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⚫ After a rally in July, both shares and bonds turned lower and registered negative returns for Q3. Any hopes of interest rate cuts were 

dashed as central banks reaffirmed their commitment to fighting inflation. The Federal Reserve, European Central Bank and Bank of 

England all raised interest rates in the quarter.

⚫ Equity Markets

o US equities fell in Q3. The communication services sector, including both telecoms and media stocks, was among the weakest sectors over 

the quarter, along with real estate. The consumer discretionary and energy sectors proved the most resilient. In July, the market had 

started to focus on the possibility of interest rate cuts from the US Federal Reserve (Fed) in 2023, given concerns about slowing growth. 

However, such hopes were dashed at August’s Jackson Hole summit of central bankers, where the Fed reaffirmed its commitment to 

fighting inflation. This sent stocks lower in the second half of the quarter. 

o Eurozone shares experienced further sharp falls in Q3 amid the ongoing energy crisis, rising inflation, and consequent fears about the 

outlook for economic growth. Every sector posted negative returns, with the steepest falls for communication services, real estate and 

healthcare. Annual inflation for the eurozone was estimated at 10.0% in September, up from 9.1% in August with energy costs continuing 

to be the largest contributor to inflation.

o After rising through July and August, the Japanese stock market followed global equity markets lower in September to end the quarter 

down 0.8%. Other than a brief period in late July, the yen weakened almost continuously against the US dollar, easily breaking the 140 level 

for the first time since 1998. The Bank of Japan left policy unchanged and the interest rate differential with the US therefore widened 

sharply after the successive decisions by the US Fed to raise rates. This differential has been a significant factor in the consistent weakening 

of the yen so far in 2022.

o Asia ex Japan equities were weaker in the third quarter on investor concerns over rising inflation, higher interest rates and fears over a 

global slowdown. The war in Ukraine and ongoing tensions between China and Taiwan also weighed on sentiment during the quarter. 

China was the weakest index market in the quarter on concerns over rising interest rates, as countries around the world battle soaring 

inflation. This was despite data released in September which showed that Chinese factory activity unexpectedly expanded during August. 

The alarming spread of Covid-19 throughout China also weakened sentiment, prompting fears of further lockdowns as the country 

continues to pursue a policy of zero-Covid.
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⚫ After a rally in July, both shares and bonds turned lower and registered negative returns for Q3. Any hopes of interest rate cuts were 

dashed as central banks reaffirmed their commitment to fighting inflation. The Federal Reserve, European Central Bank and Bank of 

England all raised interest rates in the quarter.

⚫ Bond Markets

o The heightened market volatility during third quarter continued as central banks and investors continued to grapple with persistent 

inflation amid a slowing growth backdrop. Government bond yields were generally higher and credit spreads wider across the global 

market, weighing heavily on market returns. Across global credit, returns were poor as the market drawdown continued with credit

spreads widening amid fears that tighter monetary policy may undermine further economic growth prospects.

o The Federal Reserve (Fed) piled on another 75 bps increase onto existing rates in September which brought the rate to between 3.0% and 

3.25%. This is the fifth interest rate in the year so far, following rate hikes to 1.75% in June and 2.5% in July. Chair Jerome Powell stated 

that the Fed’s outlook remains unchanged since the Jackson Hole meeting. The US 10-year yield rose from 2.97% to 3.83% and the 2-year 

yield from 2.93% to 4.23% in Q3.

o The ECB raised interest rates by 75 bps in September, following a rise of 50 bps in July. Eurozone CPI landed at a record high of 10% year-

on-year. The German 10-year yield increased from 1.34% to 2.11%.
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Consumer Finances
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Key Take Aways:

❑ Unlike the Great Recession in 2008/2009, U.S. consumers collectively are facing the current inflationary environment with significant wealth and 
savings. However, current levels of inflation have consumers reaching into their savings hoards to fund spending in 2022. 

❑ With approximately $1.0T or 50% of excess savings remaining from the COVID shock of 2020/2021, SAA expects these excess savings to remain as a 
“net” inflationary tailwind as consumers are still spending despite indications that consumption behavior is moderating.

Source: : FactSet, FRB, J.P. Morgan Asset Management; (Top and bottom right) BEA. 
Data include households and nonprofit organizations. SA – seasonally adjusted. *Revolving includes credit cards. Values may not sum to 100% due to rounding. **3Q22 figures for debt service ratio are J.P. Morgan Asset Management estimates. 
***Figures reflect the difference in monthly realized savings vs. pre-pandemic trend savings. From March 2020 to August 2021, consumers amassed $2.0 trillion in excess savings. Since August 2021, consumers have begun to draw down on those excess 
savings, with the remaining reflected in the chart annotation. 
Guide to the Markets – U.S. Data are as of September 30, 2022.
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The Fed & Interest Rates

Source: Bloomberg, FactSet, Federal Reserve, J.P. Morgan Asset Management.
Market expectations are based off of the respective Federal Funds Futures contracts for December expiry. *Long-run projections are the rates of growth, unemployment and inflation to which a policymaker expects the economy to converge over the next five to six years in absence of further shocks and 
under appropriate monetary policy. Forecasts are not a reliable indicator of future performance. Forecasts, projections and other forward-looking statements are based upon current beliefs and expectations. They are for illustrative purposes only and serve as an indication of what may occur. Given the 
inherent uncertainties and risks associated with forecasts, projections or other forward-looking statements, actual events, results or performance may differ materially from those reflected or contemplated.
Guide to the Markets – U.S. Data are as of September 30, 2022.

Key Take Aways:

❑ Although talking tough about inflation, the Fed’s continues to find itself between a rock and a hard place as markets still expect the Fed to address 
inflation but then, paradoxically, to begin lowering rates not too soon thereafter, albeit at a much slower rate that expected in July 2022.

❑ Don’t forget the Fed’s continuing plan to reduce its balance sheet (i.e. quantitative tightening). Beginning September 1st, the monthly cap expands to 
allow up to $60B of UST and $35B of Agency MBS maturities to forgo reinvestment.

❑ Fluid inflation expectations and sharp market responses to economic releases makes it extremely difficult for investors and markets to price risk. SAA 
expects volatile markets to continue fort the remainder of 2022 and into 2023 until we have an inflationary inflection point that markets believe despite 
the potential for recession and how a recession will be defined…
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Asset Class Returns & Expectations

Key Take Aways:

❑ The chart above categorizes the trailing one-year returns of key asset class as of September 30, 2022, by how much actual returns 
deviated from expected annualized rates of return per asset allocation modeling estimates as of 1/1/2022.

➢ In the worst case, the U.S. Taxable and Tax-Exempt Bond markets experienced negative returns that were between four and 
five standard deviations from the annualized return expected over a 7-to-10-year horizon (i.e. black swan events).

➢ It’s the magnitude of this negative, fixed income performance shock that is temporarily wreaking havoc with mark-to-
market balance sheets.

➢ Equity returns, meanwhile, were down more than fixed income in absolute terms (not by much, however) but relatively down 
a more modest one to one-and-a-half standard deviations from an annualized expected return over a 7-to-10-year horizon. 

➢ For equity markets to have performed as poorly as fixed income markets on a relative basis, equity markets would 
need to be down 60% to 70% over the same one-year period.
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Pre-Tax Return Risk -0.5 STD -1 STD -1.5 STD -2 STD -2.5 STD -3 STD -3.5 STD -4 STD -4.5 STD -5 STD

Fixed Income

U.S. Aggregate (Core Fixed) 2.60% 3.48% 0.86% -0.88% -2.62% -4.36% -6.10% -7.84% -9.58% -11.32% -13.06% -14.80% -14.60%

U.S. Municipal 2.10% 3.25% 0.48% -1.15% -2.78% -4.40% -6.03% -7.65% -9.28% -10.90% -12.53% -14.15% -11.50%

U.S. TIPS 2.10% 5.16% -0.48% -3.06% -5.64% -8.22% -10.80% -13.38% -15.96% -18.54% -21.12% -23.70% -12.94%

U.S. High Yield 3.90% 8.24% -0.22% -4.34% -8.46% -12.58% -16.70% -20.82% -24.94% -29.06% -33.18% -37.30% -14.14%

U.S. Leveraged Loans 4.70% 7.89% 0.76% -3.19% -7.14% -11.08% -15.03% -18.97% -22.92% -26.86% -30.81% -34.75% -2.53%

Equity & Alternatives

U.S. Large Cap 4.10% 15.02% -3.41% -10.92% -18.43% -25.94% -33.45% -40.96% -48.47% -55.98% -63.49% -71.00% -15.47%

U.S. Mid Cap 4.30% 17.06% -4.23% -12.76% -21.29% -29.82% -38.35% -46.88% -55.41% -63.94% -72.47% -81.00% -15.50%

U.S. Small Cap 4.40% 19.61% -5.41% -15.21% -25.02% -34.82% -44.63% -54.43% -64.24% -74.04% -83.85% -93.65% -15.29%

EAFE 6.50% 17.04% -2.02% -10.54% -19.06% -27.58% -36.10% -44.62% -53.14% -61.66% -70.18% -78.70% -24.70%

EM Equity 6.90% 20.92% -3.56% -14.02% -24.48% -34.94% -45.40% -55.86% -66.32% -76.78% -87.24% -97.70% -27.86%

IG Convertible Bond 4.50% 11.77% -1.39% -7.27% -13.16% -19.04% -24.93% -30.81% -36.70% -42.58% -48.47% -54.35% -6.35%

U.S. REITs 5.70% 15.11% -1.86% -9.41% -16.97% -24.52% -32.08% -39.63% -47.19% -54.74% -62.30% -69.85% -16.54%

Source: SAA & J.P.Morgan Capital Markets - November 2021
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Fixed Income Yields

Source: Bloomberg Barclays & ICE Fixed Income Indices

Key Take Aways:

❑ Nominal market yields spiked again in Q3 in response to the ongoing inflation debate and the Fed’s hawkish rhetoric and aggressive expected actions to 
quash it. As of 9/30, the Aggregate Bond Index yield was 4.75%, up 300 bps since 12/31.

❑ When comparing current inflation to expected inflation two and five years forward, the calculation of real yields reveals diametrically opposed views and 
considerations relating to longer-term portfolio positioning.

❑ Higher reinvestment yields (more than double what they were on 12/31/2021 across many markets) will generate additional earned income and continue 
to increase book yields across all core fixed income portfolios. 

The information contained herein has been obtained from sources believed to be reliable, 
but the accuracy of the information cannot be guaranteed. 7

CORE HEADLINE 2YR Breakeven 5Yr Breakeven

Index YTW 9/30/2022 Chg Prior Month Chg Prior Qtr Chg Calendar Yr Current Real Yields Current Real Yields Current Real Yields Current Real Yields

Aggregate 4.75% 0.79% 1.03% 3.00% -1.55% -3.55% 2.77% 2.59%

Intermediate Aggregate 4.69% 0.82% 1.09% 3.14% -1.61% -3.61% 2.71% 2.53%

U.S. Treasury 4.13% 0.71% 1.04% 2.90% -2.17% -4.17% 2.15% 1.97%

U.S. 3-Month Treasury 3.27% 0.43% 1.60% 3.22% -3.03% -5.03% 1.29% 1.11%

U.S. 2-Yr Treasury 4.23% 0.76% 1.26% 3.50% -2.07% -4.07% 2.25% 2.07%

U.S. 5-Yr Treasury 4.05% 0.73% 1.01% 2.79% -2.25% -4.25% 2.07% 1.89%

U.S. 10-Yr Treasury 3.79% 0.63% 0.78% 2.29% -2.51% -4.51% 1.81% 1.63%

U.S. 30-Yr Treasury 3.77% 0.50% 0.61% 1.88% -2.53% -4.53% 1.79% 1.61%

U.S. Agency MBS 4.83% 0.87% 1.06% 2.85% -1.47% -3.47% 2.85% 2.67%

ABS 4.84% 0.72% 1.06% 3.71% -1.46% -3.46% 2.86% 2.68%

CMBS 5.17% 0.76% 1.10% 3.29% -1.13% -3.13% 3.19% 3.01%

U.S. Credit 5.57% 0.84% 0.99% 3.32% -0.73% -2.73% 3.59% 3.41%

A-Rated Corporates 5.46% 0.93% 1.11% 3.35% -0.84% -2.84% 3.48% 3.30%

BBB-Rated Corporates 6.01% 0.83% 0.91% 3.43% -0.29% -2.29% 4.03% 3.85%

Municipal Bond 4.04% 0.75% 0.83% 2.93% -2.26% -4.26% 2.06% 1.88%

Taxable Municipal Bond 5.20% 0.67% 0.91% 2.87% -1.10% -3.10% 3.22% 3.04%

U.S. High Yield 9.68% 1.26% 0.79% 5.47% 3.38% 1.38% 7.70% 7.52%

Global Aggregate (USD) 3.70% 0.60% 0.79% 2.38% -2.60% -4.60% 1.72% 1.54%

U.S. Agg. vs. Global Agg. 1.05% 0.19% 0.24% 0.62%

Curve Steepness: UST 2yr-10yr Spread (bps) -44.0 -13.0 -48.0 -121.0

Curve Steepness: UST 5yr-30yr Spread (bps) -28.0 -23.0 -40.0 -91.0

Curve Steepness: UST 90-Day-30yr Spread (bps) 50.0 7.0 -99.0 -134.0

Source: Bloomberg Barclays Indices & BofA ICE Indices

Using Core 

Inflation Rate at 

8/31/2022 which 

was 6.3% and up a 

surprising +0.4% 

from July.

Using Headline 

Inflation Rate at 

8/31/2022 which 

was 8.3% down -

0.2% from July.

Using 2YR 

breakeven 

inflation rate of 

1.98% as of 

9/30/2022.

Using 5YR 

Breakeven 

inflation rate of 

2.16% as of 

9/30/2022.



Fixed Income Duration & Yields – 9/30/2022

Source: Bloomberg Barclays & ICE Fixed Income Indices

Key Take Aways:

❑ Average reinvestment yields across investment-grade fixed income 
sectors are between 5%-6% and more than double from 12/31/2022.

❑ Given near-term expected uncertainty due to any number and 
combination of economic and geo-political reasons, short- and 
intermediate-term high quality fixed income and short-term high yield 
fixed income are preferred markets to deploy excess funds.

The information contained herein has been obtained from sources believed to be reliable, 
but the accuracy of the information cannot be guaranteed. 8

Estimated Average Reinvestment 
Yield 9/30/2022

Estimated Average Reinvestment 
Yield 12/31/2021


