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The Noise Never Quiets Down
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Current Capital Market Influences

Continuing Pandemic Concerns Higher Interest Rates

Higher Inflation Armed Conflict

Current Market Influences
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Economy



Historical US GDP Growth
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Inflation Spiking



Historical CPI
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Consumer Balance Sheet
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US Corporate Profits

* Source: Factset
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Fixed Income



YTD Fixed Income Highlights

Two largest drivers of fixed income performance in 2022 have been rising inflation and the Fed’s adoption 
of more hawkish monetary policies.
Accelerated pace of inflation has caused the Fed to: i) increase interest rates earlier and more aggressively; 
and ii) begin unwinding their balance sheet sooner than expected (June 2022).
Target range for the Fed Funds rate went from 0-0.25% in January to 1.50-1.75% in June.  The most recent 
rate hike of 0.75% on June 15th was the largest rate hike since 1994.
Bond prices and prevailing interest rates are negatively related.  As the expectation for rate hikes increased, it 
caused strong outflows and selling, which caused interest rates to rise at breakneck pace, as a result we 
witnessed immense negative pressure on all bond prices (regardless of quality or maturity).
Its important to note the unprecedented nature of exogenous factors that have led to the underperformance 
we have seen in fixed income markets: 
i) Inflection point, we have reached what appears to be the end of a 40 year bull market in bonds; 
ii) We are coming out of zero fed funds rate and historically low interest rates (at the lowest point the 10 YR 

yield fell below 50bps), on a relative basis we have seen yields increase immensely: 2YR yields increased 
by 247% and 10YR yields by 88%;

iii) Historically high levels of inflation are forcing the Fed to raise rates faster than they have before (with the 
exception of Volcker and his draconian monetary policy in the early 1980s, Fed Funds was set at 20%).

These factors in combination have had the effect of a perfect storm.  Every single fixed income asset class 
from AAA rated treasuries to high yield to structured products has lost significant value due to the upward 
pressure we have seen in interest rates.  The sell-off in bonds is NOT tied to weakening company dynamics 
(corporate fundamentals remain near cycle highs).



Bond Price Sensitivity

Source: Bloomberg, FactSet, Standard & Poor’s, U.S. Treasury, J.P. Morgan Asset Management. Sectors shown above are provided by Bloomberg unless otherwise noted and are represented by – U.S. Aggregate; MBS: U.S. Aggregate Securitized -
MBS; ABS: J.P. Morgan ABS Index; Corporates: U.S. Corporates; Municipals: Muni Bond; High Yield: Corporate High Yield; Leveraged Loans: J.P. Morgan Leveraged Loan Index; TIPS: Treasury Inflation-Protected Securities; Convertibles: U.S. 
Convertibles Composite. Convertibles yield is as of most recent month end and is based on U.S. portion of Bloomberg Global Convertibles Index. Yield and return information based on bellwethers for Treasury securities. Sector yields reflect yield-
to-worst. Convertibles yield is based on U.S. portion of Bloomberg Global Convertibles. Correlations are based on 15-years of monthly returns for all sectors. Past performance is not indicative of future results. 
Guide to the Markets – U.S. Data are as of May 31, 2022.



Fixed Income Performance

Source: Bloomberg, FactSet, Standard & Poor’s, U.S. Treasury, J.P. Morgan Asset Management. Sectors shown above are provided by Bloomberg unless otherwise noted and are represented by – U.S. Aggregate; MBS: U.S. Aggregate Securitized -
MBS; ABS: J.P. Morgan ABS Index; Corporates: U.S. Corporates; Municipals: Muni Bond; High Yield: Corporate High Yield; Leveraged Loans: J.P. Morgan Leveraged Loan Index; TIPS: Treasury Inflation-Protected Securities; Convertibles: U.S. 
Convertibles Composite. Convertibles yield is as of most recent month end and is based on U.S. portion of Bloomberg Global Convertibles Index. Yield and return information based on bellwethers for Treasury securities. Sector yields reflect yield-
to-worst. Convertibles yield is based on U.S. portion of Bloomberg Global Convertibles. Correlations are based on 15-years of monthly returns for all sectors. Past performance is not indicative of future results. 
Guide to the Markets – U.S. Data are as of May 31, 2022.

% Change Return
U.S. Treasuries 05/31/2022 12/31/2021

2-Year 2.53% 0.73% 247% -2.48%

5-Year 2.81% 1.26% 123% -6.41%

10-Year 2.85% 1.52% 88% -10.78%

30-Year 3.07% 1.90% 62% -22.31%

Sector

U.S. Aggregate 3.38% 1.75% 93% -8.92%

IG Corporates 4.21% 2.33% 81% -11.92%

Convertibles 5.99% 3.66% 64% -14.82%

U.S. High Yield 7.09% 4.21% 68% -8%

Municipals 2.92% 1.11% 163% -7.47%

MBS 3.46% 1.98% 75% -7.29%

ABS 3.98% 1.96% 103% -2.44%

Yield
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Interest Rate Trends (10 YR Treasury)
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Previous Curve Inversions



Strong Corporate Fundamentals



Secular Forces Still at Play



Equities



Market returns YTD



Market headlines



S&P 500 performance (‘09 – ’21)



Midterm elections

Source: Strategas, Robert W. Baird & Company Inc. 



Bear markets are normal



Outlook



The Yo-Yo and the Stairs

Despite various drawdowns, the long-term stock market trend has historically been upward



Business Cycle Patterns
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Expansions:  business 
production & profit growth, 
unemployment low, 
consumer demand high, 
inflationary pressures low, 
stock market strong

Contractions:  businesses 
cut back activities, GDP 
growth slows, investor 
sentiment sours, cost of 
goods have risen

Long-term trends are a 
series of excesses & 
corrections producing a 
consistent growth trajectory



Sources:  Factset, Standard & Poors, J.P. Morgan Asset Management.  Returns based on price index only, dividends not included.  Intra-year drops refer to the 
largest drops from peak to trough during the year.  Average annual return from 1980-2020 was 9.0%.  Data as of 3/31/22.

Real-life Yo-Yoing of the Markets
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S&P intra-year declines vs. calendar year returns
Despite average intra-year drops of 14.0%, annual returns were positive 32 of 42 years



Sources:  FactSet, NBER, Robert Shiller, J.P. Morgan Asset Management.  Data shown in log scale to illustrate long-term index patterns.  Data as of 12/31/20.

Ascending the Real-life Stairs
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S&P Composite Index
Log scale, annual
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