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Q2 PERFORMANCE SUMMARY 2

Quarterly Recap

Equity markets and bond prices sharply declined in the second quarter of 2022 with global investors suffering the worst first half in 

over 50 years as ongoing inflationary pressures, aggressively tight monetary policy, and fears of an economic recession led to a

selloff in asset prices. Despite a strong labor market and consumer, the U.S. economy showed negative growth in Q1 due to 

adverse impacts from trade balance and inventories, and we could see a second negative quarter for Q2 in the coming days. 

Meanwhile, the Federal Reserve has been aggressively hiking interest rates to reign in stubbornly elevated levels of inflation with the 

first 75 basis points rate hike since 1994. While the macroeconomic environment has been challenging, corporate fundamentals 

have been resilient with earnings growth expected to be in the high single digits for the year. We expect volatility to remain 

elevated for the remainder of 2022 which will create attractive opportunities for high quality assets that have positive long-term 

outlooks. 

Q2 2022 Economic & Market Highlights

• Global equity markets posted negative returns with the MSCI ACWI index declining -15.7% for the quarter, ending the worst 

first half for the index since its creation.  

• The 10-Year US Treasury yield spiked higher by 68 bps to end the quarter at 3.02% as higher rates and inflation caused the 

entire Treasury curve to shift upward.  

• US GDP unexpectedly contracted -1.6% in Q1 due to negative impacts from a decline in inventory build and an increase in 

net imports despite growth in consumer spending, business investment, and housing.

Q2 Asset Class Performance

Growth Opportunistic Yield Fixed Income

Refer to appendix for disclosures and data sources



INVESTMENT STRATEGY GROUP 2022-23 OUTLOOK 3

Investment Outlook: Fundamental outlook for the economy and risk assets are positive, but the macroeconomic backdrop is 
not favorable as the Fed aggressively tightens against decades high inflation.

Economy

• GDP Growth: We expect GDP growth to be around 1% for 2022 given the sharp slowdown in the first half of the 

year due to an aggressive tightening policy and rising inflation. GDP growth will accelerate in 2023 once the 

Fed reaches a neutral policy.

• Inflation: Will ease in the 2nd half from multi-decade high levels due to a hawkish Fed and a slowing economy. 

However, core CPI will remain above targeted levels and is expected to be above 4.0% for the full year.

• Corporate Earnings: For 2022, our forecast for corporate earnings growth remains in the high single digits as 

profits and margins continue to be above historical levels. 

• Federal Reserve: We expect the first Fed rate cut to occur in the second half of 2023 with the Fed completing its 

interest rate hiking cycle in the coming quarters.

Markets

• Equity Market: Our forecast calls for continued elevated levels of market volatility, but the outlook over the next 

12 months is positive, led by US Equities with mid to high single digit total returns. We are constructive on large 

cap companies and value areas of the market.

• Interest Rates and Fixed Income: We anticipate interest rates to be range-bound with the curve to further 

flatten, which will lead to small but positive returns for the US Aggregate bond index for the 2nd half of the year. 

We continue to prefer Investment Grade Corporates given their attractive yields and defensive qualities.

Refer to appendix for disclosures and data sources



NEAR TERM

Recession

• Recent economic data indicates a slowdown in spending, consumer sentiment and business activity. Combined 
with a 1.6% decline in real GDP during Q1, the possibility that we are already in a recession has increased. 

• Markets have already priced in a weakening macro environment, with bond yields falling, the 2s/10s Treasury yield 
curve inverting, and defensive stocks outperforming. Any improvement in economic data or investor sentiment 
should reverse these trends. 

Earnings Revisions
• Most of the decline in the S&P 500 year-to-date has been due to multiple contraction rather than a reduction in 

earnings. We could see negative revisions come with the report of quarterly earnings.

• Stock prices tend to move 6-9 months ahead of consensus estimates, thus a lot of these earnings pressures are 
already priced into equity markets. As investors start looking towards a better 2023, we could see an improving 
trajectory for stocks. 

LONGER TERM

Higher for Longer

• Following decades of declining interest rates, central banks around the world are reversing their policies rapidly to 
address elevated inflation, causing havoc in financial markets. 

• With inflation currently well in excess of the Fed’s 2% target and expected to fall only gradually over the coming 
years, interest rates should remain elevated for the foreseeable future.

De-Globalization

• The pandemic forced many companies to diversify and strengthen their supply chains, a trend that has only 
gathered steam following Russia’s invasion of Ukraine and lockdowns in China due to its zero-COVID policy. 

• As corporations transition their operations away from nations that are low cost economically but high risk politically, 
we can expect the resulting higher costs to be borne by all participants along the supply chain and end user.

MARKET RISKS

KEY RISKS 
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NEAR TERM

Less Inflationary Pressures

• Signs are emerging of an easing in inflationary pressures, including improvements in supply chain bottlenecks, falling 
freight rates, and declines in commodity prices. A shift in consumer spending from goods to services should also aid 
in reigning in the prices of manufactured products. 

• Any signal of a peak in inflation would help stock markets recover, as investors will have better visibility into the 
forward path of interest rates and Fed policy actions. 

Stock/Bond Diversification

• Earlier in the year, elevated inflation and monetary tightening concerns caused stocks and bonds to fall in unison. 
Starting around May, as higher yields enticed buyers into fixed income markets, bonds began to act like bonds 
again, providing a hedge to equity downside risk while generating attractive income. 

• We believe most of the Fed tightening is priced into fixed income markets and expect investment grade bonds to 
continue their historical role as a diversifier of risk assets within a traditional balanced portfolio. 

MARKET OPPORTUNITIES

LONGER TERM

Value vs. Growth

• Growth stocks have outperformed value stocks for over a decade, as declining rates allowed investors to focus on 
high growth companies whose valuations are more dependent on expected earnings further out in the future. 

• In the current environment of inflation and rising rates, value stocks have historically outperformed, given their 
valuations are more dependent on the earnings and cash flows they are generating now. 

More Alpha Opportunities

• A falling rate environment over many years, supported by the Fed, has boosted the prices of all assets, making it 
difficult for active managers to outperform their respective benchmarks. 

• With the Fed taking a hardline approach, volatility across interest rates and stock markets should remain elevated, 
providing more opportunities for skilled managers to generate alpha across both traditional and alternative asset 
classes. 

KEY OPPORTUNITIES 
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Stagflation Contraction Soft-Landing Reflation

Description

The Fed remains behind the 

curve in its quest to tame 

inflation, needing to raise 

interest rates as the 

economy starts to slow, 

driv ing the U.S. into a 

potential deep recession.

The damage done to the 

economy already will 

trigger cuts in corporate 

earnings. However, inflation 

will be under enough 

control to allow the Fed to 

consider interest rate cuts 

without reigniting inflation.

Inflation is under enough 

control that investors do not 

demand higher yields for 

U.S. treasury bonds, while 

corporate earnings can 

remain resilient enough to 

the tightening finacial 

conditions.

The global economy rapidly 

resolves inflation and supply 

chain disruptions, led by a 

resolution to the Russia-

Ukraine war and a full 

reopening of China.

Projected Returns

Equities -20% -10% +10% +20%

Fixed Income -10% +8% +5% +3%

Top Performers

Real assets                             

Hedge funds                 

Structured notes

Long duration fixed income                 

Div idend stocks

Value sectors                     

Quality fixed income

Growth stocks                        

High yield bonds

Miracle Mile 

Probability 10% 30% 50% 10%

THE BUSINESS CYCLE – FOUR POTENTIAL SCENARIOS 

The Fed’s “soft landing” will face its toughest test in Q3 as elevated inflation and an economic slowdown start to cross paths.  

Investment Outlook: We expect the Fed to continue hiking in 2022 in hopes of taming inflation; however, we acknowledge that the 

economy is starting to slow. The big question remains whether inflation can be tamed before a recession forces a Fed Fund’s rate

reversal, but it is prudent to stay diversified and not over allocate to one potential outcome at this stage. 
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y
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Stagflation and reflation probabilities are still low at this point, but prudent portfolio management requires an allocation to hedge these 

scenarios. We continue to explore real assets and discounted growth stocks to allocate appropriately as our probabilities adjust to new data.



IS THE LABOR MARKET TOO STRONG?
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Job Openings vs. Unemployment

Total Unemployed People Job Openings

The height of the GFC 
had 15M people 

applying for 2.5M jobs

There are more than twice as many job openings per unemployed 

person in the U.S., causing concern for a potential wage-price spiral in 

the future. However, we see job openings decreasing as companies 

restructure their growth plans heading into a potential 2023 recession. 

5 million more job 
openings than 

unemployed people

The “Great Resignation” continues to provide more power to employees rather than employers. 

Investment Outlook: Employment is historically the biggest signal of a pending recession, which continues to be strong in this 

environment. While this labor marker provides a buffer against the probability of a deep recession, the economy would benefit from 

incremental higher unemployment or more labor market participation.



RISING RATES ARE CORRELATED WITH DOLLAR APPRECIATION
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U.S. Dollar is Strengthening

US Dollar Index (LHS) Effective Federal Funds Rate (RHS)

A strong dollar benefits U.S. consumers buying foreign 

goods and services, however, it can hurt firms who 

cannot compete with lower priced foreign goods.

The Volcker Shock raised the fed 

funds rate to 20% to combat 

soaring inflation, bringing a steep 

appreciation to the U.S. dollar.

The Fed has started a new hiking cycle this year, which typically is followed by a stronger U.S. dollar.

Investment Outlook: Global conflicts and economic slowdowns have helped the reserve currency strengthen thus far, and we see 

this trend continuing as the Fed continues to hike interest rates, providing higher safe-haven yields for international investors. We will 

continue to hedge some foreign currency risk until these situations subside. 



FINANCIAL CONDITIONS ARE TIGHTENING
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Financial Conditions vs. S&P 500

 S&P 500 Index (LHS) GS US Financial Conditions Index (RHS)

Loose conditions were not meant 

to last, but were needed to bring 

stability to a global shutdown and 

its unknown effects.

The Financial Conditions Index (FCI) can provide valuable 

information about the outlook for GDP growth, transmission 

of monetary policy to the real economy, and the effects of 

financial shocks on the markets. As the index strays from 

the base level, the markets tend to decrease.

Bear markets are needed over time to ensure the long-term stability of the financial markets, which we are seeing this year.

Investment Outlook: Although tightening, financial conditions are close to their base index level (100), signaling that the economy is 
close to normalization which can provide support for markets going forward.



THE BALANCE SHEET REDUCTION
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Federal Reserve Balance Sheet

Treasuries MBS Loans Other

The Fed started reducing its balance sheet in 

June by $47.5B per month and plans to increase 
that to $95B per month starting in September. 

Fed Chairman Jerome Powell stated 

an optimal balance sheet size is ~$5T 

based on required reserves, currency 

in circulation, and % of GDP.

The Fed started reducing its balance sheet by not reinvesting matured bond proceeds, a tactic they employed from 2018 until Covid.

Investment Outlook: Although the Fed has not started selling securities, that option is still available in the future if needed. We don’t 
expect the Fed to be active in 2022, however, should they begin selling securities, market volatility will increase.  
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A tight Fed and global conflict created pessimism during the 1st half of 2022, but the historical events below had much bigger impacts 

on U.S. citizens and global economy. 

Investment Outlook: While there are many headwinds still ahead, markets react irrationally at times, for both the better and worse.



GLOBAL GROWTH PROJECTIONS FAVOR UNITED STATES

Refer to appendix for disclosures and data sources
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European economies will undoubtedly suffer the 

longer the Russia-Ukraine conflict lasts due to 
their long-standing interdependencies. 

Global earnings’ estimates are being reduced as ongoing Covid variants linger and geopolitical tensions rise. 

Investment Outlook: A tight labor market and resilient earnings are keeping deep recessionary fears at bay for now, which makes the 

U.S. better positioned to handle volatility than most economies overseas. China’s economy is also looking to rebound strongly after a 
disastrous 18 months, which will provide attractive buying opportunities over the next year. 
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Similar to 2000, style reversals have taken place in 2022, 

with value outperforming growth by over 15% through 

the end of Q2. Rising rates and inflationary trends are 
beneficial for value outperformance.

The Nasdaq fell nearly 40% in 2000, while 

the Wilshire 5000 Large Cap Value Index 
gained over 15% in the same timeframe. 

The 2022 sell-off in growth stocks has investors wondering if now is the time to buy back in.

Investment Outlook: We favor value over growth during this part of the economic cycle, but we are starting to see profitable growth 
stocks be overly discounted, which we may look to explore at the right price over the remainder of 2022.

Shaded area = recession

Growth outperforms above the trend line on a rolling 3-year basis

Value outperforms below the trend line on a rolling 3-year basis
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The 2s/10s Treasury yield spread has inverted to start Q3. However, the 3-Month/10-Year Treasury spread is still positive, providing 

conflicting views.

Investment Outlook: In the previous 6 recessions, both the 2s/10s and 3-Month/10-Year spreads have inverted before the start of the 
recession. While still positive, the 3-month spread has a higher accuracy in forecasting economic contractions.

Shaded area = recession

3-month treasuries are closely tied to the Fed’s policy, which is currently 

topping out around 2%. The 2s/10s spread has had false positives in the 
past, but the 3-month has been nearly perfect in predicting a recession.



BRINGING NEW LIFE TO THE 60/40 PORTFOLIO

The 60/40 portfolio, a combination of 60% equities and 40% bonds, historically generated returns over 6% with superior diversification.

Investment Outlook: A hawkish Fed will make returns harder to come by for equities, while investors could demand more yield for 

holding bonds to fight inflation. Alternative investments will play an important role in portfolios over the next decade, but investors 

must understand the unique risks that can come with these investments.
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A New Approach to Diversification

60/40 Correlation (Left Axis) Inflation Rate (Right Axis) Average (RHS)

A 2.5% inflation rate has historically provided a 

turning point between stock and bond correlation.

Prior to 2000, the 60/40 showed high correlations as 

inflation hovered above 2.5% annualized. Since then, 

investors have benefitted from the diversification that 

low inflation gives stocks and bonds.



PORTFOLIO CONSTRUCTION WITH REAL ASSETS

Real assets (commodities, infrastructure, real estate, etc.) are thought to be inflation protected assets due to their ability to pass on 

costs to end users. However, their relatively small investable universe and high volatility can hurt returns over the long run.

Investment Outlook: Blended real asset classes can offer the inflation protection needed without the high volatility, creating a good 

diversification tool if stocks and bonds continue to produce high correlations. 
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Real Assets During Inflation
Average annual real returns in periods of rising and unexpected inflation

June 1991-March 2022

Rising Inflation Unexpected Inflation

Blended real assets can give short-term 

inflation protection without the volatility that 

comes with the underlying holdings. 

Real assets blend underlying holdings
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DIVERSIFICATION PROVIDES STABILITY

Concentrated positions provided investors with superior returns during the 2010s, but that strategy will likely differ going forward.

Investment Outlook: Due to the heightened volatility, we recommend trimming concentrated positions that are exposed to 

idiosyncratic risk in favor of a diversified portfolio that can withstand future drawdowns. 
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With a looming recession, investors need to reevaluate their portfolios to 

ensure negative impacts to a few companies do not substantially 

change their financial plans. 



ASSET CLASS PERFORMANCE SUMMARY

ASSET CLASS PERFORMANCE

Growth 2022 Q2 2022 YTD 2021

Global Equities -15.7% -20.2% +16.3%

U.S. Large Cap Equities -16.1% -20.0% +18.4%

U.S. Mid Cap Equities -16.9% -21.6% +17.1%

U.S. Small Cap Equities -17.2% -23.4% +19.9%

International Developed Equities -14.3% -19.3% +7.8%

Emerging Markets Equities -11.3% -17.5% +18.3%

Opportunistic Yield

High Yield -9.8% -14.2% +7.1%

Income & Stability

U.S. Tax-Exempt Fixed Income -2.9% -9.0% +5.2%

U.S. Taxable Fixed Income -4.7% -10.4% +7.5%

Performance values are the returns of the respective indices and are not inclusive of management fees: Global Equities = MSCI All Country World Index, U.S. Large Cap = S&P 500 

Composite, U.S. Mid Cap = Russell Midcap, U.S. Small Cap = Russell 2000, International = MSCI EAFE Net, Emerging Markets = MSCI EM (Emerging Markets) Net, U.S. Tax Exempt Fixed 

Income = Bloomberg Barclays U.S. Municipal Index, U.S. Taxable Fixed Income = Bloomberg Barclays U.S. Aggregate Index, High Yield = Bloomberg Barclays U.S. High Yield Corporate 

Index. Past performance is no guarantee of future results. 

Sources: YCharts as of 6/30/2022.
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Miracle Mile Advisors LLC (“MMA”) is a registered investment advisor. Advisory services are only offered to clients or prospective clients where MMA and its representatives are 
properly licensed or exempt from licensure. The views expressed in this commentary are subject to change based on market and other conditions. These documents may 
contain certain statements that may be deemed forward‐looking statements. Please note that any such statements are not guarantees of any future performance and actual 
results or developments may differ materially from those projected. Any projections, market outlooks, or estimates are based upon certain assumptions and should not be 
construed as indicative of actual events that will occur. 

These materials are solely informational, based upon publicly available information believed to be reliable, and may change without  notice. Our views may change 
depending on market conditions, the assets presented  to us, and your objectives. This is based on market conditions as of the printing date. Miracle Mile Advisors, LLC shall not 
in any way be liable for claims relating to them and makes no express or implied representations or warranties as to their accuracy or completeness or for statements or errors 
contained in, or omissions from, them. All information has been obtained from sources believed to be reliable, but its accuracy is not guaranteed. There is no representation or 
warranty as to the current accuracy, reliability or completeness of, nor liability for, decisions based on such information and it should not be relied on as such. Legal, 
accounting and tax restrictions, transaction costs and changes to any assumptions may significantly affect the economics of any transaction. 

The information provided is for educational and informational purposes only and does not constitute investment advice and it should not be relied on as such. It should not be 
considered a solicitation to buy or an offer to sell a security. It does not take into account any investor's particular investment objectives, strategies, tax status or investment 
horizon. You should consult your attorney or tax advisor. The information and analyses contained herein are not intended as tax, legal or investment advice and may not be 
suitable for your specific circumstances; accordingly, you should consult your own tax, legal, investment or other advisors, at both the outset of any transaction and on an 
ongoing basis, to determine such suitability. Miracle Mile Advisors, LLC does not render advice on tax and tax accounting matters to clients. This material was not intended or 
written to be used, and it cannot be used by any taxpayer, for the purpose of avoiding penalties that may be imposed on the taxpayer under U.S. federal tax laws. These 
materials do not constitute an offer to buy or sell any financial instrument or participate in any trading strategy. No investment strategy or risk management technique can 
guarantee returns or eliminate risk in any market environment. All investments include a risk of loss that clients should be prepared to bear. The principal risks of MMA's strategies 
are disclosed in the publicly available Form ADV Part 2A. Past performance shown is not indicative of future results, which could differ substantially.

Disclosures:
Slide 2: Performance numbers from YCharts as of 6/30/2022
Slide 6: Projected returns and Miracle Mile probabilities are hypothetical and a consensus view of the Investment Strategy Group
Slide 7: Data sourced from YCharts from 1/1/2002 to 6/30/2022
Slide 8: Data sourced from YCharts from 1/1/2076 to 6/30/2022
Slide 9: Data sourced from Bloomberg from 1/1/1985 to 6/30/2022
Slide 10: Data sourced from FRED from 1/1/2005 to 6/30/2022
Slide 11: Data sourced from Bloomberg’s SPX data with dividends reinvested. 1st half is until 6/30. Second half is until 12/31.
Slide 12: Estimates are sourced from JPM Guide to the Markets Q2 2022

Slide 13: Data sourced from YCharts from 1/1/1978 to 6/30/2022 for a 3-year total return
Slide 14: Data sourced from YCharts from 1/1/1978 to 6/30/2022
Slide 15: Data sourced from YCharts from 1/1/1978 to 6/30/2022

Slide 16: Data sourced from Cohen and Steers “Inflation Fighters: The Case for Real Assets”
Slide 17: Data sourced from JPM Mid-Year outlook. Drawdowns are from the 12-month high from 6/17/2022 


