2Q22 Economic Summary

Market volatility remained high in the second quarter as the headwinds that impacted first quarter US economic growth including high inflation, the prospect for sharply higher interest rates, geopolitical unrest, supply chain constraints and rising
recession fears - persisted. Equities continued to sell off with all four major stock indices posting a second straight quarter of
negative returns. Fixed income markets also performed poorly as investor focus remained trained on inflation and the Fed’s
policy response. Bond yields rose across the curve as markets aggressively priced in numerous additional rate hikes from a
Federal Reserve laser-focused on fighting inflation despite mounting recession risks.
The U.S. economy unexpectedly shrank during the first quarter of 2022 as imports outpaced exports and inventories declined.
The negative print belied the strong growth in consumer spending, business investment and employment the U.S.
experienced during the first three months of the year. As such, many economists ascribed the contraction to technical factors
and expected growth to resume in the second quarter as the trade deficit and inventories became smaller headwinds.
However, cracks in the resiliency of the U.S. consumer started to appear during the second quarter as stubbornly high
inflation took a bite out of disposable income and weighed on sentiment. Manufacturing and service sectors continued to
expand albeit at a slower pace as still solid demand was somewhat offset by ongoing supply-chain disruptions and rising
input costs. While consumers continued to spend, a change in consumption patterns began to emerge as some Americans
shifted purchases from discretionary products to essentials. Housing demand declined during the quarter as the Fed’s
aggressive tightening campaign drove mortgage rates up sharply, pushing the home affordability index down to its lowest
level since 2006. Tighter financial conditions also weighed on business optimism, with some businesses reporting that they
were postponing investment or construction projects because of rising input and financing costs. Ongoing labor shortages
continued to limit the ability of firms to fully meet demand. While the U.S. added over 1.1 million new jobs during the
quarter, job openings remained near record highs and the “Great Resignation” continued with 4.3 million Americans quitting
their jobs in May. As a result, companies continued to pay-up to attract and retain qualified workers despite deteriorating
business confidence. Rising wages combined with higher food and gas prices pushed inflation measures to a fresh 40-year
high in June. Rents also continued to climb along with other services such as insurance, medical-care and utilities. Increases
in these areas tend to be more persistent, furthering concerns that inflation could become more entrenched.
The continued broad-based surge in prices coupled with a rise in consumer inflation expectations pushed the Federal Reserve
to hike rates by 75 basis points at the June 15th FOMC meeting. This came on the heels of a 50 basis point increase at the
May 4th meeting and was the largest rate increase since 1994. The move brought the target range of the fed funds rate to
1.50%-1.75%. In the weeks leading up to the June meeting, Fed members communicated their intention to raise rates by 50
basis points; however, after May inflation data came out hotter than expected the Fed deemed a larger increase was necessary
in its quest to restore price stability. Policymakers noted that inflation measures remained much too high and feared that the
elevated levels could become entrenched if the public began to question the Fed’s resolve to do what it takes to tamp down
soaring prices. As such, they believed a more aggressive path was warranted, indicating that they expect to tighten past
neutral and even further if necessary. The Fed sees the risks to inflation as skewed to the upside, noting that Russia’s
ongoing war on Ukraine and China’s Covid-related lockdowns were likely to exacerbate supply chain disruptions and put
additional upward pressure on prices. Chair Powell admitted that the Fed has little control over factors such as supply chain
normalization or geopolitical risks, so they must focus on what they can control which is the demand side of the equation. By
raising rates and tightening financial conditions, the Fed aims to bring demand more in line with supply. Participants
acknowledged that this could slow the pace of economic growth but believed the risk of doing too little far outweighed the
risk of doing too much.
The minutes of the June meeting revealed that Committee members believe an increase of 50-75 basis points would likely be
appropriate at the next FOMC meeting on July 27. In addition, the dot plot showed that the median year-end projection for
the fed funds rate moved up to 3.4% and the estimate for the end of 2023 increased to 3.8%. The aggressive policy stance is
testament to the Fed’s commitment to rein in inflation even as some recession indicators begin to flash red. The higher and
faster the Fed goes, the more likely the odds of a recession, but the Committee will be looking for “clear and convincing”
signs that inflation is decelerating before taking its foot off the brakes.
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