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ECONOMIC HIGHLIGHTS
HOUSEHOLD FINANCES IN GOOD SHAPE

The Federal Reserve keeps track of household debt service
payments as a percentage of disposable personal income.
This metric -- the lower the better -- has fallen from 9.9%
prior to the pandemic to 9.2%. During the depths of the
pandemic, when households were receiving stimulus checks
and sheltering in place, the ratio dropped to 8.4%. The average debt level since 1980 has been 11%. The high-water
mark was established during the Great Recession at 13.2%.
We would not be surprised to see households take on a bit
more debt in the coming quarters, as there is pent-up demand and consumer confidence may improve as nonfarm
payrolls continue to grow. We think the sound condition of
household finances is important, signaling that GDP growth
should remain positive in 2022.

MARCH JOBS GROWTH SOLID,
BUT BELOW FORECASTS
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The U.S. economy added 431,000 jobs in March, down from
750,000 in February and below the consensus expectation
of 500,000. The unemployment rate dropped two-tenths of
a percent to 3.6%, and the number of unemployed persons
fell to 6.0 million from 6.3 million. Average hourly earnings
increased $0.13 from the prior month and 5.6% from the
prior year, compared to 5.1% growth a month earlier. Jobs
gains occurred in leisure and hospitality as well as retail,
which suggests strength in consumer spending; professional
and business services; manufacturing; and construction. The
report indicates that the U.S. economy remains on a growth
track, despite COVID-19 variants, the Russian invasion of
Ukraine, and higher gasoline prices.
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ECONOMIC HIGHLIGHTS (CONTINUED)
GDP ESTIMATES

GDP ESTIMATES

WE LOOK FOR 1.8% GROWTH IN 1Q GDP

Recent data indicates that GDP is still expanding (despite
the pandemic), but not consistently across the economy.
We don’t anticipate a recession in the near term, despite the
Russian invasion of Ukraine. The primary driver of GDP over
the next few quarters is likely to be the pandemic. Trends
have been positive, as the impact of Omicron has peaked.
Domestic employment is in better shape than a year ago,
although consumer confidence trends are mixed. Auto sales
have recovered from their pandemic lows. Businesses are
expanding. The U.S. housing market has been a positive
contributor to the economic recovery, and while high prices
have cooled the market a bit, many metrics remain positive.
Geopolitical tensions in Europe and a rising dollar likely will
slow export growth. Meanwhile, the Fed is taking steps to
slow inflation (and cool the economy). Rolling all the data
up, our model now calls for a 1.8% GDP increase in 1Q22.
On an annual basis, our forecast for overall GDP growth is
now 2.8% in 2022, down from our prior forecast of 3.1%.
Our estimates are a bit lower than those of other forecasters.
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Based on the latest economic data, Federal Reserve minutes,
and speeches from Fed governors, we now think the central
bank will move more aggressively to raise interest rates in
order to bring inflation under control. We think the Fed will
hike the federal funds rate 50 basis points at its May meeting,
and then another 50 basis points in June. In 3Q22, we expect
two more 50-basis-point hikes (in July and September). In
4Q22, when the midterm elections occur, we expect the Fed
to push through two 25-basis-point increases (in November
and December). At that point, the fed funds rate could be
2.50%-2.75%, in line with the Fed’s estimate for year-end
inflation. What will these hikes do to the economy? Right
now, the economy is in a solid growth mode and can handle
higher rates for at least a few quarters. What will happen
to the yield curve? Currently, the curve is inverted, as investors expect the Fed to go too far and push the economy
into recession. If the central bank can avoid a two-quarter
downturn -- and it did for more than 10 years last decade
-- the yield curve should again slope upward. What will the
hikes do to the stock market? They will take away prospects
for appreciation through multiple expansion. Earnings will
drive returns going forward.
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FINANCIAL MARKET HIGHLIGHTS
APRIL HAS BEEN A GOOD MONTH FOR STOCKS

Average
Monthly
Stock-Market Appreciation
AVERAGE
MONTHLY
STOCK-MARKET
APPRECIATION

Historically, April is the best month of the year for stocks.
The average gain for the S&P 500 in April since 1980 is
1.95%. We note that market returns in April have exceeded
5% on eight occasions since 1980, including a 9.4% gain
in 2009 as the market was beginning to recover from the
financial crisis, a 12.7% surge in 2020 as the market started
to recover from the onset of COVID-19, and a 5.1% gain in
2021 as COVID-19 vaccines were rolled out. There have been
clunkers, including 2002 (-6.1%), 2000 (-3.1%), and 1981
(-2.3%). April is a busy month on Wall Street, as companies
report first-quarter results. This year, results are expected
to be solid, with low-double-digit gains for the S&P 500,
based on positive economic growth and the ongoing focus
of management teams on margin improvement. Interest rates
will be in focus as well, as investors digest the latest readings
related to inflation. We look for bond yields to drift higher
-- but not so high that they derail the market recovery that
began in March 2020.
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Stocks rallied in March but are lower for the year, as rising
interest rates compress valuations and the Russian invasion
of Ukraine further stokes inflation fears. Bond prices have
fallen on inflation concerns, and yields have risen since the
end of 2021. Our Stock-Bond Barometer slightly favors bonds
over stocks for long-term portfolios. In other words, these
asset classes should be near their target weights in diversified
portfolios, with a modest tilt toward fixed income. We are
balanced on large- and small-caps. We favor large-caps for
growth exposure and financial strength, while small-caps
are selling at historical discounts relative to large-caps
and offer value. Our recommended exposure to small- and
mid-caps is now 15%-17% of equity allocation, in line with
the benchmark weighting. U.S. stocks have outperformed
global stocks over the trailing one- and five-year periods.
We expect this long-term trend to continue given volatile
and difficult-to-predict global economic, geopolitical, and
currency conditions. But international stocks offer favorable near-term valuations, and we target 5%-10% of equity
exposure to the group. Value stocks have taken the lead in
2022 due to the negative impact of rising interest rates on
Growth stock valuations. Over the longer term, we anticipate
that Growth will continue to top returns from Value given
favorable secular and demographic trends.
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ECONOMIC CALENDAR
Previous Week's Releases
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