where the headline indices stood year to date through
July.
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Change Year
to Date

% Gain/Loss
Year to Date

DJIA

36,338.30

32,845.13

-3,493.17

-9.6%

NASDAQ

15,644.97

12,390.69

-3,254.28

-20.8%

S&P 500

4,766.18

4,130.29

-635.89

-13.3%

MSCI EAFE

2,336.07

1,937.26

-398.81

-17.1%

Russell 2000

2,245.31

1,885.23

-360.08

-16.0%

Bloomberg Aggregate
Bond

2,355.14

2,162.99

-192.15

-8.1%

*Performance reflects index values as of market close on July 29, 2022.

Now, onto the details:
Inside D.C.
The CHIPS and Science Act heads to President Biden’s desk for approval, codifying incentives for
domestic semiconductor manufacturers and suppliers. They could see billions in grants and investment tax credits toward the expansion and construction of U.S.-based manufacturing facilities.
A reconciliation bill focused on climate/energy, corporate tax changes and healthcare policy (mainly
lowering costs of drug prices and an extension of health insurance subsidies) also could become
law prior to the August congressional recess. While there are no energy-related mandates or other
“sticks” in this reconciliation bill, there are plenty of “carrots” for clean energy technologies in the
form of tax incentives. Political factors led to significant priorities being dropped from both bills,
namely broader (and more hawkish) China-oriented policy provisions as well as individual tax adjustments targeting higher incomes. But that doesn’t preclude Congress from tackling China-related
economic and investment policies in the future, notes Washington Policy Analyst Ed Mills.
The global outlook
The outlook for the global economy continues to weaken, and forecasts for economic activity outside
the U.S. reflect persistent inflationary pressures, supply chain disruptions and tightening financial
conditions. Downside trade pressures and higher energy prices are having an outsized effect, one
that’s particularly acute in Europe and in the United Kingdom. Ongoing concerns regarding the continent’s gas supply have served to emphasize regional vulnerabilities. Russia cut its exports of natural
gas to Europe, which had a ripple effect on natural gas prices – both liquefied and non-liquefied.
Global headline inflationary pressures may have peaked, which would provide some much welcome
stability to global stock and bond markets after a tough first half of the year. Recent survey data indicates that prolonged supply chain difficulties may have eased somewhat, and we may see inflationary pressures subside in the months ahead.
The bottom line
We likely have more weakness to endure, but Joey Madere, senior portfolio strategist, Equity Portfolio & Technical Strategy, says investors can expect positive returns over the next 12 months and
beyond, given the view that economic weakness should be relatively mild and inflation will moderate.
Long-term investors should anticipate an eventual rally on the other side of this weak trend and take
advantage of potential buying opportunities. Bear markets go down 20% to 35% on average, but bull
markets average ~150% returns.
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