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AUGUST: VOLATILITY RESUMES
RECESSION WATCH: EARNINGS & EMPLOYMENT

Figure 1: 8/31/2022 Returns (source: Bloomberg)
Conditional formatting: green (high) to red (low) for each time period

vs. 52-wk vs. 52-wk
Bonds ETF Month  YTD 1YR High Low
US Aggregate Fixed Income AGG -3.0% -10.7% -11.6% | -13.5% 1.9%
Investment Grade Corp Bonds LQD -4.4% -16.2% -17.2% | -19.8% 2.0%
U.S. Treasury Bonds GOVT -2.6% -10.8% -11.0% | -12.4% 1.5%
U.S. 20+ YR Treasuries TLT -4.6% | -23.6% -235% | -27.9%  3.5%
Muni Bonds MUB -24% -81% -81% | -9.7% 1.5%
High Yield HYG -4.3% -12.0% -11.6% | -15.5% 2.2%
Non-US Corp Bonds IBND [ 7.3% -228% -26.4%| 27.1% | 03% |
Emerging Markets Bond LC EMLC -0.5% -13.2% -18.7% | -22.7% 4.0%
Global Equity
ACWI Global Equity ACWI -4.4% -18.0% -16.0% | -20.1% 5.7%
United States VTI -3.7% -17.2% -13.7% | -18.6% 9.3%
International Developed EFA -6.1% -19.8% -20.2% | -25.0% 3.6%
Emerging Markets EEM -1.3% -18.6% -23.0% | -26.4% 3.6%
Global Equity by Region
United States VTI -3.7% -17.2% -13.7% | -18.6%  9.3%
Europe IEUR [75% -231% -235%| -27.3%  3.3%
Asia ex-Japan AAXJ -1.5% -18.6% -22.8% | -26.3% 2.5%
China MCHI 0.0% -20.4% * 14.4%
Japan BBJP -4.4% -18.7% -19.6% | -27.7% 4.1%
Latin America ILF 31% 81% -83% | -222%  17.2%
US Equity
US S&P 500 \A% -4.1% -16.2% -11.3% | -17.6% 9.1%
NASDAQ 100 QQQ QQQ 5.1% |“24.5% -20.8% | -26.8% 11.1%
US Large Growth IWF -4.7% | -23.3% -19.2% | -25.1%  12.4%
US Large Value IWD -3.0% -9.9% | -6.4% | -125%  7.1%
US Eqwt S&P 500 RSP -3.5% -12.7% -85% | -14.6%  8.6%
US Mid Cap 1JH -3.2% -13.6% -10.5% | -16.8%  11.5%
US Small Cap VTWO -2.0% -17.2% -17.8% | -25.1%  12.4%

After rebounding strongly in July, the selloff in global financial
markets resumed in August and intensified after Federal Reserve
Chair Powell reiterated the Fed’s unwavering commitment to
fight inflation via tighter monetary policy. The hawkish rhetoric
pushed interest rates higher and stock prices lower. Performance
highlights for the month and year-to-date (YTD) are below.

e Bonds: The U.S. Aggregate index (AGG) fell 3.0% (-10.7%
YTD). Corporate bonds (LQD) lost 4.4% (-16.2% YTD), and
high yield bonds (HYG) lost 4.3% (-12.0% YTD) as credit
spreads widened. Non-U.S. bonds (IBND) fell 7.3% (-22.8%
YTD), under-performing as the U.S. dollar strengthened.

o Global equity (ACWI): -4.4% in August (-18.0% YTD).

e U.S. Equity: The broad market (VTI) fell 3.7% (-17.2% YTD);
the S&P 500 (IVV) lost 4.1% (-16.2% YTD). Large growth
stocks (QQQ and IWF) have under-performed as rising interest
rates diminish the present value of future earnings growth.
Small stocks (VTWO) fell 2.0% (-17.2% YTD). Only the En-
ergy and Ultilities sectors show gains for the month and YTD.

e Non-U.S. Equity: Developed market stocks (EFA) lost 6.1%
(-19.8% YTD), led lower by Europe amid worsening inflation
and currency weakness. Emerging markets (EEM) lost 1.3%
(-18.6% YTD); Latin American stocks (ILF) rose, led higher
by Brazil (less political uncertainty). Chinese stocks (MCHI)
stabilized with new government stimulus and progress toward
improved accounting transparency reforms.

Interest Rates and the Economy

The yield curve (Figure 2) plots the yields (Y-axis) for various
maturities (X-axis) of U.S. Treasuries. Hawkish speeches from
Chair Powell and other Fed officials clearly indicated that the Fed
will continue to raise interest rates aggressively in order to tame
inflation. While the Fed Funds rate is currently 2.25-2.50%, the
futures market now indicates that short-term yields are likely to
rise to roughly 3.75% or higher by early 2023. The curve remains
inverted with the 10-year Treasury now yielding 3.15%.

Figure 2: US Treasury Yield Curve
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The bond market provides other risk metrics, including the op-
tion-adjusted spread (OAS) between various bond yields and
Treasuries of comparable maturities. Low or narrowing spreads
signal optimism while high or rising spreads signal fear. Spreads
have widened this year but were relatively stable in August.

o Investment grade corporate bond spreads held steady at +1.5%
this month but remain higher than +1.0% spreads at year-end.

¢ High yield (non-investment grade) spreads widened to +5.0%,
still elevated but not at panic levels. The riskiest bonds (rated
CCC & helow) spiked to +11.8% over Treasuries and are sig-
nificantly above 2021 year-end spreads of +6.8%.

e Emerging market bond spreads narrowed to +2.3%; despite rel-
atively stable credit spreads, emerging market debt has under-
performed due to the strength of the U.S. dollar YTD.

Figure 3: Credit Spreads vs. U.S. Treasury Yields
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Recession Watch: Earnings & Employment

Global economies and markets continue to face significant chal-
lenges as central banks seek to tame decades-high inflation by
raising interest rates and reducing or ending bond purchase pro-
grams. The renewed selloff in global markets reflects investors’
fears that rapidly rising interest rates will derail economic growth
and push the U.S. and other global economies into recession.

After two successive quarters of negative real GDP growth, there
is much debate about whether the U.S. economy is already in re-
cession, but most economists agree that robust employment data
continues to indicate underlying economic strength. Because per-
sonal consumption accounts for approximately two-thirds of U.S.
economic activity, strong employment and wage growth should
continue to support growth in consumer spending and economic
growth. But employment and GDP metrics are backward-look-
ing, while financial markets are forward-looking, trading on ex-
pectations about future growth. An analysis of equity earnings
forecasts offers insight into investors’ expectations. Figure 4
plots the growth of one-year forward earnings forecasts for large
(S&P 500), mid-cap (S&P 400) and small (S&P 600) U.S. stocks.

Figure 4: Earnings Forecasts (source: Yardeni Research)
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While the stock market has declined roughly 17% YTD, earnings
forecasts have remained surprisingly strong, as illustrated above.
Does this mean that Wall Street’s professional analysts (whose
research and forecasts are aggregated to develop the consensus
earnings forecasts graphed above) do not believe that recession is
likely? To answer this question, we dig deeper to look at consen-
sus earnings forecasts for U.S. stocks at the sector level. Figure
5 (below) plots the one-year forward earnings forecasts for each
of the eleven sectors that comprise the S&P 500. While this is a
very “busy” graph, several high-level observations emerge:

o Three sectors have the largest impact on current S&P 500 earn-
ings forecasts: Technology, Health Care and Energy.

e Technology and Health Care have been the primary drivers of
equity earnings growth (and stock market returns) for years.

e Energy earnings forecasts have risen dramatically (with oil
prices) since falling to zero in the early stages of the pandemic.

o After peaking in early 2022, earnings forecasts for all sectors
except Energy are flat or declining measurably.

Corporate earnings forecasts are coming down, masked in aggre-
gate by strong energy-related earnings driven by spiking oil and
natural gas prices in the wake of Russia’s invasion of Ukraine.

Bottom Line

The stock and bond market selloff resumed in August, intensify-
ing in the wake of Chairman Powell’s speech at the Fed’s annual
conference in Jackson Hole, WY, where he unequivocally reiter-
ated the central bank’s commitment to aggressively fight inflation
via restrictive monetary policy. The bond and futures markets are
now pricing in a terminal Fed Funds rate of 3.75-4.00% by early
2023, significantly above the current range of 2.25-2.50%.

The economy is slowing, evidenced by two consecutive quarters
of negative real U.S. GDP growth and declining corporate earn-
ings forecasts outside of the Energy sector, but the labor market
is still very strong. Unfortunately, unemployment must rise in
order to reduce inflationary pressures. Figure 6 plots the full post-
pandemic recovery of the job market, with the total number of
workers reaching all-time highs and unemployment matching 50-
year lows (3.5%). August employment data is due out this week.

Figure 6: U.S. Employment Metrics (monthly)
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Recession remains likely; portfolio diversification is critical in
this environment (global stocks, bonds, alternatives and cash).

Figure 5: S&P 500 Sector Earnings Forecasts (sources: Yardeni Research, I/B/E/S data by Refinitiv)
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Disclaimer:

ACIMA Private Wealth LLC (“ACIMA” or the “Firm”) is a federally registered investment adviser based in Richmond, Virginia since January 2016. The Firm is a fee-
only investment advisory firm with the intent to provide exceptional service to high-net-worth individuals, families, trusts, charitable foundations and institutions.
ACIMA’s purpose is to implement integrated wealth management solutions that meet the financial needs and reflect the personal values of our clients. For additional
important information regarding ACIMA, its investment management services, compensation, conflicts of interest, and other matters, is contained in its disclosure docu-
ment, Form ADV Part 2A and Wrap Fee Brochure. A copy of which is available on through the Firm’s website or upon request to the Chief Compliance Officer at (804)
422-8450.

The information and views contained in this document were prepared and compiled by ACIMA. The statements provided herein are based solely on the opinions of
ACIMA and are solely for informational purposes only. It is not a research report, as such term is defined by applicable law and regulations, and is not a solicitation or
an offer to buy or sell any security or other financial instrument or to participate in any trading strategy. Any opinions provided herein should not be relied upon for
investment decisions. The information contained herein was obtained from sources believed are reliable but has not been independently verified by ACIMA and for which
no guarantee of accuracy is proffered.
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