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Executive Summary
NAVIGATING CHALLENGING CURRENTS
The price is not right: Can the Fed bring down 
inflation without threatening economic growth?
For much of last year, the U.S. Federal Reserve (Fed) and 
many economists predicted that inflation would slow as the 
pandemic waned. Few believe that today. The key question 
now is: Can policymakers thwart inflation without thwarting 
global economic growth?

FUNDAMENTALS MATTER 
Good things may come to those on the right side 
of volatility. 
Several indicators point to a potential reshuffling of market 
leadership in the second half of 2022. This could spell potential 
opportunities for investors with the skills and research capabilities 
needed to seek them out.

FLEXIBLE FIXED INCOME
It’s time to think beyond basic fixed income 
allocations.  
Government bonds failed to buffer against equity market 
downturns in the first half of the year. This suggests that 
investors may need to expand their search for diversification 
across fixed income sectors and geographic regions.

MANAGING GEOPOLITICAL SHIFTS
Global politics have reshaped the investment 
landscape.
Russia’s invasion of Ukraine could continue to pressure markets 
in a variety of ways, especially global commodity markets. Higher 
oil prices could accelerate the move to renewable energy.
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2022 Has Gotten Expensive
Changes in price: April 2021 to April 2022
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Inflation Hit a 40-Year High in 2022

Navigating Challenging Currents
Inflation-omics
Inflation is likely to dominate headlines, and financial market performance, 
in the second half of the year just as it did in the first. Although investors 
must contend with other economic headwinds—including the war in 
Ukraine, COVID-19 lockdowns in China, and central bank tightening—
inflation is the risk that’s directly influencing the value of assets from 
the supermarket to the stock market. While there have been anecdotal 
signs that inflation may be peaking—such as a slowdown in home price 
appreciation and cooling demand for labor—clearer evidence is needed. 

Source: Bureau of Labor Statistics Consumer Price Index, April 2022

https://www.bls.gov/news.release/archives/cpi_05112022.htm
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Source: Google. As of June 13, 2022. 
*Numbers represent search interest relative to the highest point on the chart for the given region and time. A value of 100 is the peak popularity for the term. A value of 50 means that the term is half as popular. 
A score of 0 means there was not enough data for this term.

The Stock Market May Be Facing  
an Uphill Climb
In light of the pressures inflation is causing and exacerbating, many 
investors have begun to wonder whether we’re in for a recession. Higher 
prices tend to slow consumer spending, the main engine of economic 
growth. And in order for the stock market to do its part, corporate earnings 
will have to continue to grow too—a challenge considering rising interest 
rates and higher wage and input costs. 

On the monetary policy front, Fed policymakers will try to keep inflation 
at bay and economic progress on track, but they could force larger rate 
hikes, boosting recession risks. On a more optimistic note, there are factors 
that could support better economic outcomes. For example, meeting pent-
up consumer demand by fixing supply chain bottlenecks—could help bring 
down inflation, taking some of the pressure off of central banks. 

Recession Concerns Are Top of Mind
Google Searches for “Recession”
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https://trends.google.com/trends/explore?date=all&geo=US&q=recession
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Fundamentals Matter

Sources: MSCI, T. Rowe Price analysis using data from FactSet Research Systems Inc. All rights 
reserved. Returns in U.S. dollars. Please see last page for more information about this sourcing 
information.

Unlocking Value in a Tough Market
A brutal spike in bond yields largely drove global equity losses in the first 
half of the year. In the second half, stock market performance is likely to 
depend more on the outlook for corporate earnings growth. And although 
earnings per share (EPS) growth in the U.S. remained surprisingly steady 
in the first half of 2022, it may decelerate in the second half, challenged 
by a slowdown in economic growth.

Earnings Growth Is Expected to Slow 
EPS Growth Estimates as of May 31, 2022

Ye
ar

-O
ve

r-Y
ea

r G
ro

w
th

 (%
)

-2%
202320222021

MSCI USA Index
MSCI EAFE Index
MSCI Emerging Markets Index

40%

45%

38%

8%
5%

10%

5%
8%



2022 Midyear Market Outlook  |  6

Will We See a Shift in Equity Leadership?
Poor earnings environments have historically tended to favor the growth 
style, which is typically less threatened by cyclical downturns. But this 
time could be different, given the heavy weight the technology sector now 
carries in the growth universe. These factors suggest that the back-and-
forth shift within market leadership seen since the pandemic recovery has 
tipped more decisively in favor of value.

   �A risk to watch: Rising interest rates have already 
punished equity valuations. The question now is 
whether an earnings slowdown may be the next 
shoe to drop. 

Tactical Opportunities 

 

Expect less tolerance 
for unprofitable, 
speculative stocks.

Dividends and earnings 
growth could become more 
critical to equity performance.

A deep understanding
of companies and industries 
could be key to consistently 
strong performance.
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Flexible Fixed Income

*Duration refers to how long it takes for an investor to be repaid a given bond’s price by that bond’s 
total cash flows.

Rethinking Fixed Income Allocations
U.S. Treasuries and other developed sovereign bonds did an exceptionally 
poor job of buffering equity volatility in the first half of the year. This 
suggests that investors may need to expand their search for diversification 
across fixed income sectors and geographic regions.

Is It Time to Extend Duration?*

A key issue for fixed income investors is whether bond yields could be 
close to a near-term peak, creating a potential opportunity to lock in 
portfolio income by extending duration. For U.S.-based investors worried 
about rising rates, global markets could offer diversification potential. 

While the U.S. Federal Reserve is tightening, other countries—especially 
among the emerging markets—are further along in their interest rate 
cycles. Some have stopped raising rates. Others have even started cutting 
them. By taking advantage of this divergence in monetary policy, investors 
can seek to diversify interest rate exposure on a currency-hedged basis.

If yields do continue to rise, they should eventually reach levels that offer 
potentially attractive income opportunities for investors who understand 
how to manage duration—or who can rely on skilled investment 
professionals to do it for them. 
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A Playbook for Navigating Volatile Bond Markets

Consider opportunities within 
credit sectors, particularly 
high yield bonds.  

Utilise liquidity to stay nimble.

Globally diversify to mitigate 
interest rate risk.

Consider your time horizon and 
your position on the yield curve.
(For example, 2-year yields have performed 
very differently than 10-year yields.)

Actively manage duration.

High Yield in Focus 
In the case of some credit sectors, particularly high yield corporate 
bonds, yields may have already risen to relatively attractive levels.  
On top of compelling yield potential, the current risk of credit defaults is 
relatively low. As of May, high yield default rates remained near historical 

lows, and rating upgrades were more than twice as high as downgrades. 
Yet investors should proceed with caution given the specter of recession. 
A growth shock could quickly change the picture.
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Managing Through Geopolitical Risks
Spotlight on Ukraine
Russia’s invasion of Ukraine has shaken the global political landscape. 
Beyond the immediate destruction and human suffering inflicted by the 
war itself, the conflict threatens to worsen hunger in the world’s poorest 
countries, revive Cold War tensions, and obstruct international cooperation 
on problems such as climate change and nuclear proliferation.

Consequences of the War Could Be 
Disruptive Over Many Years and Sectors 
The war’s inflationary impact will be magnified in the developing world, 
where food products typically have a much heavier weight in consumer 
price indexes than in the developed world. The war also exposed Europe’s 
dependence on Russia for oil and natural gas supplies. This will have 
implications not just for energy security, but for political issues related to 
energy equity, such as demands for consumer subsidies. Finally, sanctions 
placed on Russia, which could last years, further broadened the range 
of industries disrupted by this tragedy. 

A Boost for Renewable Energy
Like most economic disruptions, the energy shock has the potential to 
create investment opportunities as well as risks. The transition to renewable 
energy sources—such as wind and solar—could be one of them. As prices 
for hydrocarbons climb, the appeal of switching to renewable energy could 
become even more attractive. Higher prices also could spur investments 
throughout the energy supply chain—including upgrading electrical grids 
and developing energy storage technologies—which could boost demand 
for the rare materials used in those projects.
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Commodity prices December 31, 2020, through May 17, 2022. 
Past performance is not a reliable indicator of future performance.
Sources: Haver Analytics/J.P. Morgan (see last page), and T. Rowe Price analysis using data from FactSet Research Systems Inc. All rights reserved.

Price changes for selected commodities and weight of food in national Consumer Price Indexes. 

R
eb

as
ed

 P
ric

e 
(1

2/
31

/2
0 

= 
10

0)

75

100

125

150

175

200

225

250

275

$300

May
-2022

Apr-2
022

Mar-
2022

Fe
b-2022

Ja
n-2022

Dec
-2021

Nov-2
021

Oct-
2021

Sep
-2021

Aug-2021

Ju
l-2

021

Ju
n-2021

May
-2021

Apr-2
021

Mar-
2021

Fe
b-2021

Ja
n-2021

Dec
-2020

GSCI Comm. Index Crude Oil Copper Wheat Nickel

A Closer Look at Sanctions 
The financial penalties imposed on Russia in response to the 
invasion could accelerate another longer-term transition—toward a 
less centralised global financial system. The initial round of sanctions 
included several unprecedented steps, such as freezing Russia’s foreign 
currency reserves at the Fed and other cooperating central banks and 
banning some Russian banks from the SWIFT (Society for Worldwide 

The War in Ukraine Is Feeding Commodity Inflation Worldwide 

International Financial Telecommunications) financial messaging 
system. As long as sanctions remain limited to Russia and its closest 
allies, they appear to pose limited risks to the global economy. But that 
might not be the case if secondary sanctions were imposed on other 
countries, particularly China, in response to actions perceived as aiding 
the Kremlin’s war effort.
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Investment Themes to Consider
Navigating Challenging Currents

Investment Idea Rationale

Defensive 
Positioning in 
Stocks

Earnings growth in the second half 
of 2022 could be challenged by 
slowing economies. Higher input 
costs also could cut into profit 
margins.

Inflation-Sensitive 
Stocks

While inflation is expected to decline 
from recent peaks, there are several 
factors that could keep upward 
pressure on prices. Unexpected 
interest rate hikes could cause 
downward pressure.

Flexible Fixed Income 

Investment Idea Rationale

Globally 
Diversified Bonds 

While the Fed and other major 
central banks are tightening, not all 
countries are at the same point in 
their monetary cycles. By taking 
advantage of divergence, investors 
may be able to diversify interest rate 
exposure.

High Yield Income  Higher interest rates and wider 
credit spreads (the additional yield 
over comparable U.S. Treasuries 
for bonds with credit risk) 
potentially create income 
opportunities for investors with the 
appropriate time horizons.

Fundamentals Matter

Investment Idea Rationale

Less Rate-
Sensitive Stocks

Higher interest rates could favor 
some value sectors, including 
financials. The growth style could be 
challenged by tough year-over-year 
earnings comparisons. 

Faster Growth in 
China and Other 
Emerging Markets 

China is expected to use economic 
stimulus to speed its recovery from 
COVID-19 lockdowns. Reopenings 
and less restrictive regulatory policies 
could support Chinese equities and 
help boost growth in other emerging 
markets.

Managing Through Geopolitical Risks

Investment Idea Rationale

Energy 
Infrastructure 

The war in Ukraine has pushed oil 
and gas prices higher. This could 
accelerate the shift to renewable 
energy sources and boost investment 
in electrical grids and new energy 
storage technologies.

For illustrative purposes only. This is not intended to be investment advice or a recommendation to take any particular investment action.
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Additional Disclosures 

FactSet – Financial data and analytics provider FactSet. Copyright © 2022 FactSet. All Rights Reserved.

Haver Analytics/J.P. Morgan – (Ministry of Health, Labour & Welfare, Statistical Office of the 
European Communities, Bureau of Labor Statistics, U.S. Bureau of Labor Statistics, U.S. Bureau of 
Economic Analysis, European Central Bank, Standard & Poor’s Bureau of Economic Analysis, 
Federal Reserve Board, Tax Policy Center and Citizens for Tax Justice, China National Bureau of 
Statistics, Bank of Korea)/Haver.

MSCI – MSCI and its affiliates and third party sources and providers (collectively, “MSCI”) makes no 
express or implied warranties or representations and shall have no liability whatsoever with respect 
to any MSCI data contained herein. The MSCI data may not be further redistributed or used as a 
basis for other indices or any securities or financial products. This report is not approved, reviewed, 
or produced by MSCI. Historical MSCI data and analysis should not be taken as an indication or 
guarantee of any future performance analysis, forecast or prediction. None of the MSCI data is 
intended to constitute investment advice or a recommendation to make (or refrain from making) 
any kind of investment decision and may not be relied on as such.

Important Information

This material is being furnished for general informational purposes only. The material does not 
constitute or undertake to give advice of any nature, including fiduciary investment advice, nor is it 
intended to serve as the primary basis for an investment decision. Prospective investors are 
recommended to seek independent legal, financial and tax advice before making any investment 
decision. T. Rowe Price group of companies including T. Rowe Price Associates, Inc. and/or its 
affiliates receive revenue from T. Rowe Price investment products and services. Past performance 
is not a reliable indicator of future performance. The value of an investment and any income from it 
can go down as well as up. Investors may get back less than the amount invested.

The material does not constitute a distribution, an offer, an invitation, a personal or general 
recommendation or solicitation to sell or buy any securities in any jurisdiction or to conduct any 
particular investment activity. The material has not been reviewed by any regulatory authority in any 
jurisdiction.

Information and opinions presented have been obtained or derived from sources believed to be 
reliable and current; however, we cannot guarantee the sources' accuracy or completeness. There 
is no guarantee that any forecasts made will come to pass. The views contained herein are as of 
June 2022 and are subject to change without notice; these views may differ from those of other 
T. Rowe Price group companies and/or associates. Under no circumstances should the material, in 
whole or in part, be copied or redistributed without consent from T. Rowe Price.

The material is not intended for use by persons in jurisdictions which prohibit or restrict the 
distribution of the material and in certain countries the material is provided upon specific request.

Australia – Issued by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), 
Level 50, Governor Phillip Tower, 1 Farrer Place, Suite 50B, Sydney, NSW 2000, Australia. 

© 2022 T. Rowe Price. All Rights Reserved. T. ROWE PRICE, INVEST WITH CONFIDENCE, and the 
Bighorn Sheep design are, collectively and/ or apart, trademarks of T. Rowe Price Group, Inc.




