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Monthly Market Commentary 

April, 2022 
 
US Economy 

The US and global economies appear to have entered the late stage of an economic cycle that began just 

two years ago, or about half the average interval for economic growth.  Credit that to bottlenecks 

created by a strong recovery along with a series of outside shocks from the virus and from the war in 

Ukraine aggravating already high inflation.  COVID-19 poses a direct and indirect threat to economic 

growth, by disrupting economic activity, squeezing household purchasing power and by encouraging 

aggressive interest-rate increases by the Federal Reserve. 

We anticipate economic growth to turn modest during the second half of the year following a moderate, 

second-quarter growth recovery.  At this time, we do not believe the US will enter into a recession this 

year as the US has lower exposure to the Russia-Ukraine war and less dependence on Russian trade.  

Rapid job growth, responding to labor shortages, could counter the squeeze on household purchasing 

power in supporting consumer-led increases in economic activity.  We also believe still-ample funding in 

the financial market could lubricate economic growth. 

US Markets 

US equity markets pulled back in April as investors evaluated the economic outlook amid tightening 

monetary policy, the Russia-Ukraine war, and a brief yield curve inversion.  As investors adapt to higher 

interest rates, inflation, and oil prices, we could see continued near-term market volatility, as these 

issues continue to be priced into the markets.  However, we do anticipate US equity markets to end the 

year higher due to a red-hot labor market, rising wages, and ample cash reserves, which could boost 

consumer spending.  As such, we continue to encourage investors to maintain a long-term perspective 

on their investment plans. 

Fixed Income 

There has been concern that a yield curve inversion could signal impending US economic weakness 

ahead.  It is important to note that the yield curve highlights the difference between shorter- and 

longer-term interest rates.  Over the past year, we have seen meaningful flattening of the interest rate 

curve.  This flattening trend is important, as the yield curve has historically followed fairly predictable 

long-term trends; steepening early in an economic recovery before flattening and finally inverting 

before an eventual economic downturn.  When shorter-term rates move above longer-term rates, we 

have a yield curve inversion.  This pattern has repeated consistently over the past 30 years. 
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Recently, the 10-year versus 2-year Treasury curve inverted, but has since moved back to a positive 

slope (as of this writing).  While a single point of yield curve inversion can be meaningful, it also can be 

unpredictable.  However, we prefer to gauge the 10-year versus 1-year for either four consecutive 

weeks of curve inversion or at least 25 basis points (100 basis points equals 1.00%) of inversion before 

concluding that the yield curve has meaningfully inverted.  As of this writing, the 10-year and the 1-year 

yield have not inverted thus far in the current interest rate cycle.  While yield curve inversion is an 

important forecasting tool, inversion, in and of itself, does not cause a recession.  While the yield curve 

can help to diagnose a problem in the economy, it is not foolproof, as it does not pinpoint exact timing, 

or how fast conditions may change.  In fact, equity markets sometimes can continue to perform quite 

well after a yield curve inversion occurs.  We are continuing to monitor these indicators and evaluating 

any potential investment impact. 

International Markets 

Trade-sensitive economies in Asia are struggling with the same growth headwinds as the rest of the 

world.  In particular, exposure to China’s lockdowns in key production and logistics centers slowed 

manufacturing and services activity in March, despite the start of monetary stimulus by the country’s 

central bank. 

Elsewhere in Asia, domestic activity is finding some support from reduced COVID-19 restrictions on 

services industries, though manufacturing growth in emerging Asian economies also slowed in response 

to global headwinds to trade.  Taiwan’s slowdown last month was limited by strong semiconductor 

exports, while South Korea was hurt by slumping auto sales abroad.  Japan’s economic reopening has 

cushioned a growth slowdown there, but not by enough to prevent a third straight month of weakening 

business activity led by the services sector.  The good news for emerging Asia is that currency declines 

against the US dollar have been fairly modest, limiting the impact of imported inflation on local 

economies. 

Commodities 

Oil and natural gas prices have surged higher in 2022 due to a tight market, hesitant supply, rebounding 

demand, and geopolitical risks.  The Russian-Ukraine war has exacerbated the situation by threatening 

to remove Russian supply from an already tight market.  Yet, despite elevated prices, US producers are 

not significantly ramping up production. 

The Federal Reserve Bank of Dallas conducted a recent survey1 and asked industry heads the following 

question:  “Which of the following is the primary reason that publicly traded oil producers are 

restraining growth despite high oil prices?”  Over 130 oil and gas firms answered this question; at nearly 

60%, by far the most popular answer was “investor pressure to maintain capital discipline.”  The next 

closest at 15% is “other,” which includes responses regarding personnel shortages, limited availability of  

1https://www.dallasfed.org/research/surveys/des/2022/2201.aspx#tab-questions 
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equipment and supply-chain issues.  “Environmental, social, and governance (ESG) issues”; “lack of 

access to financing”: and “government regulation” garnered 11%, 8%, and 6% of the responses, 

respectively.  Some felt that a combination of reasons is equally responsible for driving restraint. 

After over a decade of poor shareholder returns and consistent underperformance during the “pump at 

will” regime, we doubt investor pressure to remain capital disciplined moderates anytime soon.  In other 

words, we do not anticipate a rapid oil supply surge from US producers in the near-term, despite oil 

prices being well above breakeven costs. 

What Does This Mean To Me? 

The future is unpredictable.  Instead of worrying about irrepressible market events, we encourage 

investors to focus on the elements they can control.  Maintain a long-term investment view, stick with 

your plan, maintain flexibility to adjust when necessary, and use any pullback to your advantage by 

strategically deploying sidelined cash.  Do not let short-term market fluctuations derail your long-term 

strategy.  We believe these strategies, coupled with broad diversification across asset classes, 

geographies, market caps, styles, and interest rate sensitivity could help portfolios weather periodic 

volatility and smooth out returns over time. 

If you have any questions or concerns, please do not hesitate to reach out to us at any time. 

 

Sincerely, 

 

Chad E. Mickelson, CRPC®, CFP®                               Clint A. Markin, CRPC®, CFP® 

Senior Vice President – Investments                   Senior Vice President – Investments 

Financial Advisor                         Financial Advisor 
       

This letter has been prepared for informational purposes only and is not a solicitation or an offer to buy any security or instrument or to 

participate in any trading strategy. Investing involves risk including the possible loss of principal.  The opinions expressed in this letter are those 

of the author(s), are subject to change without notice and are not necessarily those of Wells Fargo Advisors or its affiliates.  Statistical 

information has been obtained from sources believed to be reliable, but its accuracy and completeness are not guaranteed.  Past performance 

is not a guarantee of future results and there is no guarantee that any forward looking statements made in this letter will be attained. 

 

Stocks are subject to market risk which means their value may fluctuate in response to general economic and market conditions, the prospects 

of individual companies, and industry sectors. Investments in equity securities are generally more volatile than other types of securities. 

 

Investing in commodities is not appropriate for all investors. Exposure to the commodities markets may subject an investment to greater share 

price volatility than an investment in traditional equity or debt securities. The prices of various commodities may fluctuate based on numerous 

factors including changes in supply and demand relationships, weather and acts of nature, agricultural conditions, international trade 

conditions, fiscal monetary and exchange control programs, domestic and foreign political and economic events and policies, and changes in 

interest rates or sectors affecting a particular industry or commodity. Products that invest in commodities may employ more complex strategies 

which may expose investors to additional risks, including futures roll yield risk. 

 

Investing in foreign securities presents certain risks not associated with domestic investments, such as currency fluctuation, political and 

economic instability, and different accounting standards. This may result in greater share price volatility.   Investing in emerging markets 

accentuates these risks. 
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Investments in fixed-income securities are subject to market, interest rate, credit and other risks. Bond prices fluctuate inversely to changes in 

interest rates. Therefore, a general rise in interest rates can cause a bond’s price to fall.  Credit risk is the risk that an issuer will default on 

payments of interest and/or principal. This risk is heightened in lower rated bonds. If sold prior to maturity, fixed income securities are subject 

to market risk. All fixed income investments may be worth less than their original cost upon redemption or maturity. 
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