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Drawdowns Are Not Unusual

Intra-year drawdowns vs. year-end returns for the S&P 500 Index

Despite an average annual correction of 14%, annual returns have been positive in nearly 84% of the past 37 years

Source: Factset. As of 4/13/2022.
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Geopolitical Shocks Tend to be Short-Lived

S&P 500 Returns After Historical Geopolitical Shocks

Source: Haver Analytics, Deutsche Bank.  Duration of recovery measures time to prior level.

Event

Event 

Date

1

M onth

6 

M onths

12 

M onths

WW-II Germany Annexes Czechoslovakia Mar-1939 22 108 -20.5 8.3 23.2 18.9

WW-II Germany At tacks France May-1940 22 745 -25.8 10.9 18 .0 9.2

WW-II Pearl Harbor Dec-1941 17 201 -10.8 6.5 -1.1 15.3

N. Korea invades S. Korea Jun-1950 17 43 -12.9 11.2 29.2 31.4

Cuban missile crisis Oct -1962 7 9 -6.6 15 30 36.5

Authorizat ion of  military ops. in Vietnam Aug-1964 15 36 -3.2 1.7 7.3 5.8

Iranian hostage crisis Nov-1979 24 51 -10.2 7.7 7.3 29.3

First  Gulf  War Jan-1991 6 8 -5.7 15.4 20.7 34.1

9/11 at tacks Sep-2001 6 15 -11.6 11.1 19.4 -12.5

Iraq war Mar-2003 7 16 -5.3 8 20 32.8

Ukraine Conf lict Mar-2014 6 13 -2 -0.6 7.8 11.5

Airst rike on Syrian Airbase Apr-2017 32 16 -2.8 2.7 4.2 4.2

M edian 16 26 -8.4 8.2 19.4 17.1

Duration of 

Selloff

(Trading Days)

Duration of 

Recovery

(Trading Days)

Size of 

selloff

(%)

Return From Bottom: (%)



Global Inflation Well Above Target

Source:  Whittier, FactSet, Federal Reserve, ECB, Bank of Canada, Reserve Bank of India, Bank of Korea, BoJ, PIMCO

Inflation in Excess of Target (%)
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Treasury Yield Curve Inverts in Early April 2022

Source:  Bloomberg, as of 4/14/2022



Discussion Points

• Inflation and Interest Rates

 Inflation peak watch

 Fed misstep and policy scope

• Inversion of the Yield Curve

 Typical lead times

 Alternate measures – 2-10 spread or 3m-10y?

 Low term premium

• Economic and Earnings Growth



Components of Headline CPI Inflation

CPI Components – Contribution by Month

Source: Bureau of Labor Statistics.

• Energy and vehicle prices have accounted for nearly 45% of CPI inflation over the past 12 months.
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Food and Energy are Smaller Components of Spending

Source: JPMAM.

U.S. Consumer Spending on Food and Energy (%)

• Consumer spending on food and energy is less than half of what it used to be.
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Deceleration of Core CPI

Month-Over-Month Change in Core CPI (%)

Source: St. Louis Federal Reserve.
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• Core CPI slowed in March 2022 on a month-over-month basis.



Inflation Peaking?

Source:  Evercore ISI

• Gasoline

 Used Cars

 Freight Rates
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• Fed, consensus and market expectations have all moved higher in recent weeks

Inflation and The Fed

*Source:  FOMC, as of 3/16/2022 / **FactSet, as of 4/14/2022 / ***Bloomberg Fed Funds Futures, as of 4/14/2022
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• Real bond yields are rising … but from historically low levels 

Financial Conditions Still Stimulative / Neutral

Source: Bloomberg. As of 4/14/22



Monetary Backdrop

• Negative to neutral real yields

• $9 trillion balance sheet is equivalent to -200 basis points of Fed funds 
rate

• More than 50% increase in M2 since pandemic

• Monetary policy works on a lagged basis



Discussion Points

• Inflation and Interest Rates

 Inflation peak watch

 Fed misstep and policy scope

• Inversion of the Yield Curve

 Typical lead times

 Alternate measures – 2-10 spread or 3m-10y?

 Low term premium
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Yield Curve Inversion – Fleeting … or Recurring?

Source:  Bloomberg, as of 4/14/2022



Average Lead Time (months)

Average Lead Time from Inversion to Recession

Source: Compound Capital Advisors
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Near-Term Forward Spread

• Implied forward rate on the 3-month T-bill 6 quarters from now

minus (-)

the current yield on the 3-month T-bill

• Market’s expectations of near-term monetary policy 

• Leads onset of recession by about 12 months or so



Near-Term Forward Spread vs. 2-10 Yield Spread

Source:  Bloomberg.  As of 4/14/2022
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Term Premium

• Treasury yields are derived from two components

o Expectations of the future path of short-term Treasury yields

plus (+)

o Treasury term premium

• Term premium is the compensation for bearing interest rate risk  

• Term premium is unobservable and needs to be estimated



Secular Decline in the 10-Year Treasury Term Premium 

Source:  Adrian, Crump and Moench, Federal Reserve Bank of New York
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• The term premium has declined steadily since 1985.  

o Central bank asset purchases and forward guidance, glut of global savings, foreign investors, disinflationary 
pre-pandemic pressures, demand for hedging long duration liabilities

• Low term premium makes inversions more likely and less reliable.



Explanations for the Low Term Premium

• Central bank asset purchases

• Glut of global savings

• Interest from foreign investors

• Demand for hedging long duration liabilities

• Disinflationary pre-pandemic pressures and forward guidance



Simulated Frequency of Inversions by Levels of Term 
Premium

Source:  Haltom, Wissuchek and Wolman, Federal Reserve Bank of Richmond

Time Period Actual Average Fraction of Time

Term Premium (%) Yield Curve is Inverted

Post-1985 1.62 0.10

Post-1999 1.02 0.17

Post-2006 0.73 0.26

Post-2012 0.16 0.46



Discussion Points

• Inflation and Interest Rates

 Inflation peak watch

 Fed misstep and policy scope

• Inversion of the Yield Curve

 Typical lead times 

 Alternate measures – 2-10 spread or 3m-10y?

 Low term premium

• Economic and Earnings Growth



Nominal Growth is Still Projected to be High in 2022 

Source: FRED, OECD.

Expected and Historical Nominal GDP Growth (%)



Drivers of Growth in 2022

• Headwinds

 Inflation 

 Housing?

• Tailwinds

 Labor market 

 Strength of consumer



Housing Headwinds?

Mortgage Costs

Mortgage payment includes principal, interest, and amortized points/fees.  Mortgage payment is based on the Zillow Home Value Index, a 20% down 

payment, and Freddie Mac average 30-year fixed mortgage rates.  Median family income source: Census Bureau (2000-2018) and NAR (2019-2021).

Mortgage Rates
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• Rising mortgage rates and housing prices have pushed mortgage costs to highest level since 2008
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Source: New York Federal Reserve (mortgages), FactSet (inventory, ARMs), Federal Reserve (Debt-to-Income).
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Unemployment Rate (%)

Robust Jobs Market 

Source: Factset, BLS. As of 03/24/2022

• Labor market is approaching full employment



Credit Spreads Remain Fairly Tight

Source: St. Louis Federal Reserve

Baa Spreads (%)



Earnings Continue to Grow

Source:  FactSet as of 4/14/2022

S&P 500 Earnings Estimates Over Time
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We believe:
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• Ukraine war and China covid policy will impede the recovery of supply 
chains
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Disclosures

Investment and Wealth Management Services are provided by Whittier Trust Company and The Whittier Trust Company of Nevada, Inc., state-chartered trust 

companies, which are wholly owned by Whittier Holdings, Inc., a closely held holding company. All of said companies are referred to herein, individually and 

collectively, as “ Whittier" .  
 

This document is provided for informational purposes only and is not intended, and should not be construed, as investment, tax or legal advice. This document does 

not purport to be a complete statement of services and solutions provided by Whittier, which may vary due to individual factors and circumstances.  Company 

references are provided for illustrative purposes only and should not be construed as investment advice or a recommendation to purchase, sell or hold any security. 

Although the information provided is carefully reviewed, Whittier cannot be held responsible for any direct or incidental loss resulting from applying any of the 

information provided.   

 

Performance shown here may represent a model account, a composite of accounts, a strategy, a partnership, or other investment vehicles.  The performance of a 

single model account may vary from composites over certain time periods.  Performance may be gross of account fees unless otherwise stated. While an individual 

account may invest in accordance with a strategy or model account, others may have customized portfolios, based on unique considerations, which may contain 

securities that differ from those shown in the model portfolio.  Various factors may result in divergent performance from that of the model account. 

  

Past performance is no guarantee of future investment results and no investment or financial planning strategy can guarantee profit or protection against losses. 

Investors should note that income from such securities or other investments, if any, may fluctuate and that the price or value of such securities and investments may 

rise or fall. 

 

This document may set forth forward-looking statements that are based on Whittier’s current beliefs, assumptions, expectations, estimates and project ions regarding 

the securities and credit markets, the economy in general and other matters. Words such as"  anticipates“ , " believes“ , " estimates“ , " expects“ , " forecasts“ , " plans“ , 
" projects“ , “ seeks” , “ aims”  and variations of such words and similar expressions are intended to identify such forward-looking statements.  Whittier judgments 

relating to and discussion of the value and potential future value or performance of any security, group of securities, type of security or market segment involve 

judgments as to expected events and are inherently forward-looking statements.  No representations or warranties are made as to the accuracy or completeness of 

such statements, and actual events or results may differ materially from those reflected or contemplated.  These statements are not guarantees of future performance 

and involve certain risks, uncertainties and assumptions that are difficult to predict with regard to timing, extent, likelihood and degree of occurrence.  Therefore, 

actual results and outcomes may materially differ from what is expressed, implied, or forecasted in such forward-looking statements.  The potential realization of 

these forward-looking statements is subject to a number of limitations and risks. Whittier does not undertake any obligation to update, amend or clarify forward-

looking statements, whether as a result of new information, future events or otherwise.  

 

This document may not be reproduced, redistributed, retransmitted or disclosed, or referred to in any publication, in whole or in part, or in any form or manner, 

without the express written consent of Whittier.  Any unauthorized use or disclosure is prohibited. 
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