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Global Market 
Review 
Equity markets in the U.S. and other advanced 

economies rebounded strongly in July, moderating 

earlier steep losses. Emerging market equities, in 

contrast, fell further, largely weighed down by China. 

Bond markets rallied in July as U.S. Treasury yields 

eased and credit spreads narrowed, especially 

across more speculative grades. Central banks were 

active. Persistent high inflation triggered a second 

75 basis point rate hike by the Fed. The ECB raised 

rates by 50 basis points, its first increase in more 

than a decade. And the Bank of Canada increased 

its policy rate by 100 basis points, its largest hike 

since 1998. Even as central banks tightened, global 

economic growth appeared increasingly vulnerable. 

The U.S. fell into recession in the second quarter, 

while Euro area growth slowed sharply, and the 

Chinese economy, thanks largely to stringent Covid 

restrictions, stagnated. The U.S. dollar appreciated 

further, adding to the pressures faced by emerging 

economies. Oil prices plunged.    

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

 
Equity and bond markets rebound in July. 

Financial Conditions Likely to Tighten Further 

Despite a respite in July, financial conditions have been on a 

tightening trend in the U.S. and globally so far this year. 

Interest rates are up, credit spreads have widened, equity 

prices have fallen, and volatility indicators have risen (Exhibit 

1). These forces have been compounded, especially for 

emerging markets, by a strongly appreciating dollar. The major 

catalyst for the tightening, increasingly hawkish central banks 

determined to quell inflation even as economies teeter on the 

brink of contraction, is likely to intensify in the coming months.  

Exhibit 1. Financial Conditions Tighten 

Source: Bloomberg. Z-Score – standard deviations from normal.  

 
 

The macro environment is unusually unsettled, with sentiment 

swinging from inflation to recession fears. The latest inflation 

data across most advanced economies suggest that price 

pressures are powerful and broad-based, while early indicators 

for growth point to increasing risks of a downturn. Based on 

preliminary data, the U.S. economy is already contracting. The 

fall in July of the new orders component of the ISM 

manufacturing index and the decline in housing construction 

point to continued economic weakness. Moreover, risks to the 

global economy loom large. Europe faces the prospect of 

severe economic pain inflicted by a cessation of Russian gas 

exports. Tightening external financial conditions, an 

appreciating dollar, and higher costs of imported food and fuel 

threaten the stability of highly indebted emerging market 

economies. In China, Covid lockdowns and turmoil in the 

property sector could trigger a further slowdown of growth. 

Developed Equity Markets Rebound in July 

Notwithstanding a hostile backdrop of tightening financial 

conditions, high inflation, spreading economic weakness, and 

risks loaded to the downside, equity markets across advanced 
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economies rebounded in July (Exhibit 2). Emerging markets in 

contrast declined, largely reflecting a fall in Chinese equities.  

 

The July rebound in U.S. equities was sharp and broad based. 

After suffering its worst half year in half a century, the S&P 500 

jumped 9.2% in July. Notwithstanding July’s bounce, the index 

remains down 12.6% so far this year. The rebound in July also 

reversed the style and sector trends that had prevailed in the 

first half of the year. In July’s rebound, growth stocks (+12%) 

outpaced value (+6.8%), and small cap stocks (+10.4%) 

outshone large (+9.3%). Stocks across all major sectors 

enjoyed price gains, with the largest gainers in July, consumer 

discretionary and technology stocks, having been the biggest 

laggards previously. The main catalyst for the rebound 

appeared to be favorable earnings reports from tech giants 

such as Amazon, Apple, Microsoft, and Google, and record 

quarterly profits from ExxonMobil and Chevron.    

 

Outside of the U.S., the MSCI World ex-U.S. index of 

advanced economy non-U.S. equity markets gained about 5% 

in July reflecting gains of a similar magnitude across European 

and Japanese exchanges. So far in 2022, however, the index 

is down 14.7%. The outlook for the European economy 

remains grim, as imports of gas from Russia appear 

increasingly at risk. A sudden stop of gas supplies would 

plunge the European economy into deep recession and amplify 

price pressures globally.  

 

As already discussed, emerging economies face significant 

challenges from soaring prices of essential imports, tightening 

external financing conditions, an appreciating dollar, and a 

sputtering Chinese economy. Notwithstanding these 

challenges, emerging equity markets in the EMEA and Latin 

American regions rose in July. Chinese equities, however, 

plunged by about 10%, triggering a slight decline in the MSCI 

Emerging Markets index (Exhibit 2). So far this year, emerging 

equity markets are down 17.8%, with markets in China and 

EMEA weighing especially heavily on performance.   

Exhibit 2. AE Equities Rise, EM Weighed Down by China  

Source: Bloomberg. Index January 1, 2021 = 100. 

 

Another Large Rate Hike by the Fed 

Global central banks are raising rates, reversing a decades-

long period of easy money. The Fed followed its 75-basis point 

rate hike in June with a second in July of the same magnitude 

and a renewed commitment to a continued robust response to 

persistent high inflation. The Fed has become increasingly 

hawkish in the course of the year, increasing its projections for 

the Fed funds rate in successive FOMC meetings (Exhibit 3). 

Market expectations for the future path of the Fed funds rate is 

significantly more benign.  

Exhibit 3. Markets Are Less Hawkish Than the Fed 

Source: Bloomberg. Yield in percent.  

 
Yields fell in July across the U.S. Treasury yield curve. The 

yield on the 10-year Treasury note fell to about 2.7% at month 

end, driven by a significant decline in real yields. U.S. 

Treasuries with maturities of 10+ years returned 4.7% in July 

but remain down 17.5% for the year. Credit spreads also 

narrowed, contributing to July’s rebound of high yield (+6%) 

and investment grade (+2.3%) bonds. Despite July’s rally, high 

yield and investment grade indices remain down for the year. 

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

sovereign bonds gained 2.1% in July, moderating its loss so far 

in 2022 to 17%. The emerging bond market index rose 3.2% in 

July but remains down 16.2% for the year. About one third of 

the sovereign bonds in the index have yields above 10%, 

highlighting the pressures of tightening financial conditions on 

emerging economies.  

U.S. Dollar Continues to Appreciate 

The U.S. dollar index approached 20-year highs in July. The 

factors behind its relentless rise include the dollar’s safe haven 

status, increasing U.S. interest rates, and expectations that the 

Fed will tighten at a faster pace than other central banks. The 

dollar’s appreciation is another element of tightening financial 

conditions, one that falls most heavily on emerging economies. 

Emerging market economies are also hit by rising food and 

energy prices. Although oil prices fell in July by 6.8%, they 

remain up 31.1% in 2022. Commodity prices more broadly 

have increased by 35.7% this year. 

 

Performance of Major Market Indices through 7-31-2022 

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 9.2% 9.2% -12.6% -4.6% 13.4% 12.8%

Russell 2000 10.4% 10.4% -15.4% -14.3% 7.5% 7.1%

MSCI World Ex-US (USD) 5.0% 5.0% -14.7% -13.2% 3.8% 3.1%

MSCI Emerging Mkts (USD) -0.2% -0.2% -17.8% -20.1% 0.9% 1.0%

Citigroup US Treasuries 1.3% 1.3% -7.7% -8.6% -0.3% 1.0%

Citigroup Credit 3.1% 3.1% -11.7% -12.8% -0.2% 1.7%

Merrill High Yield 6.0% 6.0% -8.9% -7.7% 1.7% 2.9%

JPM EMBI Global (USD) 3.2% 3.2% -16.2% -17.1% -3.7% -0.5%

Citigroup WGBI Ex-US (LC) 3.0% 3.0% -7.1% -8.8% -2.4% 0.2%

Barclays US Aggregate 2.4% 2.4% -8.2% -9.1% -0.2% 1.3%

GSCI Total Return 0.0% 0.0% 35.7% 42.7% 14.8% 10.7%

HFRX Eq. Wtd. Strategies 0.7% 0.7% -4.5% -4.4% 2.1% 1.0%


