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Market Update: Economic Health Checkup
By Kostya Etus, CFA® Head of Strategy, Dynamic Investment Management
Key Economic Updates
•

July 27, 2022: The Federal Reserve (Fed) Raises Interest Rates – As expected, the Fed
increased the fed funds rate of 0.75%, shifting the target range to 2.25% to 2.50%, in an
effort to control inflation. This marks the fourth rate hike this year, starting mid-March,
and mimics the 0.75% increase we saw in June.

•

July 28, 2022: Gross Domestic Product (GDP) Growth is Reported as Negative for Second
Consecutive Quarter – The U.S. economy contracted by an annual rate of -0.9% through
the end of June, following the first quarter decline of -1.6%. As mentioned in my last
commentary, “Are We in A Recession?” two consecutive quarters of negative GDP growth
is a “rule of thumb” definition of a recession.

Economic Health Checklist
At the Fed press conference, Chairman Jay Powell mentioned he didn’t believe the economy was
in a recession, pointing to a strong labor market. Given that employment is arguably the most
important measure of economic performance, I tend to agree with the chairman; there is more
ammunition than just low unemployment and job market strength. Other favorable factors
impacting the economy include:
1. Consumer Spending: Retail sales rose 1% in June, slightly beating estimates, despite the
continued high inflation, according to the Gross Domestic Product, Second Quarter 2022
report. This points to continued strength in consumer demand, particularly within services
(such as spending at restaurants as we return to a post-Covid normal), and resilience in
the face of rising interest rates and inflation.
2. Business Spending: Also in the GDP report, while there were declines in corporate
spending on physical equipment and structures (perhaps due to higher borrowing costs),
there was strong growth in the investment of intellectual property such as software and
research and development—things typically related to improvements in operational
efficiencies (cost reductions) and future earnings growth.
3. Government Spending: According to the report, while overall spending fell due to a
reduction in pandemic stimulus payouts, defense spending, a relatively large portion of
overall spending, grew by 2.5% as military aid continued to flow to Ukraine.
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4. Corporate Profits: With about 56% of S&P 500 companies reporting second quarter
results, 73% reported a positive earnings surprise and 66% a positive revenue surprise.
The blended earnings growth rate for Q2 is currently at 6% and revenue growth is at
12%. While growth may be slowing from the strong levels we experienced last year, it
would appear that companies are still growing their profits based on FactSet data as of
July 29, 2022.
5. Industrial Production: According to the Board of Governors of the Federal Reserve
System, industrial production, which measures the inflation-adjusted value of
manufacturers, mines and utilities, had a year-over-year growth of 4.2% through the
end of June, a slight reduction from the previous month, but staying above its historic
average. Meanwhile, according to the latest Manufacturing ISM® Report On Business®,
manufacturing’s Purchasing Managers Index (PMI), a gauge of economic activity in the
manufacturing sector, grew in July for the 26th consecutive month with a positive
reading of 52.8%, indicating an expansion in the overall economy.
Stock Market Performance Around a Recession
If we did enter into a recession (or are currently in one), what implications would it have for the
stock market? The chart on the following page, “How Do Stocks Perform Around Recessions?”
helps answer that question. Key takeaways:
1. Looking at the “Average Return” row: A recession itself doesn’t necessarily signal bad
performance, although the six to 12 months prior to a recession tend to be lower, leading
to the notion the stock market is actually a leading indicator to a recession by about six to
12 months. Note: Time periods coming out of a recession (columns 6M After, 12M After,
2Y After) tend to be a great opportunity for the market.
2. Looking at the “% Positive Return Periods” row: This row points to the notion that it’s
difficult to time the market regardless of the relationship to a recession, given that prior
to and during a recession the market is still up almost half the time. Thus, reinforcing the
concept that it’s always best to stay invested. That said, after a recession, the market
probabilities are generally skewed in favor of investors.
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As always, Dynamic recommends staying balanced, diversified and invested. Despite short-term
market pullbacks, it’s more important than ever to focus on the long-term, improving the chances
for investors to reach their goals.
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Disclosures
This commentary is provided for informational and educational purposes only. The information,
analysis and opinions expressed herein reflect our judgment and opinions as of the date of writing
and are subject to change at any time without notice. This is not intended to be used as a general
guide to investing, or as a source of any specific recommendation, and it makes no implied or
expressed recommendations concerning the manner in which clients’ accounts should or would be
handled, as appropriate strategies depend on the client’s specific objectives.
This commentary is not intended to constitute legal, tax, securities or investment advice or a
recommended course of action in any given situation. Investors should not assume that
investments in any security, asset class, sector, market, or strategy discussed herein will be
profitable and no representations are made that clients will be able to achieve a certain level of
performance, or avoid loss.
All investments carry a certain risk and there is no assurance that an investment will provide
positive performance over any period of time. Information obtained from third party resources are
believed to be reliable but not guaranteed as to its accuracy or reliability. These materials do not
purport to contain all the relevant information that investors may wish to consider in making
investment decisions and is not intended to be a substitute for exercising independent judgment.
Any statements regarding future events constitute only subjective views or beliefs, are not
guarantees or projections of performance, should not be relied on, are subject to change due to a
variety of factors, including fluctuating market conditions, and involve inherent risks and
uncertainties, both general and specific, many of which cannot be predicted or quantified and are
beyond our control. Future results could differ materially and no assurance is given that these
statements or assumptions are now or will prove to be accurate or complete in any way.
Past performance is not a guarantee or a reliable indicator of future results. Investing in the
markets is subject to certain risks including market, interest rate, issuer, credit and inflation risk;
investments may be worth more or less than the original cost when redeemed.
Investment advisory services are offered through Dynamic Advisor Solutions, LLC, dba Dynamic
Wealth Advisors, an SEC registered investment advisor.
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