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THE WEEK IN REVIEW: March 27 - April 2

Markets are at a crossroads

With the first quarter of 2022 in the books, here’s the report card: Jobs appear plentiful, while
consumers seem to be losing confidence and steam. Inflation is still with us, and the Federal Reserve is
raising rates as the economy decelerates. Plus, we still have the Russia-Ukraine situation, which can go
in any direction.

For markets, however, it all seems fine — at least for the moment. Markets posted a strong final two
weeks of March after getting hammered for most of the first quarter. We clawed back a fair bit of our
losses and even managed to gain 3.28% for the month of March, although we saw a loss of 4.95% for
the quarter in the S&P 500. Overall, we experienced the first quarterly loss for markets since the first
quarter of 2020.

So, are we out of the woods? If you’re looking at jobs, things might seem fine. (The ADP employment
report for March came in at +455,000 jobs, while the Bureau of Labor Statistics (BLS) report showed an
increase of 431,000 in nonfarm payroll employments last month.) However, we have some serious
headwinds — and we’re nowhere near seeing a resolution on some of them. 

The market is still sensitive to any news coming out of Ukraine, positive or negative. You can see the
markets rally anytime there’s a spark of hope from ongoing negotiations or when the Russians say they
are “de-escalating.” Yet nothing even close to positive has panned out. The longer this situation remains
unresolved, the greater the chance that something unintended may provoke a wider escalation of the
conflict.

Markets have also formed an unholy alliance with the price of oil. As oil spikes, markets drop, and
volatility picks up. The same old canards are paraded out that higher oil prices will lead to a global
economic slowdown and/or increased inflation. The Russia-Ukraine situation is a major contributor to
that dynamic, but so are our own self-inflicted wounds, which may have made this dependence on
foreign energy supplies a problem. Both oil and markets sagged as we ended the week.

https://www.cnbc.com/2022/04/01/what-to-watch-today-futures-rise-ahead-of-jobs-report-after-worst-quarter-in-2-years.html
https://www.cnn.com/2022/04/01/economy/us-march-jobs-report/index.html
https://apnews.com/article/russia-ukraine-biden-covid-business-health-0b8fa9d042af242b35ed3627f3e7f92f
https://apnews.com/article/russia-ukraine-biden-covid-business-health-0b8fa9d042af242b35ed3627f3e7f92f
https://www.investors.com/market-trend/stock-market-today/stock-market-falls-amid-more-inflation-data-rises-biden-prepares-to-release-oil-reserves/
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Bottom of the barrel — not so strategic!

Then there’s the Fed. It rolled out a hike of 25 basis points (.25%) last month that was immediately
shrugged off by the markets, as were its projections for the rest of 2022. Now, Fed funds futures (FFF)
are forecasting rates to increase to 2.5%-2.75% by the end of the year. That shift was caused by James
Bullard, a voting Fed member, who mutinied publicly with calls for more aggressive hikes and caused
Fed Chair Jerome Powell to take a more aggressive public stance. Given that most economists expect
inflation to peak in the next couple of months (which isn’t a guarantee), in my view, the Fed has a lot
farther to go than what the FFFs are saying and what the market is preparing for.

The yield curve between the two-year and 10-year treasuries briefly inverted three times last week.
Why is this important? Because it’s a recessionary indicator. Every recession in recent history was
preceded by a yield curve inversion, although not every yield curve inversion has caused a recession.

Food prices continue to soar. With Russia and Ukraine producing 30% of the world’s wheat, it’s hard to
imagine how food prices would not be affected if that production is disrupted. In 2011, a wheat price
shock was widely attributed as having a direct impact on the turmoil in the Middle East known as the
Arab Spring. Supply chains are still messed up, and American consumer confidence hasn’t appeared this
low for a decade. 

Given that backdrop, it’s hard to imagine how we can keep posting stellar job growth and gross
domestic product (GDP) growth numbers as we are assailed by higher gas and food prices and rising
inflation everywhere. A flagging consumer paying too much for whatever they can find will likely lead
to a decrease in sales and consumption, which could result in a slowing economy and lower earnings
and depress the stock market. Who’s right, then — The recently rebounding stock market or the bearish-
signaling bond market? Take your pick, but I still think that the second quarter will be as rocky as the
first, if not worse.

President Joe Biden announced the government will release 1 million barrels of oil per day from the
Strategic Petroleum Reserve (SPR) for six months in an attempt to ease energy costs. After trying
something similar last November (which did not work), it appears the administration is going back to
the well even more aggressively in an attempt to ease prices at the pump.

The release of additional oil will take weeks, if not months, to reach the announced levels. In addition,
Western nations and their allies have agreed to release oil from their reserves, joining the U.S. in trying
to tame oil prices that have soared in the wake of Russia’s invasion of Ukraine. The issue? Announcing
you will release oil for 180 days in a row is the antithesis of a strategic move. Instead, it is predictable
and static, and markets will soon figure out the game, and prices will be adjusted accordingly. Oil will
likely drop initially, as it has, but it may creep back up. The only fix is increasing the permanent supply,
which the Europeans are incapable of doing and our current administration seems unwilling to do. Then,
once the oil price is elevated again as markets wait out the SPR release, we will be confronted with
replenishing our reserves at higher prices. Just like the Fed, which kept interest rates artificially low by
buying bonds during its quantitative easing activities, the administration will likely keep oil prices
artificially higher by buying up supplies that could have been going into the market. This move may
backfire because it is not a durable solution to the problem. Increasing supply through production — not
releasing from the SPR — may be the solution.

https://www.barrons.com/articles/fed-rate-hikes-cuts-yield-curve-51648675433
https://www.barrons.com/articles/fed-rate-hikes-cuts-yield-curve-51648675433
https://nypost.com/2022/04/01/yield-curve-inverts-stoking-fears-of-us-recession/
https://asia.nikkei.com/Politics/Ukraine-war/Global-wheat-shortage-looms-as-summer-risk-over-Ukraine-war
https://www.washingtonpost.com/world/interactive/2021/arab-spring-10-year-anniversary-lost-decade/
https://www.reuters.com/business/energy/biden-release-1-mln-barrels-oil-day-ease-pump-prices-2022-03-31/
https://www.energy.gov/fecm/strategic-petroleum-reserve-9
https://www.cnn.com/2021/11/23/business/gas-prices-biden-spr/index.html
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Weekly Numbers

Have a great week!

Tom Siomades, CFA®
Chief Investment Officer
AE Wealth Management

The second quarter of 2022 began with the March jobs reports mentioned above. Next week will
feature slim economic data, but the minutes from the Fed’s last meeting will likely dominate the
week. Traders and money managers will pore over the contents of the minutes to see just how
much unity there was around the 25-basis-points hike and ongoing rate increases versus those
governors that were agitating for more aggressive hikes.

Factory and core capital equipment orders (Monday), consumer credit (Thursday) and wholesale
inventories (Friday) will bracket the release of the Fed minutes.

Yes, it’s a quiet week from a data standpoint, but markets haven’t been driven by data these past
few weeks anyway. Instead, macro (Fed and inflation) and geopolitical (Russia-Ukraine) events
currently have the ear of the market. We will get to data and fundamentals at some point, just not
in the very near term.

Coming this week
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