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Global Market 
Review 
War, inflation, and the central bankers’ swing from 

stimulus to stringency dominated markets in 2022, 

sparking high levels of volatility and declining market 

liquidity. Both inflation and the pace of Fed rate 

hikes were at 40-year highs. The sudden shift to 

tightening, rising energy and food prices, and 

eroding real incomes undermined global growth 

prospects and hurt investor sentiment. Equity prices 

fell, sovereign bond yields rose, credit spreads 

widened, the red-hot housing market started to cool, 

and assets once gripped by speculative fever 

became less overheated. With major global equity 

and bond markets dropping by double digits, 2022 

was one of the worst years on record for balanced 

portfolios. Commodities and the U.S. dollar were 

among the few gainers of the year. The rising dollar 

compounded the woes of emerging economies 

facing high energy and food import costs and an 

increasingly inhospitable external financing climate. 

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

 
Global equity and bond markets plunge in 2022. 

U.S. Equities Close Year with Steep Declines 

An extended period of moderate inflation came to an end in the 

wake of the pandemic, war, and massive global central bank 

stimulus. With inflation accelerating across advanced and 

emerging economies and in many cases reaching levels not 

seen in 40 years, most major central banks abruptly reversed 

course and aggressively tightened policies. The pace of rate 

hikes by the Fed has been the fastest in nearly 40 years. 

 

Against this backdrop, the S&P500 dropped by 5.8% in 

December to bring its decline for the year to 18.1%. Although 

the losses were widespread, those of tech and growth stocks 

were especially steep. Large-cap growth stocks in the tech 

sector represented by the NYSE FANG+ index (including 

Facebook, Amazon, Apple, Netflix, Google, Microsoft, and 

Tesla among others) plunged 42% in 2022. Tesla’s fall of 69% 

was especially striking. Thanks in part to the tech sector’s 

reversal of fortune, value stocks (-8%) outperformed growth    

(-29%) by a wide margin (Exhibit 1). Across sectors, only 

energy generated gains, rising 31.3% in 2022.  

Exhibit 1. Tech and Growth Stocks Lead Decline 

Source: Bloomberg. January 1, 2022 = 100. 

 

Non-U.S. Equity Markets Also Plunge  

The combination of geopolitical turmoil, rampant inflation, and 

aggressive policy tightening also roiled non-U.S. equity 

markets. The MSCI World ex-U.S. index of advanced economy 

stocks fell 14.3% in 2022, with markets in Europe and Japan 

losing 15.1% and 18.5%, respectively. The strong appreciation 

of the U.S. dollar last year compounded the local currency 

declines in non-U.S. markets.  
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Representing 35% of MSCI Emerging Equity Market Index and 

an even larger share of global trade and output, the Chinese 

economy’s changing fortunes have had an outsized impact on 

the performance of emerging equities. For most of the year, 

Chinese equities plunged reflecting slowing economic growth, 

a debt overhang in the property market, the heavy exposure of 

the financial sector to the property market, and Draconian 

lockdowns in pursuit of a zero-COVID policy. Notwithstanding 

a big bounce in the closing months of the year following the 

reversal of the zero-COVID policy, the Chinese equity market 

fell 23.5% last year, setting the tone for the broader emerging 

equity market (Exhibit 2).  

Exhibit 2. China Weighs Heavily on Emerging Equities 

Source: Bloomberg. January 1, 2022 = 100.

 
Most other emerging market economies were hard hit by the 

sharp increase in energy and food import prices, the 

appreciation of the dollar, and the tightening of external 

financing conditions. Countries with high levels of foreign debt 

and large external deficits were especially at risk. According to 

the IMF, about 60% of emerging and low-income developing 

countries face debt distress as measured by the magnitude of 

the credit spreads on their external borrowing. Latin American 

bourses significantly outperformed other regions to end the 

year little changed, supported by the gains of large commodity 

exporting countries like Brazil.  

Risks of Exposing Hidden Pockets of Leverage 

With the tide of liquidity receding, the risk of exposing market 

fragilities is rising. Markets now face high volatility and low 

liquidity, a combination that can be self-reinforcing. Thinly 

traded markets are susceptible to sharp swings and such 

swings deter investors from remaining in the market, further 

impairing liquidity. In this environment, there is a heightened 

risk of funding crises and margin spirals – similar to the recent 

selloff in the U.K. gilt market – popping up without warning in 

unexpected places. If such funding crises arise, central banks 

may be forced to shift their stance from fighting inflation to 

stabilizing markets. 

 

The recent triennial BIS survey of global FX derivatives 

highlights the magnitude of the problem of hidden pockets of 

leverage in global markets. The survey identified a whopping 

$80 trillion in off-balance sheet U.S. dollar-denominated 

obligations that are mainly short-term in duration. These 

obligations are not captured in debt statistics and represent a 

multiple of the on-balance sheet liabilities reported by banks 

and other financial institutions. About half of these hidden U.S. 

dollar obligations are with non-U.S. banks having little recourse 

to emergency funding from the Fed, making them especially 

susceptible to funding squeezes.   

Inflation and Hawkish Central Banks Crush Bonds 

Bonds provided no refuge to investors last year. U.S. 

Treasuries as a whole lost 12.6% in 2022, with maturities of 

10+ years falling 27.7%. The increase in U.S. Treasury yields 

was largely driven by an increase in real yields on TIPS, as 

inflation expectations remained stable. The U.S. Treasury yield 

curve remained inverted, a frequent harbinger of recession. 

This market signal added to the drumbeat of recession signals 

from survey data and leading economic indicators. Rising 

yields contributed to a strong appreciation of the U.S. dollar 

which approached 20-year highs mid-year before falling back 

but still rising 8.2% last year. The dollar’s appreciation added 

to the contractionary impulses to the global economy. 

 

U.S. Investment grade and high yield bonds also suffered 

double digit declines as credit spreads widened with growing 

expectations for an increase in downgrades and defaults as 

the economic climate sours. The U.S. aggregate bond index 

experienced its worst year on record, losing 13% in 2022 

(Exhibit 3). Outside of the U.S., the WGBI ex-U.S. index of 

advanced sovereign bonds rose 6.1% in November but 

remains down 22.3% so far this year. The emerging bond 

market index fell by 16.1%.  

Exhibit 3. U.S. Bond Market’s Worst Year on Record 

Source: Bloomberg. Bloomberg U.S. Aggregate Bond Index. 

 
 

Performance of Major Market Indices through 12-31-2022 

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

Lynch, J.P. Morgan, S&P GSCI, HFR, Bloomberg. 
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1-Month QTD YTD 1-Year 3-Year 5-Year

S&P500 -5.8% 7.6% -18.1% -18.1% 7.7% 9.4%

Russell 2000 -6.5% 6.2% -20.4% -20.4% 3.1% 4.1%

MSCI World Ex-US (USD) -0.5% 16.2% -14.3% -14.3% 1.3% 1.8%

MSCI Emerging Mkts (USD) -1.4% 9.7% -20.1% -20.1% -2.7% -1.4%

Citigroup US Treasuries -0.7% 0.5% -12.6% -12.6% -2.7% -0.1%

Citigroup Credit -0.4% 3.5% -15.7% -15.7% -2.8% 0.4%

Merrill High Yield -0.8% 4.0% -11.2% -11.2% -0.2% 2.1%

JPM EMBI Global (USD) 0.4% 7.4% -16.5% -16.5% -4.5% -1.0%

Citigroup WGBI Ex-US (LC) -3.3% -1.5% -14.7% -14.7% -4.9% -1.7%

Barclays US Aggregate -0.5% 1.9% -13.0% -13.0% -2.7% 0.0%

GSCI Total Return -1.4% 3.4% 26.0% 26.0% 10.5% 6.5%

HFRX Eq. Wtd. Strategies 0.2% 0.8% -3.9% -3.9% 1.5% 0.8%


