
 
 
 
   
 
 
 
 
 
 

 

 
   

 

 
 

 
 

 
 

 

 
 

 

  

April 15, 2022 

Q1 performance:  
Unprecedented and unwelcome, but not alarming 
Since the launch of the MSCI Emerging Markets Index in 1988, six major market indices have never all had a 
simultaneously negative quarterly return — until now. In the first quarter of 2022, investment-grade taxable and 
municipal bonds, U.S. stocks, measured by the S&P 500 index, developed foreign stocks (MSCI EAFE Index), 
emerging foreign stocks (MSCI Emerging Markets Index) and U.S. real estate investment trusts (REITs — Dow 
Jones U.S. Select REIT Index) all posted losses, ranging from a -3.7% loss for REITs to a -6.9% loss for 
emerging markets stocks. Additionally, bonds posted their worst total return ever over the time horizon we 
reviewed, with high-quality taxable and municipal bonds losing -5.9% and -6.2%, respectively, worse than the 
“mere” -4.6% dip for the S&P 500.  

As investors, we must consider the odds of this pattern continuing and steps we can take to manage risk and 
reward in this unique environment. 

A confluence of unique events to kick off 2022 pressured global stocks and bonds. First was the U.S. Federal 
Reserve’s (Fed) pivot to fight inflation by ending its asset purchase program and raising interest rates. By the end 
of the quarter, market prices reflected more than seven interest rate increases of 0.25% each in 2022. This 
pressured bond prices as a group and depressed investor sentiment for lower-quality bonds, further lowering 
investor returns. This event also hit investor sentiment for equities, with prices relative to expected earnings falling 
in the quarter. Higher prices from the Russia/Ukraine conflict increased investor fears of diminished profit 
margins, leading to further declines in sentiment measures. For now, there is little change in earnings 
expectations for 2022 as the U.S. economy recovers from the Omicron variant of the coronavirus, the labor 
market remains strong and business activity grows. 

Six major asset classes declining in the same quarter has never happened dating to 1988. However, in eight 
instances, five of the six experienced negative total returns (first quarter 1990, first quarter 2005, second and third 
quarters 2008, second quarter 2013, fourth quarter 2016, first quarter 2018 and first quarter 2020) This only 
happened back-to-back once, in 2008, as we battled the global financial crisis. The other periods generally saw 
some recovery, with the average next quarter return for most asset classes in positive territory. Emerging markets 
and REITs were exceptions due to large outlier negative returns during the 2008-2009 financial crisis, which also 
reduced the average subsequent quarterly returns for all asset classes.  

Investment products and services are: 
NOT A DEPOSIT • NOT FDIC INSURED • MAY LOSE VALUE • NOT BANK GUARANTEED • NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY 

[ 1 ] Important disclosures provided on page 3. 



 
 
 
 

 

 

 
  

 
 

 

    

    

    

    

   

    

 

 
 

 
 

 

 

 

 
 

 

 

 

 

 

Asset classes under pressure 

1Q 2022 return Average return for 
8 selected quarters* 

Worst return of 
8 selected quarters* 

Bloomberg Aggregate Bond Index -5.93% -0.80% -2.98% 

Bloomberg Municipal Bonds Index -6.23% -1.31% -3.62% 

S&P 500 Index -4.60% -3.73% -19.60% 

MSCI EAFE Index -5.79% -8.47% -22.72% 

MSCI Emerging Markets Index -6.92% -8.38% -26.86% 

Dow Jones U.S. Select REIT Index -3.71% -6.65% -28.52% 

*Average and worst calculations include eight quarters where five of the six asset classes posted negative returns: 1Q 1990, 1Q 2005,  
2Q and 3Q 2008, 2Q 2013, 4Q 2016 and 1Q 2018. 
Source: U.S. Bank analysis, Factset data: Data period: January 1, 1988, to March 31, 2022. 

While history provides us some guide to what the future may hold, we must consider the differences in this market 
and economic environment and how best to position portfolios. The Fed is on a path to raise interest rates to 
battle inflation. Inflation pressures appear likely to remain above average for much of the year due to supply 
constraints on labor, energy, raw materials and semiconductors. The economy is reopening from coronavirus-
induced shutdowns, and we see evidence of pent-up demand for leisure travel and services. However, higher 
prices may present a challenge to business profit margins, because companies must raise prices to compensate 
for higher wages and raw materials costs. Limitations on corporate pricing power could damage earnings 
prospects.  

Given this confluence of uncertainty and the challenge of higher interest rates and above-average inflation, we 
prefer strategies with rising cash flows and rising income streams. Global infrastructure and bank loans are two 
investment strategies that meet these criteria. Global infrastructure comprises sectors such as utilities, 
transportation, energy storage, cell towers and data centers. Bank loans are loans to lower-quality companies 
where the income paid adjusts based on changes in short-term lending rates. Global infrastructure investments 
generally provided positive performance in the first quarter, with the Dow Jones Brookfield Global Infrastructure 
Index gaining 3.2%. Bank loans saw solid though slightly negative performance; the S&P/LSTA U.S. Leveraged 
Loan 100 Index lost 0.2%. 

Coincidence of poor performance is unusual across major fixed income, equity and real asset classes. However, 
the occurrence does not portend a difficult future. It is important to understand the current and possible future 
market conditions to best position portfolios for these challenging environments. For now, the economic backdrop 
is one of slower but still positive growth and above-average inflation. Given this environment, we are tilting 
portfolios toward strategies with cash flows that benefit from inflation, including global infrastructure and bank 
loans. As market conditions evolve, we will update portfolio strategies and share our perspective.  
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This information represents the opinion of U.S. Bank Wealth Management. The views are subject to change at any time based 
on market or other conditions and are current as of the date indicated on the materials. This is not intended to be a forecast of 
future events or guarantee of future results. It is not intended to provide specific advice or to be construed as an offering of 
securities or recommendation to invest. Not for use as a primary basis of investment decisions. Not to be construed to meet 
the needs of any particular investor. Not a representation or solicitation or an offer to sell/buy any security. Investors should 
consult with their investment professional for advice concerning their particular situation. The factual information provided has 
been obtained from sources believed to be reliable, but is not guaranteed as to accuracy or completeness. U.S. Bank is not 
affiliated or associated with any organizations mentioned. 

Based on our strategic approach to creating diversified portfolios, guidelines are in place concerning the construction of 
portfolios and how investments should be allocated to specific asset classes based on client goals, objectives and tolerance 
for risk. Not all recommended asset classes will be suitable for every portfolio. Diversification and asset allocation do not 
guarantee returns or protect against losses. Past performance is no guarantee of future results. All performance data, while 
obtained from sources deemed to be reliable, are not guaranteed for accuracy. Indexes shown are unmanaged and are not available 
for direct investment. The S&P 500 Index consists of 500 widely traded stocks that are considered to represent the performance of 
the U.S. stock market in general. The MSCI EAFE Index includes approximately 1,000 companies representing the stock 
markets of 21 countries in Europe, Australasia and the Far East (EAFE). The MSCI Emerging Markets Index is designed to 
measure equity market performance in global emerging markets. The Bloomberg Barclays Aggregate Bond Index is a broad-
based benchmark that measures the investment grade, U.S. dollar denominated, fixed-rate taxable bond market, including 
Treasuries, government-related and corporate securities, mortgage-backed securities, asset-backed securities and 
commercial mortgage-backed securities. The Bloomberg Barclays U.S. Municipal Index covers the USD-denominated long-
term tax-exempt bond market. The index has four main sectors: state and local general obligation bonds, revenue bonds, 
insured bonds and pre-refunded bonds. The Dow Jones U.S. Select REIT Index measures the performance of publicly traded 
Real Estate Investment Trusts (REITs) and REIT-like securities. The Dow Jones Brookfield Global Infrastructure Index is designed 
to measure the performance of pure-play infrastructure companies domiciled globally. The index covers all sectors of the infrastructure 
market. To be included in the index, a company must derive at least 70% of cash flows from infrastructure lines of business. The 
S&P/LSTA (Loan Syndications and Trading Association) Leveraged Loan 100 Index is designed to measure the performance 
of the U.S. leveraged loan market based upon market weightings, spreads, and interest payments. The index is composed of 
loans bought by institutional investors that have partnered with S&P Global Market Intelligence’s Leveraged Commentary & 
Data (LCD). Index constituents are market-value weighted, subject to a single loan facility weight cap of 2%.  

Equity securities are subject to stock market fluctuations that occur in response to economic and business developments. 
International investing involves special risks, including foreign taxation, currency risks, risks associated with possible differences 
in financial standards and other risks associated with future political and economic developments. Investing in emerging markets 
may involve greater risks than investing in more developed countries. In addition, concentration of investments in a single 
region may result in greater volatility. Investing in fixed income securities are subject to various risks, including changes in 
interest rates, credit quality, market valuations, liquidity, prepayments, early redemption, corporate events, tax ramifications 
and other factors. Investment in debt securities typically decrease in value when interest rates rise. This risk is usually greater 
for longer-term debt securities. Investments in lower-rated and non-rated securities present a greater risk of loss to principal 
and interest than higher-rated securities. Investments in high yield bonds offer the potential for high current income and 
attractive total return, but involve certain risks. Changes in economic conditions or other circumstances may adversely affect a 
bond issuer's ability to make principal and interest payments. The municipal bond market is volatile and can be significantly 
affected by adverse tax, legislative or political changes and the financial condition of the issues of municipal securities. Interest 
rate increases can cause the price of a bond to decrease. Income on municipal bonds is free from federal taxes, but may be 
subject to the federal alternative minimum tax (AMT), state and local taxes. There are special risks associated with investments 
in real assets such as commodities and real estate securities. For commodities, risks may include market price fluctuations, 
regulatory changes, interest rate changes, credit risk, economic changes and the impact of adverse political or financial 
factors. Investments in real estate securities can be subject to fluctuations in the value of the underlying properties, the effect 
of economic conditions on real estate values, changes in interest rates and risks related to renting properties (such as rental 
defaults). 
U.S. Bank and its representatives do not provide tax or legal advice. Your tax and financial situation is unique. You should 
consult your tax and/or legal advisor for advice and information concerning your particular situation. 

Member FDIC. ©2022 U.S. Bank 
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