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Monthly Market Commentary 

May, 2022 
 
US Economy 

The US economy has been losing momentum following a deceptively strong first quarter.  Slippage in 

headline gross domestic product (GDP) during the opening months of the year had more to do with 

weakness abroad than with a slowdown at home.  Damage from a widening trade deficit masked the 

strongest growth in US private-sector demand since last spring, propelled by recovery from the COVID-

19 Omicron variant at the start of the year.  A long-awaited rotation in household spending from goods 

to travel, entertainment, and similar frontline industries finally pushed inflation-adjusted services 

spending per household above its pre-pandemic, 2019 average. 

We anticipate inflation’s slowdown to be gradual, at first, and to become more noticeable later this year 

through 2023.  The war in Ukraine could keep the pressure on food and energy price increases for now.  

However, we anticipate reduced demand pressures from slowing economic growth to push inflation 

lower.  More fundamentally, inflation’s sharp rise has come from supply shortages stoked by a series of 

outside shocks, more easily reversible than the institutional forces supporting persistently high inflation 

in the 1970s and early 1980s.  The real test for inflation will likely come later this year and over the 

course of 2023, if, as anticipated, global economic growth slows and supply pressures ease.  Inflation 

should follow, once cost increases fully work their way through the economy. 

US Markets 

Despite a volatile month, US equity marketed ended May flat.  As we move into summer, we would not 

be surprised to the see market volatility continue (not atypical for summer).  In addition, with the mid-

term elections coming up, we would anticipate that markets could get choppy as we approach Election 

Day (as is common in an election year).  That being said, while we still believe that US equity markets 

could end the year moving higher, but we may not see this until after Election Day.  As such, we 

continue to recommend investors stay the course. 

Fixed Income 

The Federal Open Market Committee (FOMC) met in May and, as anticipated, increased the federal 

funds rate by 0.50% to 0.75% - 1.00%.  The committee also outlined a plan to begin reducing its holdings 

of Treasury securities, agency debt, and agency mortgage-backed securities, beginning June 1st.  

Although overall economic activity slowed down in the first quarter, household spending and business 

investment remained strong.  Job gains have been strong in recent months, and the unemployment rate 

has declined substantially.  Inflation remains elevated, reflecting supply and demand imbalances due to 

the pandemic, higher energy prices, and broader price pressures. 
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Furthermore, the implications of the Russia-Ukraine war for the US economy are highly uncertain, but in 

the near-term the war is creating additional upward pressure on inflation and weighing on economic 

activity.  The committee is highly attentive to inflation risks.  With appropriate firming in the stance of 

monetary policy, the committee expects inflation to return to its 2% objective, and for the labor market 

to remain strong.  The FOMC considers that ongoing rate increases will likely be appropriate over the 

next several meetings. 

International Markets 

We believe European growth could continue to slow as a result of global shocks, soaring inflation, and 

rising interest rates.  The region’s trade-sensitive, manufacturing-oriented economy is more exposed to 

many of the same hurdles facing the US because of stronger ties to China’s faltering economy and its 

proximity to fallout from the war in Ukraine.  Consumer-price inflation continues to trend higher, and 

could be aggravated in coming months by supply shortages and the effects of a strengthening US dollar 

on import costs.  These pressures and, perhaps, early interest-rate hikes by the European Central Bank, 

likely will outweigh support from elevated savings, a healthy labor market, and expectations for 

increased federal stimulus.  As such, we anticipate a slowdown in most European economies. 

As we looks towards Asia, China’s economic slowdown is setting the tone for Asia, along with declines in 

the yuan.  Lockdowns in China have had the greater impact on it domestic-oriented services industries, 

joined by a decline in manufacturing activity that has left overall output at its weakest since early in 

2020 at the beginning of the pandemic.  The latest coronavirus outbreak in China has compounded 

economic problems tied to its weak property sector – traditionally a key economic-growth engine – and 

to uncertainties over the government’s regulatory outlook.  China’s monetary and fiscal stimulus, 

tentative thus far, is anticipated to provide greater support to the economy during this year’s second 

half and through much of 2023. 

Commodities 

Oil prices have been rising for the better part of two years.  It all began when oil’s fundamentals looked 

their darkest – in the summer to 2020.  Demand was still falling, but at a slower pace.  Oil production 

remained tame in 2021, even as oil prices surged.  By the end of 2021, oil prices had doubled their pre-

COVID-19 levels, while US oil production dropped 13%.  Oil’s last price push was sparked by the world’s 

third-largest oil producer, Russia, invading Ukraine and beginning the Russia-Ukraine war. 

As of this writing, Brent crude oil, a global benchmark, sits near $120.  This is 55% higher than the start 

of the year, but off its March 7 $135 per barrel high.  Reclaiming the $135 per barrel level may hinge on 

the same factor that started this story – global demand growth – which has started to slow some, 

alongside global GDP growth.  As the global GDP begins to slow, we could see the oil price rally slow as 

well, which could spell some relief for consumers. 
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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. 

 

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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