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Global Market 
Review 
After a brief respite in July, global equity and bond 

markets resumed their synchronized descent in 

August. Market sentiment this year has been largely 

driven by the ebb and flow of fears that the current 

mix of high inflation, low unemployment, and 

increasingly hawkish global central banks will result 

in recession, and perhaps a hard landing. The 

prevailing sentiment has been bearish, resulting in 

steep declines across global equity and bond 

markets, a damaging combination for balanced 

portfolios. Growth stocks, advanced and emerging 

bourses in Europe, Chinese equities, and long 

duration bonds have led the declines. Although oil 

and other commodity prices fell in August, they 

remain one of the few strong gainers so far this 

year. The U.S. dollar, buoyed by rising U.S. interest 

rates, has also fared well. The broad dollar index 

reached 20-year highs in August, further squeezing 

emerging markets facing high commodity import 

prices and rising global interest rates.  

Performance of Major Market Indices 
Sources: S&P, MSCI, FTSE Russell, Barclays, Citigroup, Bank of 
America Merrill Lynch, J.P. Morgan, HFR, Bloomberg. 

 
Stocks and bonds sink in sync. 

Fed Sinks Talons Deeper into Market 

Tightening financial conditions have weighed heavily on global 

equity markets for much of the year. The Fed and other major 

central banks have become increasingly worried about the 

costs of allowing expectations for high inflation to become 

entrenched. In his Jackson Hole speech, Chairman Powell 

remarked that “reducing inflation is likely to require a sustained 

period of below-trend growth” and bring “pain to households 

and businesses”, a sacrifice worth making because “a failure to 

restore price stability would mean far greater pain”. The Fed’s 

increasingly contractionary policy stance has been mirrored by 

the ECB and other major central banks. 

 

Although inflation is high and unemployment low across major 

economies, other aspects of the global economic backdrop 

suggest fragility. All three of the world’s major growth engines 

are sputtering. The U.S. economy has already experienced two 

successive quarters of contraction, and high inflation is eroding 

the disposable income of households, undermining future 

consumption. The Russian invasion of Ukraine and related 

spike in energy and food prices have hit European economic 

activity hard and sent Euro area inflation to record levels. The 

shock of ruinous gas prices and the prospect of rationing as 

winter approaches is weighing on household and business 

sentiment in Europe, which appears to be on the brink of a 

major downturn (Exhibit 1). The Bank of England, for its part, is 

forecasting a prolonged recession for the U.K. economy. The 

Chinese economy is also weakening as a result of strict 

COVID restrictions and an overextended property market.  

Exhibit 1. Ruinous EU Natural Gas Prices 

Source: Bloomberg. Index. January 1, 2020 = 100. 
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Against this highly unsettled and unfavorable macroeconomic 

and policy backdrop, global equity markets fell further in 

August. The S&P 500 lost 4.1% in August to bring its decline 

so far in 2022 to 16.1% (Exhibit 2). Growth stocks and the 

shares of companies in the tech sector led the declines in 

August as they have for most of the year, contributing to a 

steep drop in the NASDAQ. Value stocks have held up much 

better, although they too are down, falling 10% so far this year, 

compared to the 23.1% drop of growth stocks.  

Exhibit 2. Global Recession Risk Weighs on Stock Markets  

Source: Bloomberg. Index. January 1, 2022 = 100. 

 
 

Non-U.S. advanced economy equity markets have fared even 

worse than the U.S. The strength of the dollar has 

compounded these losses for U.S.-based investors. The MSCI 

World ex-U.S. index fell 4.7% in August to bring its decline so 

far in 2022 to 18.7%. European bourses, which are down 22% 

so far this year, led the decline. Emerging equity markets 

managed a small gain in August but remain down 17.5% in 

2022. Regional performance has sharply diverged. Asian 

emerging equity markets are down 19.4% so far this year, 

dragged down by softening Chinese economic output and the 

poor performance of Chinese equity markets. The Russian 

invasion of Ukraine has weighed heavily on the equity markets 

of the EMEA region, which have fallen 28.1% in 2022. Latin 

American bourses, in contrast, are down only 0.2% so far this 

year, propped up by the strong performance of Brazil and other 

large commodity exporters.  

U.S. Yield Curve Rises and Inverts 

High inflation and hawkish central banks have also weighed on 

global bond markets. The U.S. yield curve has shifted up and 

flattened since the beginning of the year. Yields between 2- 

and 10-year maturities have inverted (Exhibit 3). Rising real 

interest rates have been the main driver of the yield increases. 

U.S. Treasuries fell in August and are down 10% so far in 

2022. Treasuries with maturities of 10 or more years have 

fallen 21.6% this year. Investment grade and high yield bonds 

have also fallen, and both are down about 11% so far in 2022.  

 

Outside of the U.S., the WGBI ex-U.S. index of advanced 

sovereign bonds dropped 5.8% in August, to bring the loss for 

the year to 21.8%. The emerging bond market index fell further 

in August and is down 17.2% for the year. 

Exhibit 3. U.S. Treasury Yield Curve Shifts Up and Flattens  

Source: Bloomberg. Yields in percent. 

 

Strong Dollar Pressures Emerging Economies 

The U.S. dollar’s safe haven status, rising U.S. interest rates, 

and expectations that the Fed will tighten at a faster pace than 

other central banks have contributed to the dollar’s relentless 

rise. The broad dollar index is up 13.6% this year, reaching a 

20-year high in August. The dollar’s appreciation is another 

element of tightening financial conditions, one that falls most 

heavily on emerging economies. The rising costs of food and 

energy imports have undermined emerging economies’ 

balance of payments, contributed to high inflation, and created 

conditions for social tension. With major central banks raising 

rates and withdrawing liquidity, the access of emerging 

economies to external financing is being reduced, putting 

further pressure on their growth prospects and debt service 

capacity. The dollar’s appreciation compounds these shocks. 

 

Exhibit 4. Dollar Appreciates against Major Currencies  

Source: Bloomberg. Index January 1, 2022 = 100. 

 
 

Performance of Major Market Indices through 8-31-2022 

Sources: MSCI, FTSE, Barclays, Citigroup, Bank of America Merrill 

Lynch, J.P. Morgan, S&P GSCI, HFR, Bloomberg. 
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S&P500 -4.1% 4.8% -16.1% -11.2% 12.4% 11.8%

Russell 2000 -2.0% 8.2% -17.2% -17.9% 8.6% 6.9%

MSCI World Ex-US (USD) -4.7% 0.1% -18.7% -18.6% 3.0% 2.1%

MSCI Emerging Mkts (USD) 0.4% 0.2% -17.5% -21.8% 2.7% 0.6%

Citigroup US Treasuries -2.5% -1.2% -10.0% -10.7% -2.2% 0.3%

Citigroup Credit -2.6% 0.4% -14.0% -14.9% -2.1% 1.0%

Merrill High Yield -2.4% 3.5% -11.0% -10.4% 0.8% 2.4%

JPM EMBI Global (USD) -1.2% 2.0% -17.2% -18.8% -4.2% -1.1%

Citigroup WGBI Ex-US (LC) -3.6% -0.8% -10.5% -11.7% -4.3% -0.7%

Barclays US Aggregate -2.8% -0.5% -10.8% -11.5% -2.0% 0.5%

GSCI Total Return -2.7% -2.7% 32.1% 42.2% 15.9% 10.2%

HFRX Eq. Wtd. Strategies 0.9% 1.7% -3.7% -4.0% 2.4% 1.2%


