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Global Market 
Review 
The steep downward trend in global equity markets 

prevalent throughout most of the year reversed in 

October, led by a strong rebound in U.S. equities. 

Emerging equities, in contrast, were dragged down 

further by a continued sharp drop in Chinese 

markets. The October U.S. equity market rally defied 

declining earnings estimates, continued high 

inflation, and signs of a further slowdown in 

economic activity. The prices of U.S. Treasuries and 

investment grade bonds fell, especially at the long 

end of the maturity spectrum. High yield bond 

prices, in contrast, rallied as spreads narrowed. 

Coincident economic indicators for the U.S., China, 

and Europe pointed to a continued global slowdown 

in output. The inversion of the U.S. Treasury yield 

curve reinforced the view that U.S. economic activity 

was slowing and might soon fall into recession. The 

U.S. dollar fell slightly in October but remains at 40-

year highs. Commodity prices, led by oil, rallied. 

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

 
U.S. equities stage strong October rally. 

U.S. Equities Look Beyond Current Turbulence 

U.S. equity markets rallied strongly in October, dampening the 

steep declines earlier in the year. The S&P500 index jumped 

8.1% in October, but nevertheless remains down 17.7% so far 

in 2022. With the notable exception of a group of large-cap 

growth stocks in the tech sector (known as FAANG, including 

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

rally was broad based across sectors and style segments. 

Value stocks outperformed growth in October by a wide 

margin, gaining 10.4% versus the 6.1% return for growth. So 

far in 2022, value stocks are down 9.5% versus growth’s 

26.4% loss. In contrast to the broader market gain, FAANG 

stocks fell 6.4% in October and are down 41% so far in 2022 

(Exhibit 1). 

Exhibit 1. FAANGs Extend Losses, Despite Broad Rally 

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

 
 

The immediate economic backdrop remained uncertain and 

inhospitable. Confidence in the U.S. economic outlook 

deteriorated sharply. Coincident indicators pointed to slowing 

demand, especially in the service sector, as higher prices and 

tightening financial conditions are discouraging spending. 

Reflecting expectations that higher input costs and falling 

demand would hurt profits, analyst estimates of corporate 

earnings have fallen sharply. Despite slowing growth, annual 

inflation remained at multi-decade highs, although there were 

signs that weakening demand could eventually help ease 

supply chain bottlenecks and price pressures. Market-based 

measures of inflation expectations also point to cooling.   

China Weighs Heavily on Emerging Equity Markets  

The global economic backdrop also remained unsupportive. 

Leading economic indicators for the EU point to recession. 
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Demand in the EU is falling sharply in the face of high prices 

leaving companies saddled with high inventories. Besides 

undermining consumer purchasing power, soaring energy 

prices are placing a drag on output. Wages are also rising and 

adding to production costs. The increase in wages is not 

keeping pace with inflation, however, which is running at 

annual rate of 10.7%, a record high. Coincident indicators for 

the U.K. economy paint an equally bleak picture. In the U.K., 

the outlook is further clouded by political and economic 

uncertainty as well as the pervasive disruptive impact of Brexit. 

U.K. business confidence has sunk to historic lows.  

 

Notwithstanding this unfavorable economic backdrop, the 

MSCI World ex-U.S. index of advanced economy stocks 

gained 5.5% in October, tempering its fall so far in 2022 to 

22.2%. The October gains were spread across regions with 

European bourses rising 7.2% and the Japanese market 

gaining 3%. Emerging equity markets, in contrast, declined 

3.1% in October, to bring losses so far this year to 29.4%. 

Chinese equities, which plunged 16.8% in October and are 

down 43.6% so far in 2022 have been the dominant driver of 

emerging equity market returns (Exhibit 2). Arbitrary regulatory 

measures on selected industries, shutdowns of major urban 

areas as a result of Covid restrictions, an overleveraged and 

overbuilt property sector, and a financial sector heavily 

exposed to an ailing property market are all contributing to 

China’s economic weakness.  

Exhibit 2. China’s Plunge Swamps Emerging Equities 

Source: Bloomberg. Index. 12-31-2021 = 100. 

 
 

With the exception of a slight decline in October, the U.S. 

dollar has risen relentlessly against most major currencies this 

year and is now at four-decade highs. The main factor driving 

the dollar’s appreciation has been the faster pace of monetary 

tightening by the Fed relative to other major central banks. In 

addition, most countries have experienced a negative terms of 

trade shock in the form of much higher energy and food import 

prices which has contributed to a depreciation of their 

currencies. Unusually in this cycle, the appreciation of the 

dollar has coincided with a sharp increase in commodity prices.  

 

The dominant role of the U.S. dollar in global trade and finance 

means that its strong appreciation has compounded increases 

in energy and food import costs invoiced in dollars and made 

access to external financing more difficult and the servicing of 

dollar-denominated debt more costly.  

From the perspective of U.S.-based investors, the strong 

appreciation of the dollar has undermined the returns to non-

U.S. investments. To take one example, Japan’s TOPIX index 

has fallen 3.2% in local currency terms but is down 25% after 

considering the appreciation of the dollar. To take a counter 

example, Brazil, as a major exporter of food and energy, has 

enjoyed an improvement in its terms of trade and seen its 

currency appreciate. Brazilian equities are up 11.6% in local 

currency terms so far this year, while the return to a U.S.-

based investor is 20.8% given the real’s appreciation.   

U.S. Treasury Yield Curve Inverts as Fed Tightens 

U.S. Treasury yields rose further in October and the yield curve 

inverted (Exhibit 3). In past tightening cycles, an inverted yield 

curve between 3-month and 10-year maturities has been a 

harbinger of recession. Reflecting the rise in yields, U.S. 

Treasuries lost 1.4% in October and are down 14.2% this year. 

Long-dated U.S. Treasury bond prices have plummeted this 

year, dropping 5.3% in October and 31% so far in 2022. In the 

credit markets, investment grade bonds lost 1.3% in October 

and are down 15.9% this year. High yield bonds, in contrast, 

gained 3.1% in October as spreads narrowed helped in part by 

the equity market rally. So far in 2022, high yield bonds have 

lost 11.8%. 

Exhibit 3. U.S. Treasury Yield Curve Inverts 

Source: Bloomberg. Yield spreads in percent.  

 
 

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

sovereign bonds was little changed in October and remains 

down 26.7% so far this year. The emerging bond market index 

was also little changed in October and is down 22.2% for the 

year. Many emerging market sovereign bonds are trading at 

distressed spreads of 1,000 basis points or more.  

 

Performance of Major Market Indices through 10-31-2022 

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 8.1% 8.1% -17.7% -14.6% 10.2% 10.4%

Russell 2000 11.0% 11.0% -16.9% -18.5% 7.0% 5.6%

MSCI World Ex-US (USD) 5.5% 5.5% -22.2% -22.0% -0.5% 0.4%

MSCI Emerging Mkts (USD) -3.1% -3.1% -29.4% -31.0% -4.4% -3.1%

Citigroup US Treasuries -1.4% -1.4% -14.2% -14.0% -3.6% -0.5%

Citigroup Credit -1.0% -1.0% -19.3% -19.4% -4.1% -0.3%

Merrill High Yield 2.8% 2.8% -12.2% -11.4% 0.2% 1.9%

JPM EMBI Global (USD) 0.1% 0.1% -22.2% -22.2% -6.2% -2.3%

Citigroup WGBI Ex-US (LC) 0.3% 0.3% -13.1% -12.9% -4.8% -1.3%

Barclays US Aggregate -1.3% -1.3% -15.7% -15.7% -3.8% -0.5%

GSCI Total Return 6.7% 6.7% 30.0% 24.7% 14.2% 8.3%

HFRX Eq. Wtd. Strategies 0.5% 0.5% -4.3% -4.8% 1.9% 0.9%


