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INFLATION AND GEOPOLITICAL
CONCERNS PRESSURE MARKETS

Financial markets were strained in the
first quarter of 2022, posting negative
returns across the board. At the
beginning of the year, high inflation was
the primary concern causing both bonds
and stocks to decline. Russia’s invasion
of Ukraine in February added another
layer of uncertainty, driving many of the
major indices into correction territory (a
greater than 10% decline). While equity
markets were able to recover significantly
from their lows, all of the broad equity
indices in the US and overseas closed
the quarter down.

Energy and commodities were the only
sectors to benefit from the circumstances
with positive returns, an unsurprising
result given their correlation to inflation.
Value stocks in general outperformed
growth, with the prospects of higher
interest rates and a general “risk-off”
attitude driving the Nasdag down to bear

market levels (a greater than 20% decline)
before it recovered somewhat to close
down -9.1% for the quarter.

Although the economic backdrop in the
US remains strong, the question remains
whether the economy can withstand
higher prices and higher interest rates.
Sanctions imposed on Russia for the war
in Ukraine have pushed energy prices
higher, adding to already high inflation
and market volatility. While the US has
some options for increasing domestic
energy production, Europe does not have
the same flexibility and could be more

at risk to recession as a result of higher
energy costs.

Bonds did not offer any relief for investors,
with the bond index experiencing a
decline similar to equities for the quarter.
In response to sustained inflation, the
Federal Reserve implemented the first
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of several expected rate hikes for the

year. Bond prices fell and yields rose in
response to this and the expectations for
more aggressive Fed action throughout
the remainder of the year. The 10-year US
Treasury yield rose from 1.5% at the end of
2021 to 2.3% at the end of March.

HOW HAVE MARKETS

RESPONDED TO PREVIOUS

FED RATE HIKES?

Impact of Past 6 Rate Hike Cycles (1983-Present)
Cycle average 9 rate hikes, 18 months long

Average Yield Change
Fed Funds Rate: +2.9%
2-year US Treasury: +2.28%
10-Year US Treasury: +1.17%
S&P 500 Return: +5.8%

U.S. Dollar: +0.6%

Source: JP Morgan Guide To Markets, March 31, 2022

» See graph on reverse side.



Range of One-Year Total Return After First Rate Hike
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OUR VIEW

FIXED INCOME — Bond returns are likely to continue to struggle as interest rates rise throughout the year. Although some of the
expected rate increases are already reflected in current bond prices, if the Federal Reserve moves more aggressively there could be
more downside risk. The yield curve has flattened, with short-term rates about the same as long-term rates, and we are in favor of
keeping bond maturities shorter when there is relatively little reward for longer bonds and potentially more downside. We continue
to prefer slightly lower traditional fixed income exposure, and a combination of bonds and alternative strategies to help manage both
equity and interest rate risks.

US EQUITIES — The S&P 500 was priced at 21.2 times earnings at the beginning of the year and closed the first quarter at 19.5
times earnings Stocks look cheaper today, and with a backdrop in the US of strong employment, rising wages, and projections

for healthy corporate profits we feel they are a good choice relative to other asset classes. Additionally, an inflationary environment
typically favors equities, particularly value companies as we have seen already this year. However, given the recent decline in prices
of large US growth stocks, we feel they are also looking more attractive. At this point we are in favor of a relatively equal weighting
between growth and value, along with a slight overweight to large US companies in general.

INTERNATIONAL EQUITIES — Foreign stocks remain cheaper than US stocks, but are also facing more insecurity at this time.
Europe is more dependent on foreign energy than the US, which could translate into slower growth if prices remain elevated or
experience another shock. With the ongoing conflict in Ukraine fueling economic uncertainty, we prefer a lower allocation to foreign
developed equity and more active management to help navigate the volatility. Emerging markets have slightly different challenges, with
China’s economy slowing due to self-imposed regulatory restrictions and an ongoing Zero-Covid policy. Many emerging economies
are very natural resource based, and could benefit from higher commodity prices, but are also facing higher borrowing costs as global
interest rates rise. As a result, we are neutral on emerging markets for the near term.

DISCLOSURES: This material is being provided for information purposes only and is not a complete description, nor is it a recommendation. Any opinions are those of Ascential Wealth Advisors
and not necessarily those of Raymond James. The information has been obtained from sources considered to be reliable, but Raymond James does not guarantee that the foregoing material is
accurate or complete. Investing involves risk and investors may incur a profit or a loss regardless of strategy selected. Prior to making an investment decision, please consult with your financial
advisor about your individual situation. Past performance is not a guarantee of future results. Investments mentioned may not be suitable for all investors. Diversification does not ensure a profit or
guarantee against a loss. Individuals cannot invest directly in any index, and index performance does not include transaction costs or other fees, which will affect actual investment performance.
There is no guarantee that these statements, opinions or forecasts provided herein will prove to be correct. The S&P 500 is an unmanaged index of 500 widely held stocks that is generally considered
representative of the U.S. stock market. The Dow Jones Industrial Average (DJIA), commonly known as “The Dow?”, is an index representing 30 stocks of companies maintained and reviewed by the
editors of the Wall Street Journal. MSCI EAFE (Europe, Australasia, and Far East) is a free float-adjusted market capitalization index that is designed to measure developed market equity performance,
excluding the United States & Canada. The EAFE consists of the country indices of 22 developed nations. The Barclays Capital Aggregate Bond Composite Index (BC Ttl Bond) measures investment
grade, fixed-rate, taxable bond markets of roughly 6,000 SEC registered securities with intermediate maturities averaging approx. 10 years. The MSCI Emerging Markets is designed to measure equity
market performance in 25 emerging market indices. The index’s three largest industries are materials, energy, and banks. This information is not intended as a solicitation or an offer to buy or sell any
security referred to herein. International investing involves special risks, including currency fluctuations, differing financial accounting standards, and possible political and economic volatility. There
are special risks associated with investing with bonds such as interest rate risk, market risk, call risk, prepayment risk, credit risk, reinvestment risk, and unique tax consequences. To learn more
about these risks, please contact our office. Investing in emerging markets can be riskier than investing in well-established foreign markets. Investing involves risk and investors may incur a profit or a
loss. Dividends are subject to change and are not guaranteed. Dividends must be authorized by a company’s board of directors. The NASDAQ composite is an unmanaged index of securities traded
on the NASDAQ system. Bond prices and yields are subject to change based upon market conditions and availability. If bonds are sold prior to maturity, you may receive more or less than your initial
investment. Holding bonds to term allows redemption at par value. There is an inverse relationship between interest rate movements and bond prices. Generally, when interest rates rise, bond prices
fall and when interest rates fall, bond prices generally rise.

Ascential Wealth Advisors is not a registered broker/dealer and is independent of Raymond James Financial Services. Securities offered through Raymond James Financial Services, Inc.
Member FINRA/SIPC. Investment advisory services offered through Raymond James Financial Services Advisors, Inc.
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