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Though the stock market is now 7 months away from the bear 
market lows from last October, investor sentiment remains 
stubbornly negative. In fact, using the AAII Sentiment Survey 
weekly data, there have only been 2 weeks over the last year 
and only 3 weeks since the beginning of 2022 (71 weeks of data) 
that there were more bulls than bears. Extraordinary. This data 
series goes back to 1987 and there has never been a stretch like 
this. Granted, there are plenty of things to worry about (as there 
always are), including the current fears of economic weakness 
and high inflation. Is the excessive negative sentiment warranted 
though? Let’s consider the view of what many consider the best 
economist around — the bond market. Not only do bonds take a 
larger share of the global markets, the bond market’s various interest 
rates reflect and influence economic fundamentals. So, what is 
the bond market saying now about U.S. economic conditions? 

Let’s consider 5-year Treasury bonds. The current yield is about 
3.5% (yields have been falling for 7 months now), which compares 
to the long term average of 3.75% since 1990. There are two 
primary factors that compose Treasury yields. The first is inflation 
expectations. The second is the “real” interest rate (the nominal rate 
minus inflation), which reflects uncertainty about the future path of 
interest rates and economic outlook. The current 5-year inflation 
expectation is 2.2%. This compares to last week’s CPI of 4.9% and 
the long-term average back to 1990 of 2.7%. In short, the bond 
market doesn’t think inflation is a problem. How about economic 
growth concerns? Now let’s look at credit spreads, or the difference 
between corporate bond yields and Treasury bonds’. If that spread 
is wide by historical standards, or getting wider, or both, then the 
bond market is concerned about economic growth. Currently, 
that is not happening either, especially when you look at the long-
term history of credit spreads. Bottom line, the bond market does 
not appear to be as concerned as stock market investors are.

Stay invested. Stay diversified. Stay disciplined.
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The balancing act for markets continued in April as participants continue to weigh the probability of an economic slowdown versus a recession. Despite the variety of headlines and risks, both 
equity and fixed income markets eked out small gains during the month. Inflation continues to moderate, and the consensus expectation is that the Federal Reserve will pause rate hikes after 
the additional 25 bp increase at the beginning of May. Despite the additional hike, the market is calling a bluff on the Fed’s hawkish rhetoric as the 2-Year Treasury has continued to rally leading 
to a widening gap between the fed funds rate and two-year yield. The banking sector continues to be in focus as First Republic Bank was taken into receivership by the FDIC and ultimately 
purchased by JPMorgan. The big banks continue to get bigger, but for now additional financial stress on the regional banks appears to have subsided. The labor market remains robust as 
payrolls continue to come in above expectations. Actual payroll growth has now outpaced forecasts for 13 consecutive months, an unprecedented streak for a historically mean reverting 
dataset. The consumer continues to prop up an otherwise slowing economy which was highlighted by the Q1 GDP report released during the month. Earnings season got off to a solid start with 
over half the companies reporting and earnings declines less negative than analysts expected. This resiliency removes a headwind for the bullish trending market as we move into the summer 
months amid a cloudy macro environment.
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Market momentum continued in April; 12-month US returns are flat but foreign markets faring better

Most global equity markets are above upward-sloping moving averages (small cap notable exception)

Sentiment remains subdued despite strong market YTD; tepid equity flows amid competition for capital

Sell in May heuristic is overstated but forward 3-month returns in this period only about average

Yellen has stated a June 1st X-date; increasing pressure for a deal to suspend or raise debt ceiling   

Fed hiked rates by an additional 25 bps but messaging opens the door for a pause moving forward 

Inflation continues its moderating trajectory but remains well above Fed’s long term target

Deep yield curve inversion signals growth warning; elevated rate volatility affecting cost of capital

Global PMIs show contraction; labor market strength continues despite slowdown/recession fears    

Business confidence measures remain subdued as a growth slowdown is expected

Consumer sentiment is off its lows but remains at depressed levels

Q1 earnings growth negative but decline not as bad as feared; margin compression stabilized for now 

Spreads widened modestly on banking stress but overall environment remains relatively tame

U.S. equity valuations near long-term averages; overseas markets below average valuations

Q1 GDP growth positive but well below expectations; consumer spending sustaining economic activity

Emerging markets possess more favorable trends overall than developed markets
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