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Market Summary 

Market Review: 

The market sell-off continued through the second quarter with the S&P 500 Index falling almost 25% from its early January peak before recovering to 

finish the quarter down 16.1% and 21.4% below its peak. Small caps continue to underperform large caps as the Russell 2000 fell 17.2% and is now 

trading 30.5% below its peak of early November 2021. Non-US equity markets performed largely in-line with the U.S. as the MSCI All-Country World ex-

U.S. Index fell 13.7% for the quarter. Commodity prices, as measured by the Bloomberg Commodity Index, extended their rally for the first two months 

of the quarter before peaking in early June and selling off almost 15% into quarter end. Crude Oil, as measured by West Texas Intermediate Spot Pric-

es, fell 5.6% for the quarter and finished 19% below their peak of early March 2022.  

Are we headed for a 1970’s redux? 

Current year-over-year inflation readings in the U.S., as 

measured by the Consumer Price Index, are running north 

of 8% which are levels not felt since the early 1980’s. In our 

March 2022 letter we discussed that while many of the 

current inflationary pressures could prove transitory, namely 

commodity cost pressures and some supply chain con-

straints, many pressures such as a tight labor force and 

housing costs are likely to keep prices stubbornly high for 

an extended period. Even if wage and supply chain con-

straints begin to ease and inflation slows to half of its cur-

rent rate [the typical behavior of the prior inflationary peaks 

of the post WWII era], inflation would still average north of 

6% over the next 12-months, a rate not seen since 1982. 

(Continued on page 2) 

For additional information on Smith Group and our investment strategies and capabilities, please visit www.smithasset.com. The website contains information you may find useful regard-
ing Smith Group including research articles, our economic and financial market outlook and detailed information on our team and investment capabilities.  

U.S. Equity 
Markets (%) 

2Q’22 1 Year 3 Years 5 Years 10 Years  
Top/Bottom 
Sectors (%) 

2Q’22 1 Year  
Price Comparison 
(in USD) 

Jun. 30, 2022 Jun. 30, 2021 

S&P 500 -16.1 -10.6 10.6 11.3 13.0  Cons. Staples -4.6 6.7  Oil (WTI spot) $105.76 $73.47 

Russell 1000 Growth -20.9 -18.8 12.6 14.3 14.8  Energy -5.1 40.1  Natural Gas $5.39 $3.65 

Russell 1000 Value -12.2 -6.8 6.9 7.2 10.5  Utilities -5.1 14.2  Gold $1,807 $1,772 

Russell 2000 -17.2 -25.2 4.2 5.2 9.4 
 

Cons. Discretionary -26.2 -24.3 
 Fed Funds Rate 

(effective) 
1.58% 0.08% 

Russell 2000 Growth -19.3 -33.4 1.4 4.8 9.3  Info. Technology  -20.2 -13.6  10-Yr Treasury 3.01% 1.47% 

Russell 2000 Value -15.3 -16.3 6.2 4.9 9.1  Comm. Services -20.2 -28.5  VIX 28.71 15.83 

Non-US Equity 
Markets (in USD) 

2Q’22 1 Year 3 Years 5 Years 10 Years  
Non-US Regions 
(in USD) 

2Q’22 1 Year  
Non-US Regions 
(in USD) 

2Q’22 1 Year 

MSCI AC World Ex 
U.S. 

-13.7 -19.4 1.4 2.5 4.8 
 

Developed Americas -15.6 -7.0  Emerging Americas -21.8 -15.7 

MSCI EAFE 
(Developed) 

-14.5 -17.8 1.1 2.2 5.4 
 

Developed Asia -14.4 -17.8  Emerging Asia -8.9 -25.3 

MSCI Emerging 
Markets 

-11.5 -25.3 0.6 2.2 3.1 
 

Developed Europe -14.0 -16.9  Emerging EMEA -16.9 -26.7 

Source: MSCI, S&P Global, FTSE Russell; Refinitiv, St. Louis Federal Reserve Bank; Periods greater than one-year have been annualized 
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Exhibit 1 (Source: S&P Global, Refinitiv, St. Louis Federal Reserve Bank) 
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Given that inflation is going to be a challenge, it is worth looking at how earnings and market multiples responded to the last period of extended high 

inflation readings. Fortunately for consumers, there is still only one good reference period for extended high inflation post-WWII era and that is the 

1970’s. Exhibit 1 shows the market downturn that began in late 1972 and did not reach full recovery until mid-1980, a stretch of over 7.5 years. Of note 

from the 1970’s market downturn is that earnings held up reasonably well and the downturn was largely attributable to price-earnings multiple contrac-

tion as interest rates and inflation spiked. Over this time the CPI rose 94% and 10-year Treasury yields rose from 6.5% to 10.5% before eventually peak-

ing at almost 16% in the second half of 1981. As interest rates and inflation rose, price-earnings multiples contracted from 18x in late 1972 to as low as 

7x in late 1979. Of course the question for today is are we are headed for a repeat of the multiple contraction that occurred in the 1970’s? We find that 

scenario to be unlikely.  Despite the Federal Reserve being behind the curve in fighting inflation, they are catching up far more quickly than the Fed’s 

nearly interminable delay in the 1970’s. Therefore, more near-term pain may be in store for the markets but a period of seven plus years of multiple 

contraction seems highly unlikely.  

Are earnings estimates the catalyst for more pain in the equity markets?  

Equity markets are 21% off their highs of early 2022, U.S. real GDP contracted at annual rate of 1.5% in the first quarter and the Atlanta Federal Re-

serve GDPNow estimate is for only 0.3% growth in the second quarter. Despite the market sell-off and slowing economy, estimates for corporate 

earnings have barely budged. Exhibit 2 displays the S&P 500 Index returns and earnings estimates, excluding the energy sector, during the last four 

bear markets (including the current period 

labeled as “The Great Panic of 2022”). Of 

note is that earnings estimates for the S&P 

500 have historically fallen by at least half as 

much as the market decline during previous 

bear markets. However, current estimates for 

2022 S&P 500 earnings, ex-energy, have only 

recently shown a slight dip down. Over the 

past 12 months earnings expectations for the 

S&P 500 have risen by about 10%, and ener-

gy accounts for all of the rise. For 2022 ener-

gy is expected to contribute almost 20% of 

total earnings in the S&P 500 yet accounts for 

less than 5% of the market capitalization of 

the index.  

The upcoming earnings reporting season will 

be crucial in anchoring the outlook for earn-

ings over the next 12-months. This past quar-

ter saw retailers such as Amazon, Wal-Mart 

and Target announce significant earnings 

headwinds, but across the full index aggregate reported earnings and revenues were 7.0% and 2.6% above expectations, respectively. Should that level 

of upside surprise be repeated in the upcoming reporting season, the market would have a significant buffer against further declines attributable to re-

rating of valuations based on a lower outlook for earnings. 

 

 

(Continued from page 1) 
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MARKET PERSPECTIVES | JUNE 2022 

3 

Conclusions 

Bear markets brought on by a forecast of an impending recession can be a self-fulfilling prophecy, just as higher inflation brought on by rising inflation 

expectations can also become self-fulfilling. It does appear the U.S. economy is headed toward at least a mild recession, if it is not already in one. But 

equity markets are a forward-looking discounting mechanism and the pain felt year-to-date could very well be fully discounting a mild recession and the 

rise in interest rates that the Federal Reserve has painstakingly forecast. It does appear that estimates for 2022 earnings remain too high. But given 

that earnings multiples for the S&P 500 are down by more than 25% year-to-date, further compression is not a foregone conclusion. The labor market 

remains very strong and anything beyond a mild recession seems unlikely given the number of help wanted signs still hanging outside the doors of 

Corporate America. 

 

(Continued from page 2) 
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PERFORMANCE AND FIRM DISCLOSURES: 

This material is for recipient use only. Not for inspection by, distribution or quotation to, the general public. Smith Group is not soliciting any action based upon it.  

The material is based upon information we consider reliable, but we do not represent that it is accurate or complete and it should not be relied upon as such. Opinions included in this material are as of date of publication 

and are subject to change without prior notice. Firm: Originally founded in 1995, Smith  Group Asset Management, LLC is now part of Cantor Fitzgerald, starting in July 2021. Smith Group is a registered investment 

advisor that specializes in equity investment management services. The firm manages assets for a diverse list of clients, which includes foundations, endowments, corporate pensions, public funds, multi-employer plans 

and high-net worth individuals. Effective Jan. 1, 2006, the firm was redefined to exclude wrap SMA business.  Smith Group claims compliance with the Global Investment Performance Standards (GIPS®). Smith Group 

has received a firm-wide verification for the period Jan. 1, 1996 - Dec. 31, 2021. GIPS® Advertising Guidelines were used to draft these disclosures. To receive a complete list and description of Smith Group’s composites 

and/or a presentation that adheres to the GIPS standards, contact John Brim, CFA at (214) 880-4608, or write to Smith Group, 100 Crescent Court, Suite 1150, Dallas, TX  75201, or john@smithasset.com. Performance 

and Indices: All performance returns include the impact of cash, cash equivalents, dividends and interest. The S&P 500, Russell 1000, Russell 1000 Growth and Russell 1000 Value, are unmanaged indices of the 

shares of large U.S. corporations. The Russell 2000, Russell 2000 Growth and Russell 2000 Value, are unmanaged indices of the shares of small U.S. corporations. The MSCI Europe Australia Far East (EAFE), MSCI 

Emerging Markets (EM) and MSCI All-Country World ex. U.S. (ACWI ex. U.S.) are a free float-adjusted market capitalization weighted index designed to measure the equity market performance of developed and emerg-

ing markets. All index performance includes capital appreciation and reinvested dividends and is presented gross of fees. Holdings, Economic Sectors and Characteristics: It should not be assumed that recommenda-

tions made in the future will be profitable or will equal the performance of the securities and economic sectors shown. A list of recommendations made within the last twelve months is available upon request. The infor-

mation shown is not intended nor should it be construed to be a recommendation to buy or sell an individual security or economic sector. Any portfolio characteristics or holdings that are shown are intended to present the 

portfolio as it existed on the date of the report. You should not assume that these same characteristics or holdings will exist in the future.  

Past performance is not indicative of future results. As with any investment vehicle, there is always a potential for profit as well as the possibility of loss. Actual results may differ from composite returns, 

depending on account size, investment guidelines and/or restrictions, inception date and other factors. Nothing contained in this presentation should be construed as a recommendation to buy or sell a 

security or economic sector. 

This message is intended only for the designated recipient(s). It may contain confidential, privileged or proprietary information. This message does not constitute an offering for investment interests. This message is not, 

and under no circumstances is to be construed as, a prospectus, advertisement or public offering of investment interests. If you are not a designated recipient, you may not review, copy or distribute this message. If you 

receive this message in error, please notify the sender by reply email and delete this message. Thank you. 
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