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2022 Q2 MARKET HIGHLIGHTS 

⚫ The U.S. Federal Reserve speeded up its monetary tightening policy in order to cool down the soaring 

inflation. 

⚫ The U.S. Dollar rallied to 20-year high while global stock and bond markets cracked. 

⚫ Unlike those major countries in the world, China pledged to keep monetary policy accommodative.  

 

The Russian invasion of Ukraine, on-and-off COVID lockdowns in China have led to continuous supply 

chain disruptions and global inflation rocketed to several decades high in the first half of 2022. Most of 

the countries in the world are now moving into the era of “quantitative tightening”. The Bank of England 

(“BOE”) was the first major central bank to start interest rate hike cycle in December last year and it has 

already raised the interest rate from 0.1% to 1.25%, the highest since January 2009. In addition, the 

European Central Bank (“ECB”) has also announced to end its net asset purchases on 1st July and interest 

rates will be raised by 25bps in that month which will be ECB’s first rate hike in 11 years.   

The most influential central bank in the world, the U.S. Federal Reserve(“Fed”), is now implementing a 

very aggressive and unconventional monetary tightening policy. It has already raised the interest rate by 

1.5% this year and according to the latest implication of the Fed fund futures and the projection of the 
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officials of the Federal Open Market Committee(“FOMC”), the Fed funds target rate is expected to raise 

at least 175bps to over 3.25% at the end of this year.  

 

EXHIBIT 1: The Fed funds target rate is expected to raise to over 3.25% at the end of 2022 

 

Source: Bloomberg (as at 30/06/2022) 

In addition, the Fed has also begun to reduce its about USD 9 trillion balance sheets on the pace of USD 

47.5 billion each month starting from June and the pace of reduction is planned to double to USD 95 billion 

in September. According to the forecast of the Federal Reserve Bank of New York, the Fed's holdings of 

Treasury bonds and mortgage backed securities is projected to decline by roughly USD 2.5 trillion by mid-

2025, to about USD 5.9 trillion, when the central bank's asset reduction plan is likely to be halted.  

The “double” tightening of the Fed has started drying up market liquidity and we have witnessed the 

slump of both global equity and fixed income markets in the first half of 2022. Those high risk assets, 

including high growth technology stocks and cryptocurrency, etc, suffered the most as investors are in the 

phase of deleveraging and fleeing from “high-priced” asset classes.    

On the other hand, the U.S dollar now is at almost 20-year high and the U.S. Dollar Index has rallied about 

10% this year as investors are looking for “safe haven” asset. Besides, the better interest return of the U.S. 

Dollar also attracts capital inflow at the same time. 

  



ALTRUIST FINANCIAL G ROUP LIMITED                3  

EXHIBIT 2: The U.S. Dollar Index rallied to the highest level since 2002 

Source: Bloomberg (as at 30/06/2022) 

The exceptional tightening decision of the U.S. Fed not only affects the global capital markets, the U.S. 

economy is also inevitably under significant downside pressure. Although the labor market remains robust 

and the unemployment rate is still at 3.6%, near the lowest level in history, many recent released 

economic data shows the U.S. economy is facing different challenges. While the University of Michigan 

Consumer Sentiment Index has already plunged to record low in June, consumers are becoming more 

pessimistic towards the future. Since the 30-year fixed mortgage rate has climbed to over 5.5% and the 

price of both new and existing home is at historical high, the housing markets are cooling off in recent 

months. In addition, the U.S. ISM Manufacturing and Services PMI have already dropped to the lowest 

level since May 2020, reflecting the overall economic activities are slowing down.  

EXHIBIT 3: The ISM Manufacturing and Services PMI dropped to the lowest level in about 2 years 

Source: Bloomberg (as at 30/06/2022) 
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As described by the Fed Chairman Jerome Powell, “achieving soft landing in the U.S. economy is feasible 

but it will be quite challenging.” More and more economists expect the possibility of recession (A 

significant decline in general economic activities and typically identified by a fall in GDP in 2 successive 

quarters) in the U.S. and other developed countries is increasing as it is believed that the inflation will be 

persistent for a period, and the tightening policy of central banks will sacrifice economic growth.  

 

Unlike the major countries in the world, the price level in China remains stable since China is largely self-

sufficient in food and it has not followed the Western world to provide enormous stimulus during the 

pandemic period in 2021. Although China is facing economic downside pressure due to on-and-off COVID 

lockdowns, the low inflation environment gives room for the Chinese Government to provide stimulus to 

support the economy. While the central banks in the Western world may still be in the early stage of 

monetary tightening, in contrast, the People’s Bank of China (“PBOC”) now imposes an accommodative 

monetary policy and the Chinese Government also provides other supportive measures to boost the 

economy. On May 31, 2022, China’s State Council released a set of 33 measures in a document titled 

“Policy Measure Package to Stabilize the Economy”, covering a wide range of mechanisms aimed at 

supporting businesses impacted by the COVID-19 pandemic. Supported by the government policies, it is 

believed the Chinese economy may have a faster recovery in the second half of 2022. 

 

EXHIBIT 4: The inflation in China is relatively low 

 

Source: Bloomberg (as at 30/06/2022) 
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TABLE 1: Global Stock Markets Performance (% In local currency) 

Indexes 2022 Q2 2022 YTD 2021 

S&P 500 -16.11  -19.97  28.68  

Nasdaq Composite  -22.27  -29.22  22.21  

STOXX Europe 600 -9.08  -14.42  25.82  

DAX  -11.31  -19.52  15.79  

CAC 40  -8.92  -15.00  31.88  

Nikkei 225  -5.02  -7.32  6.66  

Hong Kong Hang Seng  0.89  -4.82  -11.84  

Hang Seng China Enterprises  3.71  -5.22  -21.25  

Shanghai Stock Exchange Composite  5.56  -5.68  7.05  

Shanghai Shenzhen CSI 300  7.29  -8.30  -3.51  

Singapore Straits Times -7.49  1.37  13.55  

Korea KOSPI -15.40  -21.52  5.56  

Taiwan TWSE -14.94  -17.23  26.92  

India SENSEX -8.91  -8.26  23.23  

Indonesia JCI -1.04  7.23  12.53  

Thailand SET -6.81  -3.84  17.70  

Russia RTS 32.80  -14.56  21.73  

Brazil IBOV -17.88  -5.99  -11.93  

S&P Pan Arab Composite  -12.69  0.41  32.66  

MSCI World  -16.06  -20.28  22.38  

Source: Bloomberg (as at 30/06/2022) 
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TABLE 2: Major Currencies Performance (In terms of USD) 

Currency % Change in 2022 Q2 % Change in 2022 YTD  

Euro  -5.27 -7.79 

British Pound -7.31 -10.01 

Japanese Yen -10.33 -15.21 

Hong Kong Dollar -0.17 -0.63 

Chinese Renminbi (CNY) -5.07 -5.04 

Australian Dollar -7.74 -4.96 

New Zealand Dollar -8.09 -8.53 

Singapore Dollar -2.59 -2.98 

South Korean Won -6.69 -8.46 

Taiwanese Dollar -3.68 -6.86 

Indian Rupee -4.03 -5.87 

Indonesian Rupiah -3.55 -4.33 

Thai Baht -5.93 -5.51 

Russian Ruble 49.94 38.77 

Brazilian Real -9.80 6.07 

Source: Bloomberg (as at 30/06/2022) 
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THE STOCK MARKET 
Global stock markets have had its worst first half-year in recent history and the shining stars in previous 

years are becoming the fallen angels now. The hawkish stance of the U.S. Fed has driven the 2- and 10-

year treasury yield to over 3% and the rising yields caused the slump of risky assets. For example, the high 

growth semiconductor equity sector has dropped more than 35% this year. The stock price of those 

leading and famous companies, like Taiwan Semiconductor, Nvidia has lost about 40-50% from their peaks 

in only 6 months.    

EXHIBIT 5: The Philadelphia Semiconductor Index has dropped more than 35% in the 1st half this year 

Source: Bloomberg (as at 30/06/2022) 

The Russo-Ukrainian war has no sign to end, the supply chain disruption will likely continue. As a result, 

the inflationary pressure is hard to eliminate, and it is believed that global central banks will have no 

choice to raise interest rate further which will curb economic growth. Although the major economies in 

the U.S. and European are not in a recession yet, it seems that it is not far away. 

Stock market is always regarded as an indicator of future economic conditions. The 20% correction of the 

S&P 500 index in the first-half of 2022 may have reflected the negative economic outlook in the coming 

quarters. Interestingly, the stock market performance during recession years is not as pessimistic as we 

generally anticipate. Since the end of World War II in 1945, the U.S. has experienced 13 periods of 

recession. It is found that the average return of S&P 500 in the recession year and the following year was 

-1.08% and 16.87% respectively.  
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TABLE 3: U.S. Stock Market Returns During Recession Years 

Recession Year  Recession Year Returns (S&P 500)  Following Year Returns (S&P 500)  

1945 30.30% -11.90% 

1949 10.30% 21.80% 

1953 -6.60% 45.00% 

1957 -14.30% 38.10% 

1960 -3.00% 23.10% 

1970 0.10% 10.80% 

1974 -29.70% 31.50% 

1980 25.80% -9.70% 

1982 14.80% 17.30% 

1990 -6.60% 26.30% 

2001 -13.00% -23.40% 

2008 -38.50% 23.50% 

2020 16.30% 26.90% 

Average:  -1.08% 16.87% 

Source: Forbes, CFRA Research, NBER, S&P Global 

As mentioned earlier, despite the surge of inflation in many different countries, the consumer price level 

remains relatively stable in China and it allows the Chinese Government to provide more economic fiscal 

and monetary stimulus which includes tax rebates and cuts, issuing special purpose bonds, cutting banks’ 

reserve requirement ratio (RRR) and the launch of relending programs, etc. According to the estimates 

from Bloomberg, China’s total pledged stimulus for 2022 currently amounts to RMB 35.5 trillion (US$5.3 

trillion) which is significantly higher than in 2021 and only little below RMB 37.5 trillion (US$5.6 trillion) 

seen in 2020. 

The divergence of economic policy between the West and China affects the stock market investment 

sentiment. Since mid of May, the Chinese and Hong Kong stock markets have started to rebound and 

outperform many other major global equity indices. Is it a short term rebound or trend reversal? Time will 

tell, but historically, fiscal and monetary stimulus is always a positive catalyst to the stock markets. Besides, 

the current low market valuation would be another supportive factor for the market reversal. 
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EXHIBIT 6: The Chinese and HK stock markets rebound since mid of May and outperform the U.S. and 

Europe  

 

Source: Bloomberg (as at 30/06/2022) 
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FIXED INCOME 
The movement of bond price and interest rate always has a negative correlation. As the U.S. Fed has 

already raised the interest rate by 1.5% in the first half of this year and also started reducing its about 9 

trillion balance sheet assets, the U.S. Treasury bond prices have fallen sharply. In addition, the outlook of 

the economy in the near term is gloomy due to persistent inflation and further rate hike expectation is 

high. As a result, the short- dated bonds suffer the most and the yield spread between short-dated and 

long-dated U.S. treasury has narrowed significantly this year and yield curve inversion has happened 

which signal recession may likely happen later. The yield of the 2-year Treasury has been higher than the 

10- and 30-year in early April. At the end of June, the yields of 2-, 10- and 30-year U.S. treasury are 

2.9533%, 3.0129% and 3.1827% respectively. 

 

EXHIBIT 7: The yield spread between short-dated and long-dated U.S. treasury narrowed significantly

 

Source: Bloomberg (as at 30/06/2022) 

 

Since the fear of recession is growing, high yield bonds which are sensitive to economic outlook and 

business cycle underperformed in recent months. In the last quarter, the Bloomberg US Corporate High 

Yield Index fell 9.82% while the Bloomberg US Aggregate Index only dropped 4.69% and the yield spread 

between the U.S.10-year treasury and U.S. corporate high yield has widened from 3.62% to about 6%. 

 

 

 

Treasury yield of 2-year (2.46%) exceeded 

10 (2.38%) and 30-year (2.43%) 
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EXHIBIT 8: The yield spread between U.S.10- year treasury and U.S. corporate high yield widened to 

about 6% 

 

Source: Bloomberg (as at 30/06/2022) 

If the recession risk accelerates, it will be unfavorable to high yield bond and the spread with the U.S. 

Treasury may widen further. Alternatively, if investors are looking for income, investment grade corporate 

or even U.S. treasury bonds may be considered as they are now offering higher yields that we have never 

seen for many years, and it is believed that they can help investors earn income without taking excessive 

risk.  

 
 

 

  

Yield Spread 
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CONCLUSION AND RECOMMENDATION 
To most of the investors, the first half of 2022 was a disaster as almost all asset classes except U.S. dollar 

and commodities have significant correction and it seems that investors have not much choices to hedge 

the investment risks. Looking ahead in the second half, it seems that there will be little structural change 

on fundamental side. It is expected that the Russo-Ukrainian war will not end soon while China will 

continue its Dynamic zero COVID policy. Inflation pressure is hard to ease and recession risk remains high.  

 

In addition, investors should be aware of the potential rise of political risk since the U.S. and China, the 

two largest economies in the world, will have important political events held in Autumn this year. In China, 

the 20th National Congress of the Chinese Communist Party is expected to be held in October or 

November, the congress will determine the leadership of the Chinese Government in the coming 5 years. 

In the U.S., the Midterm election will be held on 8 November, which will decide who controls the two 

houses of Congress, the House of Representatives and the Senate. Currently the U.S. inflation is at the 

highest level in more than 40 years and the economy is slowing down. If the Democrat loses the control 

of both houses in the coming election, it will mean that it’s difficult for President Joe Biden to implement 

his agenda.  

 

Investors always want to “buy low, sell high”. Although we do not know whether the market has been 

bottomed out or not, from the optimistic point of view, the market has just gone through a substantial 

market correction, it may be worth for a long-term investment. If investors would like to play safe and 

avoid too much volatility, they may consider starting a regular investment. Through cost dollar averaging 

strategy, investor can mitigate timing risk and accumulate more investment units at lower prices.   

 

Regarding asset allocation, a multi-assets portfolio will still be recommended as the long-term core 

holding. In the meantime, if investor would like to take current market opportunities, the Hong Kong and 

Chinese equities may be considered as they may be benefitted from the current Chinese supportive fiscal 

and monetary policy and its attractive market valuation is another favorable factor.  

Disclaimer 

The information contained is for general information only, without warranty of any kind. The information contained should not be regarded 

as an offer to sell, to subscribe to, or to provide any investment recommendation. Investment involves risks, past performance is not indicative 

of future performance. Reader should consult their professional financial consultant before making any investment decision. 


