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US Economic Growth Slowing
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Real GDP (YoY%)
Q4 2021 (A)

5.5%

Q1 2022 (E)

4.2%

Q2 2022 (E)

3.3%

Q3 2022 (E)

3.3%

Q4 2022 (E)

2.3%

Source: Bloomberg survey of 56 economists conducted in April ‘22

After a dramatic recovery from the COVID-19 recession of early 2020, economic growth is likely to
slow significantly. In addition to normalization from the pandemic, headwinds impacting the growth
outlook are numerous: Inflation, Fed Policy, Fiscal Retrenchment and Geopolitical Risk are just a few.

Inflation is Expected to Slow
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CPI (YoY%)
Q4 ‘21 (A)

6.7%

Q1 ‘22 (A)

8.0%

Q2 ‘22 (forecast)

7.6%

Q3 ‘22 (forecast)

6.8%

Q4 ‘22 (forecast)

5.7%

Source: Bloomberg survey of 52 economists conducted in April ‘22

We are in the midst of a historic inflationary boom brought about by a confluence of drivers including:
fiscal and monetary stimulus; ongoing supply chain disruptions and commodity inflation to name a
few. The pace of the decline in inflation will play a decisive role in the outlook for interest rates and
economic growth.

Interest Rates Heading Higher
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Fed Funds Rate*
Q4 ‘21 (A)

0.25%

Q1 ‘22 (A)

0.50%

Q2 ‘22 (forecast)

1.40%

Q3 ‘22 (forecast)

1.90%

Q4 ‘22 (forecast)

2.30%

*Upper Bound
Source: Bloomberg survey of 62 economists conducted in April ’22

U.S. TREASURY YIELD CURVE
In periods of economic growth, the slope of the yield curve as measured using the 2yr & 10yr Treasury Notes is
generally between 150bps – 250bps. Fixed Income markets are clearly concerned by the pace of interest rate
hikes currently anticipated and its impact on economic growth. For perspective (not our outlook), using the
consensus fed funds forecast, the 10yr Treasury bond should yield >4.5% (currently ~2.76%)

Credit Market Remains Calm

WATERFRONT
ASSET MANAGEMENT

Credit Markets are an area to watch
for early signals of concern over the
outlook.
The ICE BofA US Corporate Index
option-adjusted spread is not wide
by historical standards but has been
ticking up.
The ICE BofA US High Yield Index
option-adjusted spread is also tight
by historical standards and
indicative of little concern over the
near-term credit outlook.

Sentiment: A Near-Term Tailwind
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American Association of Individual Investors Sentiment Survey (www.aaii.com)
80%

Percent BULLISH

70%

Bullish sentiment
(or lack thereof) is
at a provocative
level. This degree
of pessimism is
historically
unusual.
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Slowing growth, elevated inflation readings and rising rates has chilled investors appetite for risk.
Historically, this has been a reliable contra-indicator for 13-week-forward equity returns (source: AAII,
Renaissance Macro).

China Economic Considerations
Rolling lockdowns, Shanghai and Beijing being the most
prominent cities, are impacting the economy meaningfully.
Retail Sales declined 3.5% YOY in March.
Home Sales down 26.2% YOY.
Jobless rate moving up to 6% in 31 major cities.
April economic data likely to be worse due to Covid impacts.
MSCI China Index down over 20% so far in 2022, on top of a
negative 21.64% return in 2021.
Modest fiscal and monetary response to COVID compared to
United States.
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Europe Economic Considerations
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Big variance between economies reliant on fossil fuels from Russia and those that are not. Germany
and Italy very exposed to Russian gas. Economic activity slowing more in those places.
2022 started off strong for Europe but confidence has deteriorated rapidly with the war.
Paying attention to whether economic stimulus will be put forth in Europe. Germany, the most
reluctant to stimulus, the most exposed to Russia.

Zew Economic Sentiment

Emerging Markets ex China
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Latin America has had steadily improving economic conditions and the war has been a big benefit to the commodity rich
nations of South America. This continent is largely in good economic shape and has had good stock returns in 2022.
India is projected to grow over 8% this year, making it the fastest growing large economy in the world.
The World Bank recently cut its Southeast Asia economic growth forecast to 5% but that is reasonably strong growth.
However, food and energy purchases are a bigger percentage of consumption baskets here.

Can the United States Avoid a
Recession?
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The answer is yes, but it is going to require rapid slowing in inflation metrics. History is not kind to
current conditions. When real hourly earnings have been negative for this long, inflation this high,
unemployment this low, it has almost always coincided with an upcoming recession.
-It will require a “this time is different” dynamic, but that is very possible because Covid has
created strange conditions that are still unwinding.
Consumers spending savings with a big impact from Covid freedom in the next couple months can
keep the economy growing for a little bit longer but that can’t last so how can inflation slow?
Material prices impacted by the war and business confidence to raise prices are still big headwinds to
slowing inflation.
Supply chain issues and industrial production are improving. Multi-family housing starts are at historic
highs, consumers are starting to balk at higher prices which may dent business confidence to raise
them, there is a lot of investment in automation to lower worker costs. All of these can cause a
meaningful drop in prices and if there is a resolution to the war, that could have a big impact on high
material prices.

Is Continued Consumer Spending a WATERFRONT
ASSET MANAGEMENT
Bad Thing?
Psychological inflation has set in more so in
the US than in other places where inflation is
still dominated by food, energy, materials and
supply chain.
The Fed needs to crush psychological inflation
by trying to stop consumers from paying
regardless of price (some buyers assume the
price will always be higher and because of
that just accept price increases) and getting
businesses to not be so confident they can
pass on higher input costs.
Questionable how much the Fed can actually
influence this. It can if it wants to engineer a
recession.

Inflation Not the Only Obstacle to
Asset Prices
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Companies have largely been successful passing along increased prices to consumers. Competition
has been muted. If consumers pull back, then competition will increase.
Competition is a larger threat to equity prices than interest rates or Fed liquidity. When investors
realize growth projections are unrealistic to due to increased competition, high multiple growth stocks
can drop very fast.
Netflix, PayPal, Meta Platforms all down 50% or more from 2021 highs. Competitive factors the
largest reason for decline.
Salesforce, Adobe, Nvidia among others down close to 40% from 2021 highs. Slowing growth and
competition concerns a common theme.

Allocation Considerations
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With the backup in treasury rates and spread widening in corporate bonds, corporate bonds
are an asset class that now has some appeal and is worth allocating to for a portion of one’s
portfolio.
-Similarly, muni bonds have become a lot more attractive in early 2022 then in the past
18 or so months.
Any resolution in the Russia/Ukraine war can push markets higher in the short-term but any
sustained rally will require US economic conditions to improve, namely inflation to slow
considerably and real growth to pick up. Housing and stock prices still are high if US
growth meaningfully drops.
While it is tough to know if stocks have bottomed, even after the strong sell-off in growth
stocks, we still prefer stocks with greater near-term cash flow.
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QUESTIONS

Disclosures
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*Waterfront Wealth Inc. is currently registered as an investment adviser with the Securities and
Exchange Commission. State securities laws require that the firm be registered, or qualify for an
exemption from registration, in order to provide investment advisory services to residents of a
particular state. Should you choose to contact the firm, any substantive communication between you
and the firm will be conducted by a representative who is appropriately licensed, registered, or
qualifies for an exemption or exclusion from registration in the state where the prospective client
resides.
**All content on this site is for information purposes only and should not be considered investment
advice. Material presented is believed to be from reliable sources and no representations are made
by our firm as to another party's informational accuracy or completeness.
***Waterfront Wealth Inc. and its representatives do not provide tax or legal advice and nothing herein
should be construed as such. Always consult with your tax advisor or attorney regarding your specific
circumstances.

