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2022 MARKET REVIEW

Inflation, the Fed, and falling stocks
marked 2022

By Gene Walden, Senior Finance Editor | 01/10/2023
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Materials & Energy Research; Matthew Finn, CFA, Head of Equity Mutual Funds;
and Jeff Branstad, CFA, Model Portfolio Manager

In a nutshell

% Change
Dec. 31, 2021 Sept. 30, 2022 Dec. 31, 2022 ° 9 % Change year

quarter
S&P 500 Index 4,766.18 3,585.62 3,839.50 7.08% -19.44%
mzfm Composite 15,644.97 10,575.62 10,466.48 -1.03% -33.10%
MSCI EAFE Index 2,336.07 1,661.48 1,943.93 17.00% -16.79%
US 10-Yr Treasury 1.51% 3.80% 3.88% N/A N/A
Oil (West Texas 75.21 79.49 80.26 0.97% 6.71%

Intermediate)

Source: FactSet, Morningstar. Performance quoted for the S&P 500 Index exclude dividends.

2022 was the year of inflation and the Federal Reserve (Fed). The
combination of the two - rising prices and a tightening monetary policy -
contributed to a slowing economy, rapidly rising interest rates, and
significant losses in the stock market. The war in Ukraine also contributed to
global economic adversity, particularly in Europe.
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The Fed raised rates 0.5% in December, bringing the total increase for the year to
4.25%. The hikes have helped slow the economy, while raising rates on credit
cards and other debt. Rising mortgages rates have also put a damper on home
sales. Thirty-year mortgages have climbed more than 3%, from 3.11% at the end of
2021 to 6.42% at the close of 2022, according to the Fed. On the flip side, savers
and investors are now earning a better return on their savings and bond
investments, with yields climbing more than 2% on 10-year Treasuries.

But while inflation continues to impact the economy, the Fed’s monetary tightening
efforts have started to have an effect on prices. The Consumer Price Index (CPI), a
common measure of inflation, was up just 0.1% over the previous month in
November, according to the December 13 report from Bureau of Labor Statistics
(BEA). Over the previous 12 months through November, the cost of goods and
services, as measured by CPI, increased by 7.1%. That was the lowest 12-month
increase since December 2021.

Excluding food and energy, the CPI increased just 6.0% over that 12-month period.
The energy index jumped 13.1% during that period, while the food index rose
10.6%. However, both increases were smaller than for the 12-month period ending
the previous month.

Despite the rate hikes, gross domestic product (GDP) growth was strong in the 3"
quarter, up 3.2%, after a 0.6% decline in the 2" quarter. According to the BEA, the
3 quarter increase was due primarily to an upsurge in exports and rising
consumer health care expenditures.

Employment has remained strong, with job growth reaching 24 consecutive months
in December. However, wage growth has slowed, with average earnings increasing
by just 0.3% in December.

Fed Chair Jerome Powell has indicated that the rate hikes will continue until
inflation is under control, with more increases expected during the first two quarters
of 2023.

The higher rates have already affected the once-thriving manufacturing sector.
Manufacturing activity declined in December for the second straight month after 30
consecutive months of growth, according to the Institute for Supply Management
(ISM) report issued January 2. Aside from growth in the energy and metals
industries, all 13 other industries reported a slow-down in activity. On the positive
side, delivery times have improved, and prices have retreated modestly.
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Drilling down

U.S. stocks down nearly 20% in 2022

Even after a 7.08% gain in the 4" quarter, the S&P 500® Index was down 19.44%
for all of 2022, from 4,766.18 at the end of 2021 to 3,839.50 at the 2022 close. The
total return of the S&P 500 (including dividends) was down 18.11%. (The S&P 500
is a market-cap-weighted index that represents the average performance of a
group of 500 large capitalization stocks.)

The tech-heavy NASDAQ Index fared even worse than the S&P 500 in 2022. It
was down 33.10% for the year, from 15,644.97 at the end of 2021 to 10,466.48 at
the close of 2022. (The NASDAQ — National Association of Securities Dealers
Automated Quotations — is an electronic stock exchange with more than 3,300
company listings.)

S&P 500 Index
January 1, 2022 — December 31, 2022
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Retail sales up

Retail sales were up 6.5% over a year ago in November, as the economy
recovered from the pandemic, according to the Department of Commerce retail
report issued December 15. Total sales for the three-month period of September
through November were up 7.7% from the same period a year ago. However, sales
were down 0.6% from the previous month in November, as the effects of the Fed
rate cut took its toll on the economy.

Building material sales were down 2.5% in November from the previous month but
up 3.6% from a year earlier, while department store sales were down 2.9% for the
month and down 3.0% from a year earlier. Auto sales were down 2.6% from the
previous month but up 0.5% from a year earlier. Non-store retailers (primarily
online) were down 0.9% from the previous month, but up 7.7% from a year earlier.
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With consumers returning to restaurants and bars, sales at food services and
drinking establishments were up 0.9% from the previous month, and up 14.1%
from a year earlier.

Job market remains strong

The economy added 223,000 new jobs in December, according to the Employment
Situation Report issued January 6 by the Department of Labor. It was the

24" consecutive month of job growth in the U.S. For the year, the economy added
4.5 million jobs.

The growth in new jobs has continued unabated despite the Fed’s efforts to cool off
the economy by tightening the money supply. The unemployment rate dropped to
just 3.5% in December, matching a 54-year low, as more individuals entered the
work force.

Although wages continued to rise, earnings increased by just 0.3% in December,
with average hourly earnings increasing by just $0.09 for the month to $32.82.
Over the past 12 months, wages have increased by 4.6%.

Energy & Ultilities lead 2022 market

The Energy sector of the S&P 500 was up 65.72% in 2022 to lead all sectors, while
Utilities was up 1.57%. The other nine sectors were in negative territory. Falling the
furthest were Communications Services, down 39.89%, and Consumer
Discretionary, down 37.03%.

The chart below shows the results of the 11 sectors for the past month, 4"
quarter, and all of 2022:
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S&P 500 sectors

December 2022 returns 4th quarter 2022 returns 2022 returns
Utilities -0.53% 8.64% 1.57%
Health Care -1.91% 12.80% -1.95%
Consumer Staples -2.82% 12.72% -0.62%
Energy -2.94% 22.81% 65.72%
Industrials -2.97% 19.22% -5.48%
Real Estate -4.83% 3.82% -26.13%
Financials -5.23% 13.61% -10.53%
Materials -5.56% 15.05% -12.27%
Comm Services -7.84% -1.38% -39.89%
Information Technology -8.37% 4.74% -28.19%
Consumer Discretionary -11.26% -10.18% -37.03%
S&P 500 total return -5.76% 7.56% -18.11%

Source: Morningstar

Treasury yields rise in 2022

With the Fed raising rates persistently throughout the year, bond yields rose
significantly in 2022. The yield on 10-year U.S. Treasuries climbed more than 2%
for the year, from 1.51% at the end of 2021 to 3.88% at the close of 2022. For the
month of December, the yield edged up 0.18%.

U.S. Treasury 10-year bond yields
January 1, 2022 — December 31, 2022
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Corporate earnings falter in 4t quarter

Corporate earnings projections for the S&P 500 declined 2.63% in the 41" quarter,
as the monetary tightening polices of the Fed continued to take the air out of the
economy. But for the year, the forward 12-month projected earnings edged up
3.19%.
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S&P 500 Index — Forward 12-month earnings per aggregate share
January 1, 2022 — December 31, 2022
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Forward P/E ratio falls in 2022

The forward 12-month price-earnings ratio (P/E) of the S&P 500 fell from 20.96 at
the end of 2021 to 16.65 at the close of 2022. A lower P/E means stocks are less
expensive relative to their earnings per share. But the downward trend in corporate
earnings expectations has contributed to the declining valuations in stock prices.

S&P 500 Index — Forward 12-month price/earnings ratio
January 1, 2022 — December 31, 2022
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The forward 12-month earnings yield for the S&P 500, which is the inverse of the
P/E, ended the year at 6.01%. That is well above the 4.77% at the close 2021. The
12-month forward earnings yield can be helpful in comparing equity earnings yields
with current bond yields. Although bond yields have increased significantly this
year, the 6.01% earnings yield is still well above the 3.88% market rate of 10-year

U.S. Treasuries.
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S&P 500 Index — Forward 12-month earnings yield
January 1, 2022 — December 31, 2022
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Dollar gains vs. Euro and Yen in 2022

After reaching a 20-year high versus the Euro and Yen, the dollar retreated in the

4™ quarter against both currencies. The Euro appreciated 8.94% versus the dollar
for the quarter. However, for the year, the Euro has depreciated 6.15% versus the
dollar, due, in part, to the impact that the war in Ukraine has had on the European

economy.

Euro/U.S. Dollar exchange rate
January 1, 2021 — December 31, 2022
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The dollar also dropped versus the Yen in the 4" quarter, depreciating 8.84%
against the Yen. For the year, however, the dollar made a significant gain versus
the Yen, up 14.58%. The increase in the relative value of the dollar has been
attributed to the Fed’s intensive monetary tightening policy versus a relatively loose
monetary policy by the Bank of Japan.
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U.S. Dollar/Japanese Yen exchange rate
January 1, 2021 — December 31, 2022
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Qil prices stabilize

After a mid-year spike, oil prices remained fairly stable through the 4" quarter as
the global economy slowed. The price of West Texas Intermediate, a grade of
crude oil used as a benchmark in oil pricing, ended the 4" quarter up less than a
dollar per barrel higher than its 3" quarter closing price. For the year, the price
increased 6.71% from $75.21 at the end of 2021 to $80.26 at the close of 2022.

Gasoline prices ended the year lower than they started. The average price per
gallon dropped 16.41% in the 4™ quarter to end the year at $3.20 per gallon, which
was 5.10% below the $3.38 pump price at the end of 2021.

Qil price — West Texas Intermediate
January 1, 2021 — December 31, 2022
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Gold prices slipped slightly in 2022

After a strong 4" quarter, the price of gold ended the year almost exactly where it
started. Gold was up 9.22% in the 4" quarter to end the year at $1,826.20 per
ounce — just $2.40 below its 2021 closing price of $1,828.60.
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Price of gold
January 1, 2021 — December 31, 2022
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International equities finish strong

International equities had a strong 4™ quarter, as the MSCI EAFE Index rallied
17.00%. But for the year, the index experienced a decline similar to the U.S.
market, as economies around the world were stymied by the effects of rising
inflation. For the year, the index, which tracks developed-economy stocks in
Europe, Asia, and Australia, was down 16.79%, from 2,336.07 at the end of 2021 to
1,943.93 at the close of 2022.

MSCI EAFE Index
January 1, 2022 — December 31, 2022
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What can you expect from the economy and the markets in 20237 See: The
Thrivent 2023 Outlook, by Steve Lowe, Chief Investment Strategist.

Media contact: Callie Briese, 612-844-7340; callie.briese@thrivent.com
All information and representations herein are as of 01/10/2023, unless otherwise noted.
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The views expressed are as of the date given, may change as market or other conditions change, and
may differ from views expressed by other Thrivent Asset Management, LLC associates. Actual
investment decisions made by Thrivent Asset Management, LLC will not necessarily reflect the views
expressed. This information should not be considered investment advice or a recommendation of any
particular security, strategy or product. Investment decisions should always be made based on an
investor's specific financial needs, objectives, goals, time horizon, and risk tolerance.

Any indexes shown are unmanaged and do not reflect the typical costs of investing. Investors cannot
invest directly in an index.

Past performance is not necessarily indicative of future results.

Related insights

JUNE 2023 MARKET UPDATE

Debt crisis averted while tech stocks surge

The debt ceiling debate weighed on markets over the month of May, but a last-minute

agreement by Congress and the President helped lift the equities market—with technology-
related stocks leading the way.

06/07/2023

Commercial real estate challenges

impacting markets

Concern is growing over the commercial real estate (CRE) market, its impact on CRE loans,

and ultimately its potential effects on financial institutions, capital markets, and the overall
economy.

05/26/2023

https://fp.thriventfunds.com/insights/market-updates/2022-market-review-inflation-the-fed-and-falling-stocks-marked-2022.html 10/13


https://fp.thriventfunds.com/insights/market-updates/june-2023-market-update-debt-crisis-averted-while-tech-stocks-surge.html
https://fp.thriventfunds.com/insights/market-updates/commercial-real-estate-challenges-impacting-markets.html

6/20/23, 2:04 AM 2022 Market Review: Inflation, the Fed, and falling stocks marked 2022 | Thrivent

Inflation — Persistency, market impact,
and portfolio implications

Inflation has been by far the most important economic variable affecting markets over the past
two years. Investors are now grappling with how to incorporate this new reality into their
personal financial and investment strategies after decades of disinflation, which at times has

bordered on actual deflation.

05/05/2023

MAY 2023 MARKET UPDATE

Big tech earnings growth drives market
gains

Despite ongoing economic headwinds, the stock market remained resilient in April, with a
handful of tech giants leading the way. Microsoft, Google, and Meta all reported results above

consensus expectations in late April.

05/05/2023
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PRIVACY & SECURITY Thrivent Distributors, LLC © 2023.

Call us. We're here to help. 800-521-5308
Monday through Friday: 8 a.m. to 5 p.m. Central time.

Check the background of Thrivent Distributors, LLC on FINRA's BrokerCheck.

Investing involves risks, including the possible loss of principal. The prospectus and
summary prospectus contain more complete information on the investment objectives,
risks, charges and expenses of the fund, and other information, which investors should read
and consider carefully before investing. Download Thrivent Mutual Funds, Thrivent ETFs,
Thrivent Variable Portfolios and Thrivent Interval Funds prospectuses, and when available
summary prospectuses, or call 800-521-5308.

No communication or content, including investment analysis tools and information about the
Thrivent’s investment products, on this website is intended to provide investment advice or
recommendations of any kind nor is it a solicitation to buy or an offer to sell any security and may
not be relied upon as such. The information provided is also not intended as a source for tax, legal
or accounting advice. Please consult with a legal and/or tax professional for specific information
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regarding your individual situation. Thrivent Distributors, LLC has undertaken no review of the
individual circumstances of any investor and makes no representations with respect to the suitability
of any investment for a particular investor.

Thrivent Distributors, LLC, member_ FINRA/SIPC, is the distributor for Thrivent Mutual Funds,
Thrivent Variable Portfolios, and Thrivent Interval Funds. ALPS Distributors, Inc., member FINRA, is
the distributor for Thrivent ETFs. Asset management services for the Thrivent Mutual Funds,
Thrivent Interval Funds and Thrivent ETFs are provided by Thrivent Asset Management, LLC, an
SEC-registered investment adviser. Thrivent, an SEC-registered investment adviser, provides asset
management services for the Thrivent Variable Portfolios. Thrivent Distributors, LLC, and Thrivent
Asset Management, LLC are subsidiaries of Thrivent, the marketing name for Thrivent Financial for
Lutherans. ALPS Distributors, Inc. is not affiliated with Thrivent or any of its subsidiaries.

For U.S. investors only. This site is intended for financial professionals.
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