
FINANCIAL MARKET SNAPSHOT 

 
 
The Federal Reserve is ready to start hiking the federal funds rate in an 
attempt to tame inflation. The consensus expectation is for a 25 bps hike at 
the March meeting and 5 to 7 additional 25 bps hikes throughout the rest of 
2022.  
 
The pandemic transformed U.S. consumer spending preferences by shifting 
demand away from services and toward goods, while simultaneously 
shrinking the supply. Beyond food and energy costs, the demand-supply 
dynamic was most apparent in the rise in core goods inflation – the fastest 
since the 1970s. 
 
 
Meanwhile, core services inflation has so far been relatively contained. A 
rotation back into services will define the underlying inflation trends in 
2022. The war in Ukraine and the resulting surge in energy costs may 
postpone the process, limiting growth in recreational services and delaying 
improvement in supply chain disruptions. In February, core goods 
accelerated to 12.3% from 11.7% prior, while core services picked up to 4.4% 
from 4.1% on a year-over-year basis. 
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Inflation is at its highest level since 
the 1970’s due to the supply-

demand imbalance for goods that 
occurred at the onset of the 

pandemic.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

HB Retirement  -  We specialize in 

the investment design assistance  and 

function of corporate retirement plans 

and wealth management for 

individuals. We provide insight and 

specialized support to assist you in 

managing your fiduciary obligations, 

and assist your employees with 

retirement planning.   

Table 1:  Notable Returns / Yields / Spreads. Data as of March 15, 2022. 

Source: Bloomberg 

Note:  BBG Barc = Bloomberg Barclays;  10Yr Treasury Yield figures as of the end of the month/quarter 

 

 Ticker Q2-21 Q3-21 Q4-21 ‘22 YTD 

S&P 500 Total Return Index SPXT 8.5% 0.6% 11.0% -10.57% 

Russell 1000 Growth Index RLG 11.9% 1.2% 11.6% -16.97% 

Russell 1000 Value Index RLV 5.2% -0.8% 7.8% -4.48% 

MSCI EAFE Index MXEA 5.4% -0.3% 2.7% -11.81% 

MSCI Emerging Markets Index MXEF 5.1% -8.0% -1.4% -16.46% 

BBG Barc. US Agg Bond Index LBUSTRUU 1.8% 0.1% 0.0% -5.65% 

10-Year Treasury Yield USGG10YR 1.47% 1.49% 1.51% 2.17% 
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Post WWII America: Perhaps a Better Inflation Comparison for Today’s 
Situation? 
 
Perhaps a better historical comparison than the 1970s for today’s inflation 
problem is the reconversion of the U.S. economy from wartime to 
peacetime production after World War II. For instance, civilian automobile 
production ended in early 1942 and didn’t resume until late 1945. It took 
significant amount of time to reconvert factories from making aircraft 
engines to automobile engines. 
 
Toward the end of WWII, some economists even predicted a new crisis of 
mass unemployment and inflation, arguing that private businesses 
couldn’t possibly generate the massive amounts of capital necessary to run 
the pumped-up wartime factories during peacetime. A report released in 
mid-1945 by Senator James Mead of New York took this opinion, arguing 
that if the war in the Pacific ended quickly, “the United States would find 
itself largely unprepared to overcome unemployment on a large scale.” 
 
But history proved the pessimists wrong. Most returning veterans had no 
trouble finding jobs. U.S. factories that had proven so essential to the war 
effort quickly mobilized for peacetime, rising to meet the needs of 
consumers who had been encouraged to save up their money in 
preparation for just such a post-war boom. Recall that at that time, 
America had constrained means of peacetime production while consumers 
had a relatively high savings rate. Sound familiar? 
 

 
 
Source: Bureau of Labor Statistics 
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In a similar manner, the pandemic caused many sectors of the U.S. economy 
to shut down for weeks or months, then restart under pandemic conditions 
of social distancing, remote work and other changes in production 
practices. All this change takes time, and it tends to show up in competitive 
markets as higher prices. Parts and labor shortages cause prices and wages 
to rise, and that’s exactly how markets are supposed to work. The higher 
prices provide signals to businesses and households about what goods and 
services to produce, which industries are attractive to work in, and more 
generally how resources should be deployed throughout the economy. 
Historically, prices tend to settle down as each market is able to resume its 
regular patterns. 
 
 
What is the Current Situation?  
U.S. Inflation Hit Fresh 40-Year High of 7.9% Before Oil Spike 
 
U.S. consumer price gains accelerated in February to a fresh 40-year high on 
rising gasoline, food and housing costs, with inflation poised to rise even 
further following Russia’s invasion of Ukraine. The consumer price index 
jumped 7.9% from a year earlier following a 7.5% annual gain in January, 
Labor Department data showed on March 10th. The widely followed 
inflation gauge rose 0.8% in February from a month earlier, reflecting 
higher gasoline, food and shelter costs. Both readings matched the median 
projections of economists in a Bloomberg survey. Excluding volatile food 
and energy components, the core CPI increased 0.5% from a month earlier 
and 6.4% from a year ago. 

  
Source: Bureau of Labor Statistics 
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The February CPI data showed that gasoline prices climbed 6.6% from the 
prior month and accounted for almost a third of the monthly increase. Some 
of that may reflect energy price spikes resulting from the first days of 
Russia’s invasion during the last week of the month. The impact will be 
more fully captured in the March CPI report. So far this month, the retail 
price of a regular-grade gasoline has increased 19.3% to $4.32 a gallon, 
according to American Automobile Association data. Food prices climbed 
1% from the prior month, the largest advance since April 2020, the CPI 
report showed.  
 
The report showed that prices for merchandise continued their climb in 
February, while annual growth in services costs accelerated. On a year-over
-year basis, goods inflation rose by 13%, the most since 1980. That included 
the largest-ever annual increase in prices of new cars and trucks. Services 
costs increased 4.8% from a year ago, the biggest advance since 1991. 
 
Shelter costs – which are considered to be a more structural component of 
the CPI and make up about a third of the overall index – rose 0.5% from the 
prior month, the most since November. Rent of primary residence increased 
0.6% on a monthly basis, the largest advance since 1987. Motor-vehicle 
repair costs shot up by a record 4.3% from January, and an index of 
personal care jumped an unprecedented 1.2%. 
 
Wage increases as a result of a tight labor market haven’t been keeping up 
with inflation. Inflation-adjusted average hourly earnings dropped 2.6% in 
February from a year earlier, the largest drop since May and the 11th 
straight decrease, separate data showed Thursday. 
 

The figures show an inflation cloud over the economy that’s proved more 
persistent and expansive. While the war’s full impact on the U.S. economy 
remains unclear, soaring costs of oil, grains and metals are likely to feed 
through to other commodities and ultimately consumer prices. The price 
spike has pushed the Federal Reserve to end two years of near-zero interest 
rates, likely starting with a quarter-point hike this week.  
 
While February was once forecast as the peak for U.S. inflation, now 
readings are set to increase to above 8%, according to some economists. 
That’s because the Ukraine war and Biden’s ban on Russia energy imports 
tightened oil supplies and sent prices of U.S. retail gasoline and other 
commodities to some of the highest on record this month. 
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Source: Bloomberg 
 
 
 

The geopolitical situation adds uncertainty to the central bank’s rate 
hiking cycle over the coming year. Fed officials could take a more 
hawkish stance if energy shocks lead to higher and more persistent 
inflation, but they also may take a more cautious approach if sinking 
consumer sentiment and declining real wages begin to weigh on growth 
as the war drags on. 
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Important Disclosures:   This material is not intended as ERISA, tax or investment advice and is not an offer to sell a security or a 

recommendation, to buy a security.  If you are seeking investment advice specific to your needs, such advice services must be obtained on 

your own, separate from this educational and informational report.  This summary is based exclusively on an analysis of general market 

conditions and does not speak to the suitability of any specific proposed securities transaction. To determine which investments may be 

appropriate for you, consult your financial advisor prior to investing. 

All opinions and views mentioned in this report constitute our judgments as of the date of writing and are subject to change at any time.  We 

will not advise you as to any change in figures or views found in this report.  

Our judgement or recommendations may differ materially from what may be presented in a long-term investment plan.  Investors should 

consult with an investment advisor to determine the appropriate investment strategy and investment vehicle. Investment decisions should be 

made based on the investor’s specific financial needs and objectives, goals, time horizon and risk tolerance.  

There is no guarantee that a diversified portfolio will enhance overall returns or outperform a non-diversified portfolio.  Diversification does 

not ensure against market risk.   

Stock investing involves risk including loss of principle. 

International investing involves special risks such as currency fluctuation and political instability and may not be suitable for all investors.  

These risks are often heightened for investments in emerging markets. 

The fast price swings in commodities and currencies will result in significant volatility in an investor’s holdings. 

Precious metal investing involves greater fluctuation and potential for losses. 

Government bonds and Treasury bills are guaranteed by the US government as to the timely payment of principal and interest and, if held to 

maturity, offer a fixed rate of return and fixed principal value.  

Bonds are subject to market and interest rate risk if sold prior to maturity. Bond values will decline as interest rates rise and bonds are 

subject to availability and change in price. 

High yield/junk bonds (grade BB or below) are not investment grade securities and are subject to higher interest rate, credit, and illiquidity 

risks than those graded BBB and above.  They generally should be part of a diversified portfolio for sophisticated investors. 

The MSCI EAFE Index is a free float –adjusted market capitalization index that is designed to measure the equity market performance of 

developed markets, excluding the U.S. and Canada. 

The MSCI EM (Emerging Markets) Index is a free float-adjusted market capitalization index that is designed to measure the equity market 

performance of the emerging market countries of the Americas, Europe, the Middle East, Africa and Asia. 

The S&P 500 Index is a capitalization weighted index of 500 stocks designed to measure performance of the broad domestic economy 

through changes in the aggregate market  value of 500 stocks representing the major sectors of the U.S. economy.   

The Bloomberg Barclays U.S. Aggregate Bond Index is an index of the U.S. investment grade fixed-rate bond market, including both 

government and corporate bonds. 

Except for the historical information contained in this report, certain matters are forward-looking statements or projections that are dependent 

upon risks and uncertainties, including but not limited to such factors and considerations such as general market volatility, global economic 

risk, geopolitical risk, currency risk and other country-specific factors, fiscal and monetary policy, the level of interest rates, security-specific 

risks, and historical market segment or sector performance relationships as they relate to the business and economic cycle.  

Economic and other investment forecasts set forth may not develop as predicted and there can be no guarantee that strategies mentioned 

will be successful. 

All indices are unmanaged and may not be invested into directly.  

Securities offered through LPL Financial, Member FINRA/SIPC. Investment advisory services offered through HB Retirement, a registered 

investment advisor and separate entity from LPL Financial.   


