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Monthly letter

The roller coaster ride continues. After a scary drop early 
in May, which pushed the S&P 500’s losing streak to seven 
weeks for only the fourth time since 1950, markets 
rebounded with vigor. Stocks ended the month with the 
sharpest weekly gain since just after the November 2020 
election, another period of high anxiety. 

Despite all the excitement, the May ride ended basically 
where it began with the S&P 500 finishing the month just a 
touch above unchanged. Not to be left out, the 10-year U.S. 
Treasury yield shot up to 3.2%, breaching the 3% level for 
the first time since 2018, before ending around 2.8%, close 
to where it began the month. 

The whiplash in markets is consistent with a wider 
range of potential outcomes and complicated macro 
backdrop. With uncertainty elevated, each economic data 
point, earnings report, geopolitical and Fed headline is 
overanalyzed and over-extrapolated. 

And the biggest factor of the market decline earlier in May 
appeared to center on growing recession risks. The shift 
in buying patterns from Americans buying stuff to 
buying experiences is creating a confusing backdrop. 

• Data points from the goods side of the economy, such as 
home goods, are normalizing lower from unsustainably 
elevated levels. This gives fodder for those who are 
concerned about a recession. 

• While the robust demand for services, such as travel and 
leisure, provides support for those who are overly 
focused on economic strength. 

The truth is probably somewhere in the middle.

While risks to the economic outlook are rising, our view 
is the market was overestimating the near-term 
probabilities of a downturn. That’s a key reason we 
advocated against selling stocks in late May.

Indeed, at the May lows, the S&P 500 was down almost 
19% from its peak—effectively pricing in a 65% to 80% 
probability of recession based on the average stock market 
decline around recessions of 29% (median 24%). Moreover, 
after the sharpest 90-day valuation contraction of the past 
15 years and indiscriminate selling, stocks had moved to the 
most oversold condition since early on during the pandemic.

Given the persistence of the negativity, how oversold 
the markets had become, and the significant contraction 
in valuations, the rally seen since late May likely has 
further to go. We would still view this move in the 
confines of a very choppy and wide trading range. 

For the S&P 500, currently trading just above 4100, the 
bottom end of that trading range appears to be around 
the 3800 level, or at a 16x forward P/E. The top end of the 
range appears to be in the 4300-4500 zone, where there 
is a confluence of fundamental and technical price 
resistance. 

Globally, we still hold a U.S. bias, given higher quality 
companies and a more resilient economy. It is notable 
and somewhat surprising that the international developed 
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… our view is the rally seen 
since late May has further to 
go. This is likely to test the 
convictions of even the most 
bearish of investors, even if 
it is a rally within the 
confines of what we still view 
as a very choppy and wide 
trading range. 
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markets have held up well recently despite higher odds of 
recession – in Europe, for example. China’s earnings trends 
remain weak, but with better COVID-19 trends and
government stimulus, we’ll likely see continued near-term 
stabilization. 

We’re not ready to increase our international allocations yet 
given the challenging global backdrop and elevated 
geopolitical risks but are keeping an open mind and 
monitoring these recent trends for signs of persistence.   

On the fixed income side, we were pleased to see that 
high quality bonds reverted to providing ballast for 
portfolios, unlike what occurred earlier this year. Higher 
yields made high quality bonds productive again, drawing 
interest, and investors began shifting from a focus on inflation 
to economic growth concerns.

Finally, this month we’ve made two notable shifts in our 
House Views — we downgraded REITs and leveraged 
loans from attractive to neutral. The macro backdrop for 
REITs has become more challenging, and the yield relative 
to the 10-year U.S. Treasury has moved to the lowest level of 
the past decade. For leveraged loans, our view is that their 
significant outperformance relative to core bonds, from which 
we benefited, is likely behind us and much of the Fed 
tightening is now baked into market expectations.

Monthly letter continued

Keith Lerner, CFA, CMT
Co-Chief Investment Officer 
Chief Market Strategist
Senior Managing Director 



Asset class view, forecasts & valuation*

For domestic use only
Past performance does not guarantee future results. Keep in mind that investing involves risk. The value of your investment will fluctuate over time, and you may gain or lose money.
*In this document, we express our high-level investment strategy views without portfolio context constraints. We aim to represent relative opportunities within each broader asset class. This allows us to signal what we are watching 
and where things are changing at the margin within positions that may differ from our asset allocation guidance and Strategy Portfolios. Long-term expected risk, return and correlation statistics are derived from the Portfolio & Market Strategy 
team’s capital market assumptions process and are not guaranteed. Secular trends, such as demographics, global debt, inflation, etc. are initially assessed to determine the impact on global markets over the next decade. With an understanding of 
the current stage of the business cycle, a combination of quantitative and fundamental techniques is used to further analyze factors that include, but are not limited to: (1) the outlook for asset class return drivers; (2) the probability of sustained 
returns; (3) absolute and relative valuation measures; (4) the impact of economic drivers on asset class assumptions and (5) changes in investor sentiment and liquidity. +Capital market assumptions are reviewed and/or modified at least once a 
year and are currently as of 2021. ***REITs – Our asset class views can differ at times from our sector strategy as the latter has a much heavier emphasis on price momentum, whereas fundamentals play a greater role in our asset class view.

With this publication of House Views, we are downgrading REITs to neutral from more attractive given unattractive valuations and a tougher macro environment. 
Additionally, we are downgrading leveraged loans to neutral from more attractive after significant outperformance. Finally, we are increasing our expected Fed Funds rate 
range by 0.25% to 2.25-2.50%. 

Investment and insurance products –
Are not FDIC or any other government agency insured  |  are not bank guaranteed  |  may lose value

Asset classes Equity
Equity  Global equity 5.75% 16.3%
Fixed income  U.S. large cap 6.00% 15.2%
Cash  U.S. small cap 7.50% 19.0%

Real estate investment trusts (REITs) 4.50% 18.0%
Global equity International developed markets 5.50% 17.5%
U.S. large cap  Emerging markets (EM) 5.50% 24.0%
U.S. mid cap 
U.S. small cap  Fixed income
Real estate investment trusts (REITs)***  Intermediate-term municipals 1.25% 3.5%
International developed markets  U.S. core taxable bonds 1.50% 3.4%
Emerging markets (EM)  U.S. government bonds 1.00% 3.9%
Growth style relative to value  U.S. IG corporate bonds 2.25% 6.0%

U.S. HY corporate bonds 3.75% 9.0%
U.S. fixed income
U.S. government  Key IAG 2022 forecasts
U.S. mortgage-backed securities  2022 global GDP forecast*
U.S. investment grade corporate (IG)  U.S. GDP
U.S. high yield corporates (HY)  Year-end Fed Funds rate range
Leveraged loans  10-yr U.S. Treasury yield
Duration  S&P 500 12-month forward EPS**

*IMF forecast  **FactSet consensus estimates

Expected 
Return

Expected  
Risk

$238.70

Less 
Attractive

More 
Attractive

3.6%
2.2%

2.25%-2.50%
2.25% - 3.25%

Less 
Attractive

More 
Attractive

Long-term capital market assumptions (10 yr)+

Less 
Attractive

More 
Attractive

Expected 
Return

Expected  
Risk

Tactical outlook (3-12 months)

Global equity market valuation
Current price-to-earnings (P/E) ratio
10-year average P/E ratio
10-year high P/E ratio
10-year low P/E ratio 11.3x 10.4x 9.7x 8.8x

11.7x
23.4x 20.8x 18.2x 17.0x
16.9x 15.5x 14.3x

S&P 500 MSCI ACWI MSCI EAFE MSCI EM
17.3x 15.4x 13.1x 11.5x



For domestic use only. All information supplied or obtained from this page is for informational purposes only and should not be considered investment advice or guidance, an offer of or a solicitation of an offer to buy or sell a security, or
a recommendation or endorsement by TAS of any security or investment strategy. The information and material presented in this commentary are for general information only and do not specifically address individual investment
objectives, financial situations or the particular needs of any specific person who may receive this commentary and are subject to change without notice. Truist makes no guarantees that information supplied is accurate, complete, or
timely, and does not provide any warranties regarding results obtained from its use. *Real Estate/REITs – Our asset class views can differ at times from our sector strategy as the latter has a much heavier emphasis on price
momentum, whereas fundamentals play a greater role in our asset class views.

Sector
S&P 500 
Sector 
weight

Tactical outlook
(3-12M) T F V Comments

Under-
weight

Over-
weight

Energy 4.9% ● + +  A positive demand/supply backdrop, strong technical trends, and positive fundamentals should result in 
outperformance for the sector near term, despite long-term challenges. 

Materials 2.8% ● + + + The sector should benefit from higher commodity prices and attractive valuations. Relative performance has been 
improving. Relative earnings are near a cycle high.

Health Care 14.3% ●  -  Relative performance has been stronger, the sector ranks well in our quantitative work, and we expect it to hold up well 
in a choppier market environment given its defensive characteristics. 

Consumer Staples 6.5% ●   - While it’s lagged more recently, intermediate relative price trends remain positive for staples. The sector is supported 
by its defensive characteristics amid heightened geopolitical and global growth risks.  

Real Estate* 2.8% ●    Less supportive valuations, mixed technical and fundamental trends, and a challenging macro environment warrant a 
neutral position.

Utilities 3.0% ● +  - Technical trends are positive, and the sector has benefited from its defensive nature. That said, fundamentals and 
valuations are challenged, warranting a neutral outlook. 

Industrials 7.8% ●  + + Despite strong fundamentals and more attractive valuations, relative price trends are neutral.

Consumer Discretionary 10.9% ● -   While technical trends are weak, mixed valuations and fundamental trends keep us neutral.

Financials 11.1% ●  -  Relative price trends and valuations are mixed, while fundamentals are less attractive amid slowing global growth.

Communication Services 8.8% ● - - + While valuations for the sector are attractive, relative performance has been weak due to underperformance from 
some of the larger names in the sector. Relative earnings trends have also weakened.

Information Technology 27.2% ● -  - Although mega cap tech stocks have strong balance sheets and produce significant cash flows, technical trends have 
been weak. Valuations have improved but are still not cheap. Policy is also a risk.

Sector Strategy
With this publication, we are downgrading the real estate sector from attractive to neutral. The macro backdrop for real estate has become more 
challenging and its yield relative to the 10-year U.S. Treasury has declined to the lowest level of the past decade. Although due for a breather near term, 
we remain overweight defensive sectors (health care and consumer staples) and commodity-linked sectors (energy and materials). 
Last Updated = 6/3/2022

T = Technical. This factor has the greatest focus in our overall methodology with an emphasis on relative price trends 

F = Fundamentals. Includes earnings and sales trends, with an emphasis on recent changes to estimates

V = Valuation. Inputs include current/historical and absolute/relative to the overall market

+ Top Tier, -Bottom Tier,  Middle Tier; Data Source: Truist IAG, FactSet. 



W E E K LY M A R K E T  
M O N I TO RPerformance summary as of May 31, 2022

Securities and insurance products and services: Are not FDIC or any other government agency insured  |  are not bank guaranteed  |  may lose value

Index % Total Return MTD QTD YTD 1 Yr
MSCI ACWI (net) 0.12 -7.90 -12.83 -6.78
S&P 500 0.18 -8.55 -12.76 -0.30
MSCI EAFE (net) 0.75 -5.77 -11.34 -10.38
MSCI Emerging Markets (net) 0.44 -5.15 -11.76 -19.83
Dow Jones Industrials 0.33 -4.51 -8.43 -2.65
NASDAQ Composite -2.05 -15.04 -22.78 -12.13
S&P United States REITs -6.19 -10.38 -14.15 3.00
Bloomberg Commodity Index 1.52 5.73 32.74 41.85
Bloomberg Aggregate 0.64 -3.17 -8.92 -8.22
ICE BofA US High Yield 0.25 -3.40 -7.76 -5.00
Bloomberg Municipal Bond Blend 1-15 Year 1.41 -0.72 -6.01 -5.62
ICE BofA Global Government xUS (USD Unhedged) -0.21 -7.77 -14.42 -19.24
ICE BofA Global Government xUS (USD Hedged) -1.15 -3.15 -7.01 -6.53
JP Morgan EMBI Global Diversified 0.03 -5.57 -15.03 -15.38

Rates (%) 5/31/22 3/31/22 12/31/21 9/30/21 6/30/21
Fed Funds Target 1.00 0.50 0.25 0.25 0.25
Libor, 3-Month 1.61 0.96 0.20 0.13 0.14
T-Bill, 3-Month 1.05 0.51 0.05 0.03 0.05
2-Year Treasury 2.53 2.28 0.72 0.28 0.25
5-Year Treasury 2.80 2.42 1.26 0.99 0.87
10-Year Treasury 2.84 2.32 1.51 1.52 1.44
30-Year Treasury 3.05 2.45 1.90 2.09 2.06
Bloomberg Aggregate (YTW) 3.38 2.92 1.75 1.56 1.50
Bloomberg Municipal Bond Blend 1-15 Year 2.60 2.36 0.87 0.84 0.76
ICE BofA US High Yield 7.13 6.02 4.31 4.08 3.85

Currencies   5/31/22 3/31/22 12/31/21 9/30/21 6/30/21
Euro ($/€) 1.07 1.11 1.14 1.16 1.19
Yen (¥/$) 128.65 121.37 115.16 111.57 110.99
Pound ($/£) 1.26 1.32 1.35 1.35 1.38

Commodities 5/31/22 3/31/22 12/31/21 9/30/21 6/30/21
Crude Oil (WTI) 114.67 100.28 75.21 75.03 73.47
Gold 1,848 1,954 1,829 1,757 1,772

Volatility 5/31/22 3/31/22 12/31/21 9/30/21 6/30/21
CBOE VIX 26.19 20.56 17.22 23.14 15.83

U.S. style % total returns (S&P indexes)
Month YTD

Value Core Growth Value Core Growth

1.64 0.18 -1.36 Large -3.46 -12.76 -21.09

2.14 0.75 -0.74 Mid -5.20 -10.98 -16.60

2.29 1.86 1.39 Small -5.69 -11.37 -16.97

S&P 500 sector % total returns

Data Source: Truist IAG, FactSet.
Disclosures – All information is as of title date unless otherwise noted. You cannot invest directly in an index. This document was prepared for clients of Truist Bank for informational purposes only. This material may not be suitable for all investors and may 
not be redistributed in whole or part. Neither Truist Financial Corporation, nor any affiliates make any representation or warranties as to the accuracy or merit of this analysis for individual use. Information contained herein has been obtained from sources 
believed to be reliable, but are not guaranteed. Comments and general statistics are based on information available at the time of writing and believed to be accurate; are for informational purposes only, are not intended as individual or specific advice, may 
not represent the opinions of the entire firm and may not be relied upon for future investing. The views expressed may change at any time. The information provided in this report should not be considered a recommendation to purchase or sell any financial
instrument, product or service sponsored or provided by Truist Financial Corporation or its affiliates or agents. Investors are advised to consult with their investment professional about their specific financial needs and goals before making any investment 
decisions. Past returns are not indicative of future results. An investment cannot be made into an index. ©2020 Truist Financial Corporation. and Truist are service marks of Truist Financial Corporation. All rights reserved. 
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Global economy



Global growth expectations – Downgrades in all main regions

Data Source: Truist IAG, International Monetary Fund, Bloomberg, S&P Global

Europe includes developed countries and economies considered to be “emerging,” such as Russia, Turkey, and Ukraine.
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 U.S. recession risks have increased 
due to hotter near-term inflation and 
correspondingly higher interest rates, 
but we maintain our view that the U.S. 
should avoid a recession.

 China’s economic activity 
contracted sharply in April as a 
wave of lockdowns across the 
country posed the most significant 
challenge to its growth prospects. 
China's central bank cut a key 
interest rate for long-term loans by 
a more-than-expected 15 basis 
points. 
 Global “Food Protectionism” 
reached a new height with India 
banning wheat exports and 
introducing a limit to sugar exports 
of 10 million tons this year. 

 A prolonged Russia-Ukraine conflict is weighing on the 
European economic outlook. Recession risk has risen in Nordic 
European and Mediterranean countries. A full embargo on Russian 
energy could disproportionality impact Eastern European countries 
like Poland, Hungary, and Bulgaria.
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The invasion of Ukraine, global monetary authorities' fight with high inflation, 
and lockdowns in China accelerated GDP revisions downward
Canada and Australia are the only two major developed economies experiencing a better economic outlook since the start of the year. The slowdown in 
economic activity is more visible in European economies. 

Data Source: Truist IAG, Bloomberg
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China 2022 GDP growth forecast  

COVID-19 cases are declining in China, which should help stabilize 
economic trends, but remains a risk
China's zero-COVID policy went through a stringent test over the past three months, causing a severe lockdown in Shanghai and mobility restrictions in 
many other cities. COVID-19 trends have improved and should help stabilize growth. However, increased stimulus will be necessary if the government 
has any chance of meeting its 2022 growth target of 5.5%.

Data Source: Truist IAG, Bloomberg
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UN food and agriculture world food price index

Rapid rise in food prices likely to have greatest impact on emerging markets

According to World Bank estimates, food costs account for 17% of consumer spending in advanced economies but are higher in developing countries. For 
example, food accounts for 40% of consumer spending in sub-Saharan Africa. Higher food prices could cause lasting damage to low and middle-income 
countries and push millions of people into poverty. 

Data Source: Truist IAG, Bloomberg, United Nations, World Bank

Boom years of 2006 
and 2007, up 90% 

Russia’s invasion of Ukraine and 
recovery from COVID-19, up 70%

Recovery from the global 
financial crisis, up 60%
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ECB presidents and the 2% inflation target

European Central Bank (ECB) president Lagarde’s high inflation problem

ECB President Christine Lagarde inherited her predecessor Mario Draghi’s persistently low inflation problem. The inflation gap that was created during 
the Draghi years and the COVID-19 induced recession quickly reversed under Lagarde's watch. Lagarde may continue with the loose monetary policy mix 
as the European economy is still vulnerable to the repercussions of the war in Ukraine.

Data Source: Truist IAG, Bloomberg, 2022 first 4 months
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ECB deposit rate

The market appears overly optimistic on the ECB’s rate hike path

Market pricing assumes that the European Central Bank (ECB) will start a very steep rate hike cycle that will push the deposit rate above 1.5%, over a 2% 
cumulative rate hike, in 12 months. The rate hike cycle was not this steep even during the boom years of 2006 and 2007. Furthermore, this time, the 
ongoing Ukraine crisis could lead to a recession in Europe.

Data Source: Truist IAG, Bloomberg, 2022 first 5 months, based on market pricing for the next 12 months 
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Number of central banks hiking minus easing

Central bank activity marches on as Fed hikes rates for the second time

May was another active month with the Fed hiking 
rates for the second time in this cycle. Emerging 
markets saw the largest increase so far with 16 
central banks across regions raising rates as they 
deal with sky high inflation and a Fed on the move.
In the developed markets, six central banks hiked 
rates including Australia, which raised its benchmark 
rate for the first time in more than a decade. 

Data Source: Truist IAG, Haver. Series constructed using predominantly countries in the MSCI All Country World Index.

Past performance does not guarantee future results.

Net hiking

Net easing



Geopolitical cards

Data Source: Truist IAG

Election Countries
Australia

Anthony Albanese 
became Australian 

Prime Minister, leading 
the Labor party into 

government. Climate 
change, renewable 
energy, Aboriginal 

rights, and wage growth 
are key issues for his 

government.

Finland/Sweden
Finland and Sweden 
formally applied for 
NATO membership. 

Turkey, a NATO 
member, opposes both 
countries' entry unless 

they change their 
support of the 

separatist Kurdish 
political movement.

Brazil
Recent polls suggest 

that Lula is widening his 
lead over Bolsonaro. 
Younger voters are 

leaning left, helping him 
improve his chances. 
Climate change and 

combating rising 
inflation are his key 

messages. 

Colombia

Taiwan
President Biden stated 

that the U.S. would 
intervene militarily if 

China invaded Taiwan. 
Within hours of the 

President's comments, 
the White House 

suggested that there is 
no change in American 

policy over Taiwan.

Philippines

Former dictator 
Ferdinand Marcos' son, 
Ferdinand Marcos, Jr. 

won the Philippine 
presidential election. 

Sara Duterte, the 
previous president's 

daughter, became Vice 
President. 

Overweight

IAG’s current tactical recommendation

Neutral

Underweight

Not InvestableX

Russia & Ukraine

Russia's invasion of 
Ukraine continues with 

no apparent end in 
sight. Russian troops 

concentrated in eastern 
Ukraine seem to have 
succeeded more than 

their attempt to capture 
Kyiv. 

X

The last thing the world needs is a Ukraine-sized conflict over the island of Taiwan. During his visit to Japan, U.S. President Joe Biden pledged to use 
military force to defend Taiwan if China invades. The White House immediately rolled back on the remarks, highlighting that there has been no sign of a 
formal policy shift.

Gustavo Petro is set to 
face Rodolfo 

Hernandez in the 
second round of the 
presidential election, 

scheduled to take place 
in June. Colombian 
markets positively 
reacted to a strong 

showing by Hernandez. 
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U.S. economy – Higher inflation and faster Fed rate hikes weigh on 
economic growth, but recession still not the base case

Data source: Truist IAG, Bureau of Economic Analysis, IHS Markit. Change in real gross domestic product year over year, actual for 2010 through 1Q2022. 

f = Truist IAG forecast for 2022 and 2023
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Consumer shifting spending from goods to services creating divergences in 
economic and corporate trends
Over the past two years, consumer spending was skewed towards goods, especially big-ticket durable goods, rather than services, which are traditionally  
more than three times as large. This shift back towards services, which includes meals out, vacations, and medical procedures, is quickly ramping higher. 
Yet, the pullback in goods spending has fueled some concerns about recession; however, we view this as a natural transition.
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Data source: Truist IAG, Bloomberg, Bureau of Economic Analysis. Personal consumption expenditures of durable goods (items expected to last three years or more) in chained 2012 dollars on a seasonally-adjusted 
annualized rate; monthly data through April 2022.
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Bloomberg Economic Surprise Index (index value)

Data has missed 
expectations since 

mid-May

U.S. economic data has been surprising to the downside recently

Data source: Truist IAG, Bloomberg. Daily data through May 31, 2022. 



Select indicators Recession condition flag Current 
status

Yield curve (3M/10Yr Treasuries) Inversion (3-month yield greater than 10-year)

Intermediate yield curve (2/10Yr) Inversion (2-year yield greater than 10-year)

Change in Fed funds rate Year-over-year increase with a 12-month lag

Credit spreads Increases for 3 months in a row

ISM Manufacturing Index Activity contracts for 3 months in a row

New building permits Year-over-year declines greater than 9% for 3 months

Leading Economic Indicators Declines four consecutive months

Unemployment rate Increases for 3 months in a row

Weekly jobless claims Year-over-year increase greater than 20%

Crude oil Year-over-year increase greater than 50%

U.S. economic growth marked down but recession still not likely near term

Although no single indicator is perfect, below are some of the most common recession flags and their current status. Apart from crude oil prices, most of 
the recession flags are not currently signaling a high probability of a recession in the next 12 months. 

Data source: Truist IAG. Red denotes a higher recession probability, yellow denotes moderate recession probability, and green denotes low recession probability. Current status as of May 19, 2022. 



Data source: Truist IAG, Bloomberg, Haver. Examples of revolving credit accounts are credit cards, personal lines of credit, and home equity lines of credit.

The consumer – over 2/3rds of the U.S. economy – is in good shape
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Consumers don’t spend much on energy compared to the past, but higher 
prices greatly impact lower-income Americans
U.S. consumers spend less than 5% of after-tax income on energy goods and services. Even when crude oil hit $145 per barrel in 2008, it was less than 
7%. With gasoline prices up dramatically in 2022, it shaves off roughly 0.6% from overall consumer spending. However, higher gasoline prices 
disproportionately impact Americans in the lowest income decile. Yet, since the majority of U.S. gasoline is sourced from domestically-produced crude oil, 
most of the increased price stays in the U.S.

Data source: left chart: Truist IAG, Bloomberg; energy spending consists of gasoline and other energy goods and of electricity and natural gas services used for household utilities; spending as percentage of disposable 
personal income; monthly data through April 2022. *West Texas Intermediate crude oil price was $145 per barrel in July 2008. Right chart: Truist IAG, PSC Macro; real consumer spending is inflation-adjusted. 
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Americans have a substantial cash hoard to buffer higher energy prices, 
with over one-quarter coming from wage growth 

Most Americans are currently sitting on a lot of cash, 
which provides a sizable buffer to deal with higher 
energy prices. 
While a substantial amount was a result of the 
pandemic assistance programs, including the CARES 
Act in 2020 and the American Rescue Plan checks in 
2021, those programs largely ended prior to mid-May 
2021. Since then, cash has increased by $1.2 trillion 
and has primarily come from higher wages. 

Data source: Truist IAG, Bloomberg; weekly data through May 18, 2022.
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Household debt service remains near a 42-year low

Although up from the lows of 2021, the household 
debt service ratio remains well below the long-term 
average and the pre-pandemic low of 9.8% set in 
2018. 

Data source: Truist IAG, Haver, Federal Reserve Board. Quarterly data through December 31, 2022. The Household Debt Service 
Ratio is the percentage of total disposable income required to pay household debt. 



Data source: Truist IAG, Bloomberg, Haver. Institute for Supply Management (ISM) composite includes manufacturing and services.

Businesses are in good shape, too
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U.S. core inflation expected to remain above the Fed’s 2% target

The Fed’s favorite inflation gauge, the year-over-year change of core personal consumption expenditures, peaked at 5.3% in February 2022. We show 
three scenarios for the remainder of 2022 – the monthly average during 2021 of 0.4%, the 3-month average of 0.3%, and 0.2%, which is half of the 2021 
average. While there are signs that inflation has started to cool, it will likely remain well above the Fed's target level of 2% by the end of 2022 even under 
the rosiest scenario. 

Data Source: Truist IAG, Bloomberg. Core Personal Consumption Expenditure Price Index measures of the prices paid for domestic purchases of goods and services, excluding food and energy. 
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Fed Funds rate likely headed to 2.50% by year-end 2022

While there are signs that inflation may be peaking, 
with it still near a 40-year high and likely to remain 
elevated through 2022, we expect the Fed Funds 
target rate to increase to 2.50% by year-end 2022. 
This is also the peak level reached in the prior cycle. 

Data source: Truist IAG, Federal Reserve Board; Upper bound shown after December 2008.
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Bear case v s . Bull case
Recession risks are rising Market already pricing in a high probability of recession

Fed policy risks Aggressive Fed tightening already reflected in market

Inflation remains elevated Signs that inflation may be peaking & supply chains easing

Earnings estimates may need to come down Sharp reset in valuations discounting earnings uncertainty

China COVID-19 lockdowns remain a risk China gradually reopening

Consumer sentiment deteriorating Negative investor sentiment is at an extreme, which has tended 
to be followed by positive market returns

Bear versus bull case – Market risk/reward more balanced 

After holding a very positive equity market outlook during the fastest stock market rebound in modern history, we downgraded equities from attractive to 
neutral in early April given the range of potential economic and market outcomes remains unusually wide. However, since then, the stock market has 
fallen sharply and better discounted some of the macro uncertainties.

Data Source: Truist IAG
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Perspective – Stocks still well above pre-pandemic high despite selloff 

Data Source: Truist IAG, FactSet. Past performance does not guarantee future results. 
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Stocks appeared to be overestimating recession odds at May lows

Historically, the S&P 500 has fallen an average of 29% around recession (median of 24%). Before rebounding late in May, the S&P 500 showed a peak-
to-trough decline of almost 19%, effectively already pricing in more than a 65% chance of recession (higher than our probabilities). Still, even for those 
investors who are concerned about recession, once stocks have found their low during a recession, the average one-year forward return is 40%.

Data source: Truist IAG, FactSet, NBER; Past performance does not guarantee future results 
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Markets rebounding from the most oversold condition since April 2020

The percentage of stocks that were trading above their 50-day moving average moved to just 14% in late May. That simply means there was 
indiscriminate selling and was in a zone where, even in a down market, stocks tend to see some relief, as we have seen. This indicator suggests there is 
still room for the recent rally to continue before it becomes stretched to the upside.

Data Source: Truist IAG, FactSet. Past performance does not guarantee future results. 
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Stocks rebounding from the sharpest valuation reset of the past 15 years

Prior to the month-end rebound, the S&P 500’s valuation contraction over a 90-day period was deeper than what occurred after Lehman Brothers fell and 
valuations were near the pandemic market low. A lot of the excesses have now been wrung out, especially from the more speculative segments of the 
market.

Data Source: Truist IAG, FactSet

Past performance does not guarantee future results
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Entire S&P 500 decline this year has been driven by lower valuations while 
earnings trends remain strong 

The entire decline in the market this year has been 
driven by a contraction in valuations given ongoing 
geopolitical and Fed rate hike concerns. 
Profits have remained resilient, however, as 
evidenced by S&P 500 forward earnings estimates 
moving higher.

Data Source: Truist IAG, FactSet

Past performance does not guarantee future results
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Fundamental levels – S&P 500 found support at a 16x P/E;
we see resistance at 18x-19x

During the pullback, buyers stepped in with force as 
the S&P 500 traded down to a 16x forward P/E, which 
coincided with an important technical support level (a 
38% retracement of the rebound since March 2020).

We see more upside potential, but the rally will likely 
be capped near-term in the 4300-4500 area. In this 
zone, there is a significant fundamental resistance 
area – around a forward P/E of 18x to 19x – as well 
as technical price resistance (including the 200-day 
moving average currently at 4455).

Data Source: Truist IAG, FactSet

Past performance does not guarantee future results
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Equity risk premium stabilizing

After falling earlier this year as interest rates spiked, the equity risk premium (ERP), which compares the earnings yield of stocks relative to the yield of 
bonds, has stabilized. Currently the ERP is at a level where stocks tend to outperform bonds on a 12-month basis, though Fed policy uncertainty and 
earnings remain risks to the outlook.
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Segments outside of large caps are trading well below historical averages

Many segments of the market are now trading at 
attractive valuations relative to history. 
For example, the average stock, as proxied by the 
S&P 500 Equal Weight Index, is trading at a very 
reasonable forward P/E of 15.2x. This benchmark 
gives an equal weighting to each stock in the index. 
Therefore, it is less influenced by a few mega cap 
tech stocks or growth names that are still trading at 
more expensive valuations. 

Small and mid caps are also trading near the low-end 
of their 20-year valuation ranges.

Data Source: Truist IAG, FactSet. Note data for the S&P 500 Equal Weight Index only available since 2016

Past performance does not guarantee future results.

17.3

15.2

12.5 12.0

15.4
16.8

16.0
16.7

S&P 500 S&P 500 Equal
Weight

(Since 2016)

S&P Mid S&P Small

Current valuation relative to long-term average
(Based on forward price-to-earnings ratio)

Current 20-year average



12.9x
10.0x 11.4x 11.4x

low

12.2x 
current

16.6x 
average

5

10

15

20

25

30

2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022

S&P Small Caps forward P/E

bear
market

low Post-Lehman fall  Pandemic
low

Small caps’ valuations moved back to pandemic lows before a slight rebound

Although valuations often do not provide a great short-term timing signal, the sharp compression in small caps’ valuations suggest their longer-term return 
prospects are improving. Before rebounding, the forward P/E fell to 11.4x in May, the same level reached at the pandemic market low.

Data Source: Truist IAG, FactSet. Small Caps = S&P SmallCap 600, Large Caps = S&P 500. 

Investments in small-sized companies may involve greater risks than in those of larger, better-known companies. Returns on investments in stocks of small companies could trail the returns on investments in stocks of 
larger companies. Past performance does not guarantee future results.



On a shorter-term basis, slowing economic growth is weighing on small caps

Although valuations are very attractive, the slowing 
economic backdrop is weighing on small caps. Small 
caps tend to be more sensitive to the ups and downs 
of the business cycle relative to large caps and 
typically perform best early in the economic cycle.
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Neutral outlook – Growth vs. value style

The value style has acted well this year on the heels of rising interest rates and the underperformance of technology, the largest sector in growth 
indices. However, following the recent outperformance, relative valuations for the value style are now closer to the longer-term average. Given 
a global growth slowdown and the potential for wider market outcomes, we hold a neutral value/growth style view. 
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Technology due for some near-term relief but still not cheap

Given significant underperformance, the technology sector’s premium valuation relative to the S&P 500 has contracted from above 30% to 21%. Still, 
even after accounting for the recent setback, the sector has significantly outpaced the market over the past five years and its comparative valuation 
remains above its 5-year average. Thus, while the sector is likely to see some near-term relief and is more reasonably valued, it is still not cheap relative 
to history.

Data Source: Truist IAG, FactSet

Sectors represented by S&P 500. Past performance does not guarantee future results
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Although due for a breather, we remain overweight defensive sectors as 
economic momentum eases
As economic momentum has weakened and the Fed has taken on a more aggressive policy stance, the relative performance of defensive sectors – such 
as health care, staples, and utilities – has improved. This is similar to late 2018, as investors became concerned about aggressive Fed tightening. 

Data Source: Truist IAG, FactSet. Past performance does not guarantee future results
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REITs – Downgrading to neutral as yield advantage moves to decade low

While REITs’ fundamentals have been strong, unattractive valuations, and mixed technical trends warrant a neutral outlook. Additionally, the macro 
environment, especially inflationary trends, is less favorable for the asset class.

Data source: Truist IAG, FactSet.
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Global stocks have undergone a sharp valuation compression, better 
reflecting some of the uncertainties

Global market valuations have seen a sharp decline 
and are now at least better reflecting some of the 
many challenges.
The deeper valuation re-rating in international shares 
relative to the U.S. is warranted, in our view. Europe, 
for example, has a greater chance of going into a 
recession and is exposed to higher oil prices, while 
COVID-19 lockdowns in China and regulatory 
uncertainty weighs on emerging markets. 

Data Source: Truist IAG, FactSet, MSCI, using daily data for 2021

Global markets – Contraction in forward P/E from 2021 high

May 2022
forward P/E

2021 high
forward P/E

Decline in P/E
from high

S&P 500 17.3 22.7 -24%

U.K. 10.6 15.2 -30%

Eurozone 12.3 18.3 -32%

Emerging
markets 11.4 17.0 -33%
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We hold a U.S. equity bias and expect it to maintain a premium valuation relative to the globe. U.S. profits were stronger relative to those of other regions 
prior to the decline and rebounded more quickly, aided by better economic trends and higher-quality companies. That said, more recently, we are seeing 
stabilization in international markets’ relative earnings and price trends.

17.3

12.9 12.3 12.8
11.4

5x

10x

15x

20x

25x

30x

35x

U.S. EAFE Eurozone Japan EM

Current forward P/E and range since 2003
Average Current

U.S.

Data Source: Truist IAG, FactSet, MSCI

Past performance does not guarantee future results. Earnings are next twelve months’ earnings in local currency. 
U.S. = S&P 500, Japan = MSCI Japan, EAFE = MSCI EAFE, EM = MSCI EM, Eurozone = MSCI EMU



International developed markets’ earnings showing some improvement

Earnings, somewhat surprisingly given global 
challenges, are showing improvement for the 
international developed markets (IDM).  
Countries more concentrated in commodities, such 
as the U.K. and Australia, are seeing the strongest 
upward earnings revisions. However, France has also 
had strong earnings and is a large contributor to 
overall IDM earnings along with Japan where 
earnings have been holding up better than expected.
Accordingly, we are watching these trends as well as 
the global economic environment. 

Data Source: Truist IAG, FactSet, MSCI, EAFE = MSCI EAFE, U.S. = S&P 500
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Recent improvement in relative returns of international developed markets 
primarily driven by valuation, but we remain skeptical given geopolitical risks

The international developed markets (IDM) and the 
U.S. have been taking turns at leading this year. 
Part of the better IDM performance since early this 
year has been relative valuations having rebounded 
from depressed levels following Russia’s invasion of 
Ukraine.
Given elevated oil prices, Europe’s Russian oil 
embargo, which will end 90% of the bloc’s oil 
purchases from Russia by year end, and the 
downgrades to global growth, we remain skeptical 
that the outperformance can continue. Still, earnings 
trends have been improving, and that’s something 
we’re monitoring.

Data Source: Truist IAG, FactSet, MSCI; International developed markets = MSCI EAFE 
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Countries in the emerging markets universe
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Maintain unfavorable view of emerging markets

We are closely watching the evolving news out of China given its significance in the emerging markets (EM) universe. While China’s worsening domestic 
trends reveal the impact from China’s COVID-19 related policies, the government is enacting more stimulus to support the economy. Still, China’s 
earnings trends remain weak and a headwind for EM. 

Data Source: Truist IAG, MSCI, FactSet. China = MSCI China, U.S. = MSCI USA
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U.S yields touched the highest levels since 2018 before buyers emerged

10-year U.S. Treasury yields eclipsed 3% for the first time since November 2018 in response to elevated inflation and the Fed’s quantitative tightening 
plans. Throughout the month, as various inflation measures showed early signs of cooling, demand for U.S. government debt returned. As the Fed 
reduces its balance sheet and U.S. recession fears ebb, we expect upward pressure in 5- to 30-year yields to return.

Data Source: Truist IAG, Bloomberg

Past performance does not guarantee future results.
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We expect short-term yields to stabilize after relentless climb

Signs of cooling price pressures and slower global 
growth reduced Fed rate hike expectations. With 
traders paring the most hawkish Fed rate bets, it is 
more likely that 2- to 5-year yields have peaked in the 
near term. However, we expect yields beyond this 
region to grind higher.

Data Source: Truist IAG, Bloomberg

Past performance does not guarantee future results.
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Expect the 3-month/10-year and 2-year/10-year yield curves to converge

While the 2-year U.S. Treasury yield captures forward-looking rate hike expectations, 3-month T-Bill yields are more reflective of current Fed rate settings. 
Therefore, 2-year yields are anticipating an aggressive Fed rate hike strategy. As the Fed executes its next rate hikes in June and July, the gap between 
these two yield measures should narrow. The Fed will likely use the 3-month/10-year curve to gauge how well markets are digesting its removal of 
monetary policy accommodation.

Data Source: Truist IAG, Bloomberg; one basis point = 0.01%

Past performance does not guarantee future results
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Inflation still elevated but no longer exceeding expectations, which should 
provide the Fed more flexibility

Since mid-2020, inflation has run hotter than 
expected, primarily as a result of global supply chain 
disruptions and the war in Ukraine. 
As global supply channels heal and base effects help 
year-over-year data fall, fears over unchecked price 
growth should wane. More subdued inflation in 2022 
relative to high expectations should allow the Fed to 
be more patient than the market currently anticipates.

Data Source: Truist IAG, Bloomberg

Past performance does not guarantee future results.
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Market-implied inflation expectations also off peak levels

Breakeven yields show the difference between 
nominal U.S. Treasury yields and U.S. Treasury 
inflation-protected securities (TIPS) yields. They offer 
a market-based measure of inflation expectations 
over different time horizons.
Conviction grew further in May that inflation was 
showing signs of slowing. The subsequent decline in 
inflation expectations also speaks to the market’s 
confidence that the Fed can successfully curb price 
pressures over the long term.

Data Source: Truist IAG, Bloomberg

Past performance does not guarantee future results.
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Still expect modestly higher intermediate rates given Fed balance sheet 
reductions and lower Asian holdings of U.S. Treasuries

As the Fed slowly unwinds its massive balance sheet 
(quantitative tightening, or QT), the U.S. Treasury 
market will need to adjust. The burden may fall on 
U.S. investors to offset the slower foreign purchases 
of U.S. Treasuries.
If U.S. investors can’t sufficiently make up the 
demand gap created by the Fed’s QT, this would 
likely result in upward yield pressure and lower 
liquidity.

Data Source: Truist IAG, Bloomberg

Data as of 3/31/2022. ROW = Rest of World; QE = quantitative easing

Past performance does not guarantee future results.
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Rising global yields reducing U.S.’s relative yield advantage 

Yields around the world have risen for most of 2022. 
Foreign investors have been a key source of demand 
for U.S. Treasuries, but that demand could dwindle 
now that yields elsewhere are more attractive.
For an investor based in the EU who wants to hedge 
the U.S. Treasury 10-year yield into euros, even the 
German 10-year yield is now higher. Dropping 
demand for U.S. Treasuries from some of the biggest 
buyers in the EU and even in Japan could push U.S. 
yields higher in the coming months. 

Data Source: Truist IAG, Bloomberg

Hedged U.S. yield = U.S. 10 year yield – (3 month USD LIBOR – EUR 3 month forward implied yield); EUR = euro,

Past performance does not guarantee future results
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Expect rate volatility to remain elevated given unwind of Fed’s balance sheet 
and geopolitical turmoil

Rate volatility, as measured by the ICE BofA MOVE 
Index, declined sharply as buyers emerged. 
However, this unfolded against deteriorating liquidity 
conditions. Liquidity measures showed higher 
deviations from fair value trading models, indicating 
falling liquidity.
We expect the Fed’s quantitative tightening to fuel 
elevated readings throughout this year. We expect 
larger day-to-day rate fluctuations relative to those 
witnessed throughout the previous several years.

Data Source: Truist IAG, Bloomberg

Past performance does not guarantee future results.
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Relative value in fixed income

While a recession is not likely near term, and we still 
favor some exposure to U.S. credit sectors including 
high yield corporate bonds, we have downgraded our 
view on leveraged loans. Leveraged loans have 
significantly outperformed most fixed income asset 
classes this year, and we expect relative performance 
to narrow going forward. 
With yields more productive, high quality fixed income 
has become more attractive and remains an 
important source of ballast for portfolios. 

Data Source: Truist IAG, FactSet, yield to worst shown except for preferreds and EM bond indices (yield to maturity).

U.S. 10-Yr Treasury = Bloomberg U.S. Treasury Bellwethers (10-Yr), U.S. Core Taxable = Bloomberg U.S. Aggregate, Municipals = Bloomberg Municipal Bond 1-15 Year, U.S. Corporates = Bloomberg U.S. Corporate IG, 
MBS = Bloomberg U.S. MBS, Intl Dev Mkts = ICE BofA Global Government ex U.S. (U.S.D hedged), HY Corp = ICE BofA U.S. High Yield, Lev Loans = S&P/LSTA U.S. Leveraged Loan 100 Index, HY Muni = Bloomberg 
Municipal High Yield, Preferreds = ICE BofA Fixed Rate Preferred, EM Hard Cur = JP Morgan EMBI Global Diversified, EM Loc Cur = JP Morgan GBI-EM Global Diversified. Past performance does not guarantee future 
results. Investing in the bond market is subject to certain risks, including market, interest rate, issuer and inflation risk – investments may be worth more or less than the original cost when redeemed. The value of most 
bond strategies and fixed income securities are impacted by changes in interest rates. Bonds and bond strategies with longer durations tend to be more sensitive and more volatile than securities with shorter durations –
bond prices generally fall as interest rates rise, and values rise when interest rates decline. Past performance does not guarantee future results.

High quality Higher risk



Downgrading leveraged loans after significant outperformance

The total return of the leveraged loans sector has 
outperformed core fixed income over the past two 
years as the economy healed and Fed policy rate 
outlooks created demand for floating rate 
instruments. 
With Fed hike expectations having moved to extreme 
levels through 2023, we expect leveraged loans to 
struggle to extend recent outperformance.

Data Source: Truist IAG, Bloomberg

Leveraged Loans = S&P/LSTA Leveraged Loan Index; Core fixed income = Bloomberg U.S. Aggregate Bond Index

Past performance does not guarantee future results.
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Credit spreads are near longer-term averages despite risk-off sentiment

Credit spreads – or the additional yield offered by investment grade and high yield corporate bonds over like-maturity U.S. Treasuries – moved higher in 
May. Despite the recent widening, credit spreads improved to end the month near their five-year averages. Credit spreads tend to widen substantially 
ahead of significant economic or market disruptions and, therefore, warrant close surveillance.

Data Source: Truist IAG, Bloomberg; Shown in basis points. 1 basis point = 0.01%

IG = Bloomberg U.S. Corporate Bond Index Option Adjusted Spread

HY = Bloomberg U.S. Corporate High Yield Bond Index Option Adjusted Spread
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Emerging market spreads still offer insufficient compensation for risks

Emerging market (EM) bonds denominated in U.S. 
dollars have held up relatively well compared to other 
fixed income sectors, though significant risks remain. 
Spreads widened during the month but fell short of 
the recent highs set in March. 
We believe EM corporate and sovereign bond 
spreads above 400 basis points (4%) would offer a 
better risk-reward balance and recommend patience 
within these sectors.

Data Source: Truist IAG, Bloomberg; Shown in basis points. 1 basis point (bps) = 0.01%

EM corporate bonds = ICE BofA Emerging Market Corporate Plus Index

EM sovereign bonds = ICE BofA Emerging Markets External Debt Sovereign Index
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Tax-exempt munis are delivering value relative to U.S. Treasuries

The relative outperformance in munis to end the 
month removed some relative value from the sector, 
but valuations remain close to historical norms. Many 
AA, A, and BBB-rated issuers continue to offer a 
more compelling risk-reward balance versus like-
rated U.S. corporate bonds but require careful 
selection. 
We expect relative strength in tax-exempt munis, 
underpinned by favorable seasonal trends, fund 
inflows, ongoing reinvestment activity, and 
manageable new issuance.

Data Source: Truist IAG, Bloomberg. Interest income may be subject to the federal alternative minimum tax. Other state and local taxes may apply.

Past performance does not guarantee future results.
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Asset classes are represented by the following indexes. An investment cannot be made directly into an index. 

S&P 500 Index is comprised of 500 widely-held securities considered to be representative of the stock market in general.

Equity is represented by the MSCI ACWI captures large and mid cap representation across 23 Developed Markets (DM) and 24 Emerging Markets (EM) countries*. With 2,757 constituents, the index covers 
approximately 85% of the global investable equity opportunity set 

Fixed Income is represented by the Barclays Aggregate Index. The index measures the performance of the U.S. investment grade bond market. The index invests in a wide spectrum of public, investment-grade, 
taxable, fixed income securities in the United States – including government, corporate, and international dollar-denominated bonds, as well as mortgage-backed and asset-backed securities, all with maturities of more 
than 1 year. 
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Commodities are represented by the Bloomberg Commodity Index which is a composition of futures contracts on physical commodities. It currently includes a diversified mix of commodities in five sectors including 
energy, agriculture, industrial metals, precious metals and livestock. The weightings of the commodities are calculated in accordance with rules that ensure that the relative proportion of each of the underlying individual 
commodities reflects its global economic significance and market liquidity. 

Cash is represented by the ICE BofAML U.S. Treasury Bill 3 Month Index which is a subset of the ICE BofAML 0-1 Year U.S. Treasury Index including all securities with a remaining term to final maturity less than 3 
months. 

U.S. Large Cap Equity is represented by the S&P 500 Index which is an unmanaged index comprised of 500 widely-held securities considered to be representative of the stock market in general. 

U.S. Mid Cap is represented by the S&P MidCap 400® provides investors with a benchmark for mid-sized companies. The index, which is distinct from the large-cap S&P 500®, measures the performance of mid-sized 
companies, reflecting the distinctive risk and return characteristics of this market segment. 

U.S. Small Cap Core Equity is represented by the S&P 600 Small Cap Index which is a measure of the performance of the small-cap segment of the U.S. equity universe

International Developed Markets is represented by the MSCI EAFE Index is an equity index which captures large and mid cap representation across 21 Developed Markets countries* around the world, excluding the 
U.S. and Canada. With 921 constituents, the index covers approximately 85% of the free float-adjusted market capitalization in each country. Emerging Markets is represented by the MSCI Emerging Markets Index 
captures large and mid cap representation across 24 Emerging Markets (EM) countries*. With 1,125 constituents, the index covers approximately 85% of the free float-adjusted market capitalization in each country. 

Value is represented by the S&P 500 Value Index which is a subset of stocks in the S&P 500 that have the properties of value stocks. 

Growth is represented by the S&P 500 Growth Index which is a subset of stocks in the S&P 500 that have the properties of growth stocks.

U.S. Government Bonds are represented by the Bloomberg U.S. Government Index which is an unmanaged index comprised of all publicly issued, non-convertible domestic debt of the U.S. government or any agency 
thereof, or any quasi-federal corporation and of corporate debt guaranteed by the U.S. government 

U.S. Mortgage-Backed Securities are represented by the U.S. Mortgage-Backed Securities (MBS) Index which covers agency mortgage-backed pass-through securities (both fixed-rate and hybrid ARM) issued by 
Ginnie Mae (GNMA), Fannie Mae (FNMA), and Freddie Mac (FHLMC). 

U.S. Investment Grade Corporate Bonds are represented by the Bloomberg U.S. Corporate Investment Grade Index which is an unmanaged index consisting of publicly issued U.S. Corporate and specified foreign 
debentures and secured notes that are rated investment grade (Baa3/BBB- or higher) by at least two ratings agencies, have at least one year to final maturity and have at least $250 million par amount outstanding. 

The S&P U.S. REIT index measures the investable universe of publicly traded real estate investment trusts domiciled in the United States

U.S. High Yield Corp is represented by the ICE BofAML U.S. High Yield Index tracks the performance of below investment grade, but not in default, U.S. dollar denominated corporate bonds publicly issued in the U.S. 
domestic market, and includes issues with a credit rating of BBB or below, as rated by Moody’s and S&P. 

Floating Rate Bank Loans are represented by the Credit Suisse Leveraged Loan Index. The index represents tradable, senior-secured, U.S.-dollar-denominated non-investment-grade loans. 

Global Equity is represented by the MSCI All World Country (ACWI) Index which is defined as a free float-adjusted market capitalization-weighted index that is designed to measure the equity market performance of 
developed and emerging markets. The MSCI ACWI Index consists of 48 country indices comprising 24 developed markets countries and 24 emerging markets countries. 

Emerging Markets Equity is represented by the MSCI EM Index which is defined as a free float-adjusted market capitalization index that is designed to measure equity market performance of emerging markets 
countries 

Intermediate Term Municipal Bonds are represented by the Bloomberg Municipal Bond Blend 1-15 Year (1-17 Yr) is an unmanaged index of municipal bonds with a minimum credit rating of at least Baa, issued as part 
of a deal of at least $50 million, that have a maturity value of at least $5 million and a maturity range of 12 to 17 years.
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U.S. Core Taxable Bonds are represented by the Bloomberg U.S. Aggregate Bond Index is a broad-based flagship benchmark that measures the investment grade, U.S. dollar-denominated, fixed-rate taxable bond 
market. The index includes Treasuries, government-related and corporate securities, MBS (agency fixed-rate and hybrid ARM pass-throughs), ABS and CMBS (agency and non-agency). 

Slide 50 – EU Corporate is represented by the Bloomberg Euro-Aggregate Corporates Index which is a benchmark that measures the corporate component of the Euro Aggregate Index and includes investment grade, 
euro-denominated, fixed-rate securities.

U.S. Government Bonds are represented by the Bloomberg U.S. Government Index which is an unmanaged index comprised of all publicly issued, non-convertible domestic debt of the U.S. government or any agency 
thereof, or any quasi-federal corporation and of corporate debt guaranteed by the U.S. government. 

U.S. IG Corporate Bonds are represented by the Bloomberg U.S. Corporate Bond Index measures the investment grade, fixed-rate, taxable corporate bond market. It includes U.S.D denominated securities publicly 
issued by U.S. and non-U.S. industrial, utility and financial issuers. 

U.S. High Yield Corporate Bonds are represented by the ICE BofAML U.S. HY Master Index which is an index that tracks U.S. dollar denominated debt below investment grade corporate debt publicly issued in the U.S. 
domestic market. 

S&P 500 Information Technology Index – a capitalization-weighted index that is composed of those companies included in the S&P 500 that are classified as members of the information technology sector based on 
GICS® classification.

S&P 500 Financials Index – a capitalization-weighted index that is composed of those companies included in the S&P 500 that are classified as members of the financials sector based on GICS® classification.

S&P 500 Energy Index – a capitalization-weighted index that is composed of those companies included in the S&P 500 that are classified as members of the energy sector based on GICS® classification.

S&P 500 Materials Index – a capitalization-weighted index that is composed of those companies included in the S&P 500 that are classified as members of the materials sector based on GICS® classification.

S&P 500 Industrials Index – a capitalization-weighted index that is composed of those companies included in the S&P 500 that are classified as members of the industrials sector based on GICS® classification.

S&P 500 Consumer Discretionary Index – a capitalization-weighted index that is composed of those companies included in the S&P 500 that are classified as members of the consumer discretionary sector based on 
GICS® classification.

S&P 500 Communication Services Index – a capitalization-weighted index that is composed of those companies included in the S&P 500 that are classified as members of the communication services sector based on 
GICS® classification.

S&P 500 Utilities Index – a capitalization-weighted index that is composed of those companies included in the S&P 500 that are classified as members of the utilities sector based on GICS® classification.

S&P 500 Consumer Staples Index – a capitalization-weighted index that is composed of those companies included in the S&P 500 that are classified as members of the consumer staples sector based on GICS® 
classification.
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