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Given the current geopolitical tensions, persistently high inflation, volatile stock prices, and Russia's invasion of 
Ukraine, we thought it would be beneficial to share an update from our Trust Investment Committee regarding 
our Economic and Financial Markets Outlook:   

Economic Outlook  

• US Growth - Consumption drives the majority of economic growth and remains elevated. Despite low 
consumer sentiment, U.S. retail sales grew by 3.8% in January, its highest level since March of last year. 
The reduction of fiscal & monetary stimulus will likely slow the pace of growth, but we don't believe the 
current geopolitical conditions (mainly Russia's invasion of Ukraine) will have a material impact on U.S. 
GDP growth. 

• Business Cycle - Companies have been forced to adapt through this challenging environment and the 
results continue to be strong. Q4 will mark four consecutive quarters of more than 30% EPS growth. 
Margins will be constrained throughout the year as some companies will not be able to pass on higher 
costs. 

• Policy - The Fed is taking their foot off the accelerator but don’t think of them as slamming the brakes, 
at least not yet. The market consensus as of 2/24/22 is 6 rate hikes but the range of outcomes remains 
wide. We believe 4-5 rate hikes is the most likely outcome as the Fed balances reducing inflation 
without a major economic disruption. Maximizing full employment remains one of the key objectives for 
monetary policy and they will do everything they can not to be the catalyst for triggering a recession. 

• Global Growth - As we mentioned in our quarterly outlook, geopolitical tensions have been the wild 
card that has been dampening growth expectations. Those will likely remain a concern as the economic 
sanctions levied against Russia may also impact Europe and parts of Asia. Offsetting some of those 
concerns are strong economic indicators such as a 5-month high in Eurozone PMI, that was released this 
week. 

 
Financial Markets Outlook 
 

• Equities - Volatility has picked up and major U.S. stock indexes are down more than 10%. Stock prices 
have been disconnected from recent fundamentals this year, as many investors look through recent 
results and are more concerned about the next 6-12 months. The fundamental outlook for stocks 
remains attractive, yet we recognize that elevated volatility may be a challenge. Many U.S. large 
companies have ability to pass on higher costs to customers and retain high margins. Smaller companies 
typically have less profitability, but growth and valuations are more compelling in many of those stocks. 
International stocks are trading at significant discounts relative to their history and most have superior 
yields when compared to bonds. 

• Fixed Income - Bond yields have surged higher to start the year and the 10-year is around 1.93% while 
the 2-year Treasury is 1.50%, up more than 1.3% 12 months ago. Credit risk has widened and spreads 
(measure of risk) have reached their highest levels in more than a year, after narrowing for most of 
2021. The biggest threat for fixed income investors remains persistently high inflation. Many of our 
client portfolios seek to offset that risk through a balanced asset allocation approach of including stocks.  



 
A well-diversified portfolio of stocks and bonds is a great way to mitigate against inflation risks in client 
portfolios.  

 
Questions regarding Managed Accounts 
 

• Is American Trust making changes in your portfolios? Most client portfolios will go through asset 
allocation adjustments as part our 2022 Capital Markets Forecasting process. The asset allocation 
changes will vary depending on the client’s objectives, risk tolerance, and portfolio constraints. 

• Do we anticipate any asset allocation shifts from this Ukraine situation or possibly soon if things 
continue to escalate? No, we do not anticipate implementing changes to our portfolios as a direct 
response to the recent Ukraine/Russia situation; however, some client portfolios have a tactical 
component and those portfolios take into account economic and financial market conditions. We will 
continue to monitor the situation and will only make asset allocation changes if the Trust Investment 
Committee determines those changes to be prudent. 

 

 


