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FAQs on the Markets and Economy

What did Fed chair Powell say at the annual economic 
symposium held at Jackson Hole, Wyoming?
Powell’s speech was short (about eight minutes long) and he did what he needed to do;
Powell made sure the whole world knew that the Fed was focused on reducing inflation to the target rate of 2.0%.

Doing so will take time, the pace of economic growth may slow, and the unemployment rate may rise due to the Fed’s 

actions. Nevertheless, he emphasized that the Fed will successfully bring inflation back under control. He made no 

nuanced statement that could be interpreted as dovish. As a result, Wall Street firms are now touting the mantra “higher 

for longer.”

There were four key points that he delivered.

• The Fed has a solid commitment to restoring price 
stability.

• To achieve that goal, the Fed will have to move short-
term interest rates into restrictive territory.

• The pace of interest rate hikes will slow sometime, 
someday.

• The Fed has no plans to pivot toward interest rate cuts.

 KEY QUESTIONS
• Is the economy in a recession with two 

consecutive negative quarters of GDP 
growth?

• What does the strong labor report mean 
for the Fed?

• How will the midterm elections impact 
markets?

 KEY QUESTIONS
• What does the strong labor market mean 

for the Fed?

• What have we learned from the Q2 
earnings season?

• Should you be concerned about your high-
yield bond portfolio?

Source: Federal Reserve
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What does the strong labor market mean for the Fed?
It makes it very difficult for the Fed. This is a story of good news being bad news.

The good news is that the labor market is very strong — 

something every central banker wants. The bad news is that 

with inflation so high, the Fed’s job of fighting inflation has 

gotten harder. Just as Powell said at the Fed’s Economic 

Symposium in Jackson Hole, the labor market maintains 

impressive momentum. There is an imbalance between 

labor demand and labor supply, which is keeping wages 

high. This is a concern for the Fed since higher wages lead 

to higher inflation.

The demand for workers is so strong that there are now 

two jobs available for each person looking for a job, which 

compares to the long-term average of 0.6 jobs available for 

every job-looker (chart). This means the Fed will have to 

keep upward pressure on interest rates to help lower the 

demand for goods and services, which in turn lowers the 

demand for workers, which will lower the rapid wage-price 

appreciation.

Source: Bureau of Labor Statistics
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What have we learned from the Q2 earnings season?
With nearly all companies now reported, Q2 S&P 500 earnings grew by 8.9% from a year ago, 
led by strong growth from the energy sector. 

Overall, the results highlight some resiliency to corporate 

profit conditions driven by continued strong pricing power 

and the relatively solid financial position of households.

However, companies are not immune to increasing 

economic challenges and a more cautious forward guidance 

is emerging.  Although revenue growth has stayed strong, 

helped by high inflation, companies have been citing a 

growing number of headwinds including rising wages, 

higher commodity and input costs, a stronger dollar and 

softer demand that could lead to earnings disappoints 

ahead. Margins in particular have plenty of scopes to fall 

from near record-high levels.

In market downturns, the initial phase of the decline has 

typically been driven by a drop in valuations, which is then 

followed but a lowering of analyst estimates for earnings. 

While valuations adjusted over the first half of the year, 

the earnings adjustment process has only just begun 

and we think that expectations remain too optimistic 

given elevated uncertainty around the outlook and rising 

recession risk.

For investors, this means it remains too early to signal 

the all-clear sign and that further downside is possible in 

the coming months before equity markets find a durable 

bottom.

Source: Factset
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Should you be concerned about your  
  high-yield bond portfolio?
The U.S. corporate bond market has not escaped the broader bond sell-off, especially as 
concerns over the potential decline in growth in addition to geopolitical factors have led to 
concern over risk in the asset class. 
However, hand-wringing over the 

sector’s credit outlook may be 

overdone. The trailing 12-month 

default rate for high-yield or “junk” 

debt is only 1.3%, nearly 3.5% below 

the average since 1996 and 7.3% 

below the pandemic peak.1 Only 

eight companies out of more than 

300 issuers have defaulted in 2022.2 

Further, over the past 12 months, for 

every one downgrade, there have been 

two upgrades, reflecting increasing 

quality in the market.3

Another factor driving the market is 

the contraction of available supply. 

By 2022, the high-yield market has 

shrunk by a record $124B.4 It seems 

strange that the market is shrinking at 

the same time credit quality is rising, 

but, after the robust issuance in 2020 

and 2021, debt maturities have been 

extended and balance sheets are 

already flush with cash at historically 

low fixed interest rates. 2020 issuance 

increased 44% over 2019 and 2021 

issuance increased 17% over 2020 

for a total combined issuance of 

nearly $1T post-pandemic.5 There 

simply isn’t a need for corporations 

to come to market in a rising rate 

environment and the record-setting 

amount of issuance created a runway 

for corporations to survive a shallow 

economic downturn.

Combine the positive credit trends 

and reduced issuance with yields 

approaching 9% and the return versus 

risk comparison becomes attractive 

for the long-term investor, even if 

volatility continues.6

Source: Bloomberg

Bloomberg U.S. High Yield Index
Yield-to-Worst

Source: Bloomberg

U.S. High Yield Corporate Defaults
Moody’s July Default Report

¹Moody’s Investors Service July 2022 Default Report
²Moody’s Investors Service July 2022 Default Report
³Moody’s Investors Service July Default Report
4J.P. Morgan Credit Strategy Weekly Update, August 26, 2022
5Bloomberg U.S. High Yield Corporate Debt League Tables
6Bloomberg U.S. High Yield Index
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I M P O R T A N T  D I S C L O S U R E S

The information presented does not involve the rendering of personalized investment, financial, legal or tax advice. 
This presentation is not an offer to buy or sell, or a solicitation of any offer to buy or sell, any of the securities 
mentioned herein.

Certain statements contained herein may constitute projections, forecasts and other forward-looking statements, 
which do not reflect actual results and are based primarily upon a hypothetical set of assumptions applied to certain 
historical financial information. Certain information has been provided by third-party sources, and although believed 
to be reliable, it has not been independently verified, and its accuracy or completeness cannot be guaranteed.

Any opinions, projections, forecasts and forward-looking statements presented herein are valid as of the date of this 
document and are subject to change.

There are inherent risks with equity investing. These include, but are not limited to, stock market, manager or 
investment-style risks. Stock markets tend to move in cycles, with periods of rising prices and periods of falling prices.

Investing in international markets carries risks such as currency fluctuation, regulatory risks, and economic and 
political instability.

There are inherent risks with fixed income investing. These may include, but are not limited to, interest rate, call, 
credit, market, inflation, government policy, liquidity or junk bond risks. When interest rates rise, bond prices fall. This 
risk is heightened with investments in longer-duration fixed income securities and during periods when prevailing 
interest rates are low or negative. 

Investing involves risk, including the loss of principal.

This material is available to advisory and subadvised clients, as well as financial professionals working with City 
National Rochdale, a registered investment advisor and a wholly owned subsidiary of City National Bank. City 
National Bank provides investment management services through its subadvisory relationship with City National 
Rochdale.

Readers are cautioned that such forward-looking statements are not a guarantee of future results and involve risks 
and uncertainties, and actual results may differ materially from those statements.

Indices are unmanaged, and one cannot invest directly in an index. Index returns do not reflect a deduction for fees or 
expenses.

All investing is subject to risk, including the possible loss of the money you invest. As with any investment strategy, 
there is no guarantee that investment objectives will be met. Diversification does not ensure a profit or protect 
against a loss in a declining market. Past performance is no guarantee of future performance. 

Any opinions, analysis and expectations mentioned in this are as of September 6, 2022, unless otherwise noted or 
sourced.

I N D E X  D E F I N I T I O N S

S&P 500 Index: The S&P 500 Index, or Standard & Poor’s 500 Index, is a market-capitalization-weighted index of 
500 leading publicly traded companies in the U.S. It is not an exact list of the top 500 U.S. companies by market cap 
because there are other criteria that the index includes.

Bloomberg Barclays U.S. Corporate High Yield Bond Index measures the USD denominated, high yield, fixed-rate 
corporate bond market. 

CalPERS: The California Public Employees’ Retirement System, also known as CalPERS, is an organization that 
provides numerous benefits to its 2 million members, of which 38% are school members, 31% are public agency 
members and 31% are state members.

CPI: A consumer price index (CPI) is a price index, i.e., the price of a weighted average market basket of consumer 
goods and services purchased by households. Changes in measured CPI track changes in prices over time.

4P: The 4P analysis is a proprietary framework for global equity allocation. Country rankings are derived from a 
subjective metrics system that combines the economic data for such countries with other factors, including fiscal 
policies, demographics, innovative growth and corporate growth. These rankings are subjective and may be derived 
from data that contain inherent limitations.

MOVE Index: Bloomberg Ticker “MOVE” — statistic is computed by ICE BofA.


