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Economy
Overview & Outlook

Ec
on

om
y Risks:

Persistently high inflation could lead to the FOMC going
“too far too fast” as they raise the Fed funds rate. It is unclear
how higher interest rates, including mortgage rates, will
impact the broader economy, particularly as supply-side
constraints have yet to fully clear.

Opportunities:
Despite higher interest rates, financial conditions
remain very accommodative. As such, should global
supply-side constraints clear faster and labor force
participation increase more than we expect, growth
could be faster than expected in 2022.

Omicron Will Leave Its Mark On Q1 Growth
The initial estimate from the BEA shows real GDP grew at an annualized rate of
6.9 percent in Q4 2021, well ahead of expectations. That beat, however, was
mainly a function of a substantial build in nonfarm business inventories, which
added 4.9 percentage points to top-line real GDP growth. With the release of
the Q4 data, we have a first look at full-year 2021 growth, with real GDP growing
by 5.7 percent. While this is the fastest annual growth since 1984, it follows a 3.4
percent contraction in 2020, the largest annual contraction on record.1

Higher frequency spending and mobility trackers and survey data suggest the
rapid and wide spread of the Omicron variant led to a sharp pullback in
economic activity in January. With case counts fading, economic activity
should pick back up, particularly consumer spending on services. As such, we
look for Q1 to end on a stronger note than it began on, but the net effect will
likely be real GDP growth of less than 2.0 percent for Q1. For full-year 2022,
however, we continue to expect real GDP growth slightly above 4.0 percent.
The ISM Manufacturing Index fell to 57.6 percent in January from 58.8 percent
in December, but nonetheless signals further expansion in the factory sector.
Survey respondents consistently pointed to labor supply issues – increased
absenteeism, retention of current workers, and inability to hire new workers –
as holding down growth in output. At the same time, price pressures for non-
labor inputs remain intense.2

The Consumer Price Index (CPI) shows inflation rose to 7.5 percent in January,
the highest rate since February of 1982, with core inflation running at 6.0
percent. Part of the increase in inflation in January reflects technical issues, but
part also reflects faster growth in rents and medical care costs.3

Labor Market “On Fire”? Maybe Not So Much
Total nonfarm employment rose by 467,000 jobs in January, far better than
expected, and at the same time prior estimates of job growth in November and
December were revised up by a net 709,000 jobs for the two-month period.3 While
many analysts, and market participants, simply took those numbers and ran with
them, the details of the data show those outsized job growth numbers had more
to do with seasonal adjustment than with actual job growth.
The labor force participation rate rose to 62.2 percent in January, the highest
rate since March 2020.3 That said, participation remains well below pre-pandemic
norms, and while we expect the participation rate to rise further in 2022, we do
not expect it to return to the pre-pandemic rate through our forecast horizon.
 Average hourly earnings rose by 0.7 percent in January, leaving them up 5.7
percent year-on-year. Wage growth has accelerated across industry groups and
across workers of all skill levels, led by leisure and hospitality services.3

Lofty headline job growth numbers notwithstanding, the January employment
report did nothing to alter our view of labor market conditions. The labor market
very much remains a seller’s market, with over ten million open jobs across the
U.S. economy. While robust wage growth will continue to draw people back into
the labor force, labor supply will remain challenging for firms in 2022.
Elevated inflation and tightening labor market conditions will prompt the FOMC
to begin raising the Fed funds rate sooner than had been expected at the start of
2022, with March the likely lift-off date, with the Fed balance sheet likely to begin
winding down this summer. The FOMC’s estimate of a “neutral” funds rate is 2.50
percent, which we think should be kept in mind when forming expectations of
how far the FOMC will go during this rate-hike cycle.

Source: 1) Bureau of Labor Statistics (BLS); 2) Institute for Supply Management (ISM)
See important disclosure at the end of this presentation.

Contraction ExpansionNo Growth
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New York Fed Weekly Economic Index

Source: Prepared by Regions Asset Management using data from FactSet
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Unemployment
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Fixed Income

Please see important disclosure at the end of this presentation

Overview & Outlook
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Bearish Bullish

Summary View: Underweight
• After a challenging 2021, we expect more of the same for core investment-grade fixed income exposure in the

coming year as a sustained economic recovery and persistent inflationary pressures spur the Federal Open
Market Committee (FOMC) to hike short-term interest rates. Our baseline forecast calls for four quarter-point
hikes to the Fed funds rate in the coming year, with the first likely coming in March, but we can’t rule out a
fifth 25 basis point hike as we expect higher services costs to balance out falling goods prices.

• Tapering of the FOMC’s bond purchases is expected to be completed by March. Tapering isn’t tightening
monetary policy, a distinction FOMC Chair Jerome Powell has made clear, but hikes to the Fed funds rate are
also now expected to commence in March and bond investors continue to fear that the Fed is behind the
curve when it comes to fighting inflation. This backdrop is a tenuous one and could lead to heightened
volatility in interest rates.

• Yields on U.S. Treasuries and comparable European sovereign bonds have moved sharply higher to begin
2022. We expect upward pressure on yields to remain a global phenomenon throughout much of 2022 as
central banks normalize monetary policies and economic recovery takes root in Europe, specifically.

• We remain constructive on emerging market debt, but these bonds tend to be longer duration assets and are
sensitive to movements in long-term U.S. Treasury yields. Exposure must be right-sized due to heightened
volatility and larger potential drawdowns when outflows occur.

Risks: Facing the prospect of falling short of required hurdle rates or inflation, investors increase allocations to
riskier pockets of the fixed income market, taking on excess volatility and risking larger potential drawdowns.

Yields as  of February 28, 2022

US Treasuries

3-month 0.32%

2-year 1.44%

5-year 1.72%

10-year 1.83%

30-year 2.17%

Source: Prepared by Regions Asset Management using data from Morningstar and FactSet. 

Total Return

YTD 
2/28/2022 2021 2020 2019 2018 2017

Barclays US Agg Bond TR USD -3.25% -1.54% 7.51% 8.72% 0.01% 3.54%

Barclays High Yield Corp TR USD -3.73% 5.28% 7.11% 14.32% -2.08% 7.50%

Barclays Global Agg Ex USD TR -3.04% -7.05% 10.11% 5.09% -2.15% 10.51%

Barclays US Treasury US TIPS -1.19% 5.96% 10.99% 8.43% -1.26% 3.01%
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Target Fed Rate Probabilities for 12/14/2022

Source: Prepared by Regions Asset Management using data from the CME Group.
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Fed’s First Hike Typically Precedes Next Recession by 5 Years

Source: Prepared by Regions Asset Management.
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Tactical Fixed Income Allocation Decisions

Please see important disclosure at the end of this presentation

Taxable

Tactical Fixed Income 
Allocation Outlook

Strategic 
Target

Tactical 
Target Rationale

Domestic Investment Grade
(Barclays US Aggregate) Overweight 80.00% 85.00%

• After a challenging 2021, we expect more of the same for core investment-grade fixed
income exposure in the coming year as a sustained economic recovery and persistent
inflationary pressures spur the Federal Open Market Committee (FOMC) to hike short-
term interest rates. We expect at least four quarter-point hikes to the Fed funds rate in
the coming year, with the first likely coming in March.

• The FOMC announced the tapering of bond purchases by $15B per month starting in
November and doubled that amount to $30B per month starting in January, with
tapering now expected to be completed by March. Tapering isn’t tightening monetary
policy, a distinction FOMC Chair Jerome Powell has made clear, but hikes to the fed
funds rate are now expected by March as bond investors continue to fear that the Fed
is behind the curve when it comes to fighting inflation. This backdrop is a tenuous one
and could lead to heightened volatility in interest rates.

• We continue to recommend a duration profile below that of the Bloomberg Aggregate
Bond Index to mitigate interest rate risk and reduce portfolio volatility and prefer short
duration investment-grade corporate bonds relative to short-term Treasuries.

International
(Barclays Global Agg ex 
USD)

Underweight 10.00% 5.00%

• A Eurozone economic recovery and persistently elevated energy prices due to a
potential Russian invasion of Ukraine could put upward pressure on European
sovereign yields. While we expect a ‘dovish’ European Central Bank (ECB) to offset
some of that pressure and keep rates relatively low, the risk is to the upside near-term
as the ECB may need to get ‘hawkish’ to combat higher energy prices/inflation.
Developed market sovereign bonds continue to hold little appeal, in our view.

• Emerging market debt issued in U.S. dollars continues to offer an attractive risk/return
profile if sized appropriately within a broadly diversified portfolio.

High Yield
(Barclays US Corp High 
Yield)

Neutral 10.00% 10.00%

• High yield corporate bonds are appealing versus investment-grade fixed income, but
exposure must be sized appropriately. The yield on the 10-year U.S. Treasury sits at
1.9% or thereabouts, and the yield-to-worst (YTW) on the investment-grade corporate
index is 2.9%, making it difficult to replace the 5.4% yield-to-worst (YTW) turned off by
the Bloomberg High Yield Index.

• High yield bonds carry a lower duration than their investment-grade brethren, a trait
that generated sizable outperformance in 2021 and one investors should covet if long-
term Treasury yields continue to climb as we expect them to in the coming year.

• Defaults should remain low, and investors have limited alternatives to generate
income elsewhere within fixed income.
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Market Returns

Please see important disclosure at the end of this presentation
Source: Morningstar

Equities

YTD as of 
2/28/22

Trailing 3 
Months
2/28/22

2021 2020 2019 2018 2017 2016

S&P 500 Index (Large Cap Stocks)     -8.01% -3.89% 28.71% 18.40% 31.49% -4.38% 21.83% 11.96%

S&P 500 (Large Cap Growth) -12.49% -10.32% 32.01% 33.47% 31.13% -0.01% 27.44% 6.89%

S&P 500 (Large Cap Value) -3.04% 3.79% 24.90% 1.36% 31.93% -8.95% 15.36% 17.40%

Russell 2500 Index (Small to Mid Cap Stocks) -7.29% -4.25% 18.18% 19.99% 27.77% -10.00% 16.81% 17.59%

Russell Mid Cap TR USD -8.03% -4.28% 22.58% 17.10% 30.54% -9.06% 18.52% 13.80%

Russell 2000 Index (Small Cap Stocks) -8.66% -6.62% 14.82% 19.96% 25.52% -11.01% 14.65% 21.31%

MSCI ACWI Ex-US (Foreign Stocks, Net Return) -5.59% -1.69% 7.82% 10.65% 21.51% -14.20% 27.19% 4.50%

MSCI EAFE Index (Foreign Stocks, Net Return) -6.52% -1.73% 11.26% 7.82% 22.01% -13.79% 25.03% 1.00%

MSCI EM (Foreign Stocks, Net Return) -4.83% -3.04% -2.54% 18.31% 18.42% -14.58% 37.28% 11.19%

Fixed Income

Barclays US Agg Bond TR USD -3.25% -3.49% -1.54% 7.51% 8.72% 0.01% 3.54% 2.65%

Barclays Global Agg Ex USD TR -3.04% -3.11% -7.05% 10.11% 5.09% -2.15% 10.51% 1.49%

S&P National AMT-Free Municipal Bond Index -2.93% -2.93% 1.02% 4.95% 7.42% 1.01% 5.09% 0.36%

Barclays High Yield Corp TR USD -3.73% -1.93% 5.28% 7.11% 14.32% -2.08% 7.50% 17.13%

Barclays US Treasury US TIPS -1.19% -0.87% 5.96% 10.99% 8.43% -1.26% 3.01% 4.68%

FTSE Treasury Bill 3 Month (Money Market) 0.01% 0.02% 0.05% 0.58% 2.25% 1.86% 0.86% 0.33%

Diversified Strategies

HFRX Global Hedge Index -1.82% -1.36% 3.65% 6.81% 8.62% -6.72% 5.98% 2.50%
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Important Disclosure

While the commentary accurately reflects the opinions of the Analyst by whom it is written, it does not necessarily reflect those of Regions Bank or RIM. This publication is solely for information and educational purposes
and nothing contained in this publication constitutes an offer or solicitation to purchase any security, the recommendation of any particular security or strategy or a complete analysis of any security, company or industry
or constitutes tax, accounting or legal advice. Information is based on sources believed by RIM to be reliable but is not guaranteed as to accuracy by Regions Bank, RIM or any of their affiliates. Commentary and opinions
provided in this publication reflect the judgment of the authors as of the date of this publication and are subject to change without notice. Certain sections of this publication contain forward looking statements that are
based on the reasonable expectations, estimates, projections and assumptions of the authors, but forward-looking statements are not guarantees of future performance and involve risks and uncertainties, which are
difficult to predict. Investment ideas and strategies presented may not be suitable for all investors. No responsibility or liability is assumed by Regions Bank, RIM or their affiliates for any loss that may directly or indirectly
result from use of information, commentary or opinions in this publication by you or any other person.

Trust and investment management services are offered through Regions Wealth Management, a business unit of Regions Bank. The information contained herein was gathered from sources believed to be reliable but is
not guaranteed by Regions Bank nor is it to be considered all-inclusive. It is not meant to replace or supersede the information provided on your statement of account, which is the official record of all activity and balances
in your account for the period of time specified on the account statement. Further, the information does not purport to be a complete analysis of any security, company or industry mentioned. The rationales contained in
this presentation are the result of internal Working Groups and Committees within Regions Wealth Management, and does not necessarily reflect the opinion of Regions Bank or its affiliates. The rationales are included for
informative purposes only, and to provide thought processes behind the investment decisions made on behalf of some clients. Opinions regarding any securities and/or sectors mentioned are subject to change at any
time. Neither the information nor any opinion expressed shall constitute a solicitation for the purchase or sale of any security.

This proposal is intended for the sole use of the present or prospective client named and is not to be distributed to any other party. The presentation also may contain information concerning your current portfolio asset
allocation, if applicable, a selected portfolio asset allocation (or reallocation if you currently maintain a portfolio), including selected information concerning the proposed investment managers or investment vehicles to
be used for your portfolio, and certain types of analytical information concerning your proposed portfolio or certain broad market indices. The presentation is not intended as nor does it constitute tax or legal advice. You
should consult your own lawyer, accountant or other professional advisor when planning to implement a strategy. All charts presented are illustrations provided for informational purposes only and are not indicative of
present or future results. The presentation should not be considered to be investment advice. No guarantee is given that any specific investment or strategy referenced or described herein will be profitable or will achieve
results equal to or exceeding historical, simulated or hypothetical results presented. There is no guarantee that a diversified portfolio will outperform a non-diversified portfolio or assure a profit or protect against loss in
any given market environment. Some strategies may involve above average turnover which could negatively impact any net after tax gain experienced within a taxable account. The volatility of an index may be materially
different from the individual performance attained by a specific investor. Indices are unmanaged, and you cannot invest directly into an index. Index returns do not reflect the deduction of fees and/or expenses, which
would have the effect of decreasing the historical performance results.

Neither Regions Bank, Regions Wealth Management, Regions Asset Management nor any affiliates or subsidiaries of Regions Bank (collectively, “Regions”) are registered municipal advisors nor provide advice to municipal
entities or obligated persons with respect to municipal financial products or the issuance of municipal securities (including regarding the structure, timing, terms and similar matters concerning municipal financial
products or municipal securities issuances) or engage in the solicitation of municipal entities or obligated persons for such services. With respect to this presentation and any other information, materials or
communications provided by Regions, (a) Regions is not recommending an action to any municipal entity or obligated person, (b) Regions is not acting as an advisor to any municipal entity or obligated person and does
not owe a fiduciary duty pursuant to Section 15B of the Securities Exchange Act of 1934 to any municipal entity or obligated person with respect to such presentation, information, materials or communications, (c) Regions
is acting for its own interests, and (d) you should discuss this presentation and any such other information, materials or communications with any and all internal and external advisors and experts that you deem
appropriate before acting on this presentation or any such other information, materials or communications.

Some investment commentary referenced in this document has been excerpted from the Regions Wealth Management Economic & Market Commentary. In all cases, while the commentary accurately reflects the opinions
of the Analyst by whom it is written, it does not necessarily reflect the opinion of Regions Bank or its affiliates.

Past performance is not a guarantee of future results. Copyright 2022 Regions Bank, Member FDIC.

Investment, Insurance and Annuity Products

Are Not FDIC-insured Are Not Bank Guaranteed May Lose Value

Are Not Deposits Are Not Insured by Any Federal
Government Agency

Are Not a Condition of Any 
Banking Activity
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