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Manufacturing Orders Point to Contraction 
for Second Consecutive Month

Manufacturing Orders

Expansion vs Contraction

• Most of the world defines recessions as at least two consecutive 

quarters of GDP contraction. The US relies instead on an 

assessment by the National Bureau of Economic Research, which 

has not yet ruled. However, the release of the Q2 GDP advance 

estimate revealed a “technical recession” with a drop of -0.9%, 

slightly better than our expectations but well below the 

Bloomberg consensus estimate of +0.4%. Talk of recession has 

gained new urgency. 

• While there is room to nitpick Q1’s contraction, the Q2 reading 

was unequivocally weak. A sharp drop in consumption and Final 

Sales to Domestic Purchasers falling from Q1’s +2.0% to -0.3% 

suggest broadening demand weakness. Other economic 

indicators also point to worsening conditions, most notably the 

ISM Manufacturing PMI now showing two consecutive 

contractions in their New Orders sub-index, and retail spending 

reports revealing spending falling in real terms. We believe the 

economy may already be in recession, but if not, it will be soon.

• The Biden Administration has pushed back on talk of recession, 

pointing to strong labor markets. And, while the June jobs report 

showed a stronger-than-expected 372k increase in 

unemployment, there is reason for concern. The accompanying 

household survey reported a contraction in employment of 315k 

jobs, closely in line with a 350k drop in the size of the workforce, 

which opens the door to a possible sizable downward revision in 

the June employment release. This would change the labor 

market narrative. Unemployment claims are still low but have 

ticked up steadily of late, and the number of job openings to 

unemployed workers is falling from elevated heights. 

• In his press conference on July 28th, Chairman Powell made 

headlines for three related statements; the Fed would be 

dropping forward guidance and would become more data 

dependent, the future pace of interest rate hikes would likely

slow, and the Fed had raised rates to a neutral level. We believe 

Powell’s remarks were misunderstood by the markets. Powell 

elaborated that the Fed’s last Summary of Economic Projections 

are still the best guide to their thinking, and they had 

communicated an anticipated slower pace in the fall for several 

months. Powell also described the neutral Fed Funds range as 

2.25-2.50% based on a targeted inflation rate of 2%. Inflation is 

currently well above this level, indicating that the Fed’s current 

policy is still highly accommodative. 

• The market took Powell’s comments as a suggestion the Fed 

would halt its interest rate increases sooner than expected, and 

rates – particularly shorter rates – fell sharply on the news. We 

think this interpretation is off base. The Fed has been transparent 

that inflation is its top priority and slowing demand to match a 

series of supply shocks is now a policy goal. The move in long 

term rates is more consistent with lowered expectations for 

economic growth over the next ten years, whereas the front of 

the curve, which is more closely tied to Fed Funds Rate policy, 

now appears mispriced. As a result, we expect the yield curve to 

invert further as market expectations adjust and shorter rates 

rise.

• Regardless of Fed policy, headline inflation should slow in 

August and September. A sizable drop in oil and gas prices 

occurred in June after the end of the CPI observation period and 

has continued through July. And while the impact may miss the 

July observation, a deal negotiated by Turkey and the EU allowed 

Ukraine to begin exporting grain from its port city of Odessa. 

Shortages had pushed global food prices higher and grain prices 

are now retreating. Core inflation very likely will prove stickier, 

and while a headline inflation decline would be welcome, we 

expect the Fed to remain focused on core.“ 
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EQUITY NEWS AND NOTES

A LOOK AT THE MARKETS

Source: Bloomberg Source: Bloomberg

• Stocks moved sharply higher in July with the S&P 500 gaining 
9.2%, bringing the YTD total return to -12.6%. July marked the 
Index’s best month since November 2020. All eleven economic 
sectors were decidedly positive with Consumer Discretionary and 
Technology, two of the worst performers YTD, up double digits. 
The Nasdaq enjoyed an even larger +12.4% gain but remains 
nearly 8% behind the S&P 500 YTD.  

• July’s rally came despite the first back-to-back 75 bps hikes in Fed 
history. The start of the rally can be traced back to a June 16th  
S&P 500 YTD low of 3,666, a date that not coincidentally 
corresponded with the June FOMC meeting and a 10Yr UST yield 
of ~3.5%, an 11-year high. Since that time, the market has 
reacted to decelerating global economic data, a downdraft in 
commodity prices, and an incrementally more dovish tone from 
various Fed members. On this last point, the culmination 
appeared to be the July FOMC meeting in which Chairman 
Powell’s comments suggested a possible transition from guiding 
to rate hikes to a more data-dependent approach. 

• Consecutive negative GDP reports has sparked considerable 
recession talk, a “bad news is good news” scenario that soon 
prompted speculation that Fed rate increases may slow. Markets 
are forward-looking, and futures have been extrapolating weak 
July data and repricing the anticipated path of Fed policy. With no 
upcoming meeting, the market will be looking towards the Fed 
Chair’s Jackson Hole speech in late August for signals. 

• From a style standpoint, signs of a moderating rate outlook have 
fueled a comeback for growth-oriented equities. With real rates 
dropping and eyes on recession, growth is at a premium and the 
Russell 1000 Growth responded in July by outperforming the 
Russell 1000 Value +12.0% to +6.6%. Some of the largest 
Technology companies, including AMZN, GOOG, AAPL, and MSFT, 
reported results that beat subdued expectations, giving the sector 
and overall market a lift. 

• More broadly, with just over half of the S&P 500 reporting, 73% 
have beaten on EPS and 65% have beaten on revenues. These 
results are solid but short of recent averages, and earnings and 
revenue momentum are tenuous. The average beat margin of 
+3.1% fell well below the 5-year average of +8.8%. The blended 
reported growth rate of +6% marks the lowest YoY growth rate 
since Q4 2020. All that said, investor expectations going into 
earnings season were low and much of the pain had been priced 
in, therefore the market reaction has been largely favorable. 

• Volatility is likely to persist, and caution is warranted as the 
market anxiously evaluates prospects for a “soft landing” 
(moderating inflation without an overly onerous economic 
slowdown). Recent equity strength has returned the S&P 500’s 
forward earnings multiple to 17.1x, a valuation that is not cheap 
and may be challenging to maintain. Investors are still dealing 
with a Fed that is tightening and monetary policy acts with a lag. 
Corporate earnings will be a critical variable and some current 
forward estimates may prove to be optimistic. Whether recent 
positive performance was a bear rally or something more durable 
is a question likely to ultimately be answered by economic data, 
Fed policy, and corporate earnings. 

• Our baseline expectation is for a weakening economy, possibly 
marked by mild recessionary conditions, over the remainder of 
2022 and into 2023, along with moderate but still positive 
corporate earnings momentum. This scenario offers a 
reasonably good backdrop for equity markets to move modestly 
higher from current levels. It bares emphasizing that eight out of 
the last nine times the US has experienced two quarters of 
negative GDP growth, the stock market has been higher six and 
twelve months out, with a median 12-month gain of 30%. 
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• Municipal bonds ended July with a positive month-end total 
return, performance that stood in stark contrast to losses posted 
at the end of June. July’s gains were driven largely by receding 
yield levels in the face of a slowing economy, seasonal cash roll 
creating more favorable technicals, and an uptick in retail flows.  
With $45 billion coming back into the market from maturities and 
reinvestment, we expect August to bring sustained demand. 

• The week ended July 27th saw net fund inflows of $236 million 
reverse what had previously been 28 consecutive weeks of 
outflows according to Lipper Inc. The market’s tone has been 
stronger of late given lack of supply and a sense of urgency 
among buyers. Year-to-date issuance lags 2021 by 12%, and July 
issuance declined by 25% on a YoY basis with many deals 
oversubscribed. Less than $5 billion came to the new issue 
market over the last week. The bid side has been much stronger, 
leading municipals to outperform USTs.  

• The month ended on a slow note as the market waited for the 
Fed meeting. Now that a 75 bps rate hike has been confirmed and 
Chairman Powell’s comments digested, traders are more 
assertively looking to move bonds and investors are seeking to 
get cash invested. This dynamic is making it challenging to find 
bonds at times but is supportive of bond prices. 

• The front end of the municipal curve moved in tandem with 
longer maturities on  Fed rate hikes, and unlike USTs, the curve 
remains solidly upwardly sloping. Spreads on the AAA curve 
between 2 and 10-year maturities stand at 61 bps, while the 
intermediate range between 5 and 10-years offers 41 bps of 
steepness. Longer maturity yield differentials widened 
considerably in July with 10 to 30-year spreads increasing from a 
relatively flat 25 bps to 69 bps.    

• In a reversal of the previous month’s direction, IG spreads 
retreated from a YTD OAS high of 160 bps to 144 bps. Risk assets 
rallied on increased recession fears and a slightly more dovish 
Fed tone. In addition, the surprisingly negative GDP number 
added to concerns about a slowing economy and weaker future 
growth prospects. Credit spread direction depends in part on how 
the Fed responds to economic conditions, although technical 
factors, which have been fairly stable, remain near term drivers. 
In our view, IG spreads should remain range bound and a 
breakout in either direction is unlikely.

• A healthy return of issuance in July was well received by buyers. 
The month is typically a robust one in the primary market, 
particularly among financials, as issuers are fresh off earnings 
reports. Of the $90 billion in new debt brought to market, ~$58 
billion came from financials. We have seen a shift in new issuance 
structure across sectors as issuers are favoring the front end of 
the curve. While shorter maturity UST rates are elevated, issuers 
appear to be weighing demand for shorter paper against higher 
concessions on longer term bonds. Lighter supply has been 
evident throughout 2022, as market volatility and uncertainty 
deters positive investor sentiment. Shorter maturity issuance 
should be the new norm for awhile, and we see stabilization of 
the primary market as a positive for credit spreads.

• High yield has been in favor as the risk asset rally was more 
pronounced than in IG. High yield spreads and yields dropped by 
the largest amount in nearly two years on the hope that the Fed 
will cool its rate hike momentum. In addition, better than 
expected earnings also contributed to the rally. 

• A lack of issuance has been a contributor to spread action as only 
$1.835 billion hit the primary market last month, the slowest July 
in 16 years. Year-to-date issuance of $70 billion is the weakest 
since 2008. Although we do not buy high yield bonds, market 
conditions are an indicator of credit sentiment, and July’s high 
yield spread tightening may have been hasty given ongoing 
macro uncertainty.

MUNICIPAL MARKETS

FROM THE TRADING DESK

Source: Bloomberg

CORPORATE BOND MARKETS

Source: Bloomberg

Jan. Feb. Mar. Apr. May Jun. July Aug. Sept. Oct. Nov. Dec.

5-Yr. 
Avg.

0.53 0.13 -0.17 0.07 1.52 0.24 0.87 0.35 -0.53 -0.16 0.64 0.87

2022 -2.74 -0.36 -3.24 -2.77 1.49 -1.64 2.64

2021 0.64 -1.59 0.62 0.84 0.3 0.27 0.83 -0.37 -0.72 -0.29 0.85 0.16

2020 1.8 1.29 -3.63 -1.26 3.18 0.82 1.68 -0.47 0.02 -0.3 1.51 0.61

2019 0.76 0.54 1.58 0.38 1.38 0.37 0.81 1.58 -0.8 0.18 0.25 0.31

2018 -1.18 -0.3 0.37 -0.36 1.15 0.09 0.24 0.26 -0.65 -0.62 1.11 1.2

2017 0.66 0.69 0.22 0.73 1.59 -0.36 0.81 0.76 -0.51 0.24 -0.54 1.05

Bloomberg Municipal Bond Total Return Index Performance: 
The Second Month of Positive Returns for 2022 (%)
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FINANCIAL PLANNING PERSPECTIVES

PRIVATE CLIENT SERVICES

PAY ATTENTION TO MINOR DETAILS

For questions concerning our financial planning or wealth management services, please contact: 
Jim O’Neil, Managing Director

617-338-0700 x775 | joneil@appletonpartners.com
www.appletonpartners.com

Massachusetts Estate Tax Exemption Increase Proposal In Limbo

The July 31st deadline for the General Court to pass a pending $4B Economic Development Bill came and went without a vote, 
leaving $500M of permanent tax cuts contained in the bill in jeopardy. These tax cuts would include an increase in the 

Massachusetts Estate Tax exemption from $1M to $2M and remove the so-called “cliff effect.”  The bill will be kept in conference
committee and the bill or parts thereof could be addressed in an informal legislative session, provided there is unanimous consent.  

The informal legislative session will formally end in January 2023. 

Summer is always a good time to revisit money management strategies with your children, and accordingly we are reemphasizing some

important concepts. Whether your kids are getting ready to head off to college for the first time or are still in high school and starting a

summer job, several financial planning disciplines often prove valuable.

Begin Building an 
Emergency Fund • As a child starts earning income at a summer job, we suggest having a conversation about savings. It is 

important for them to begin maintaining an emergency fund of cash and equivalents that would ideally cover 

3 to 6 months of expenses. Building readily accessible savings will better prepare your child to pay for 

unexpected expenses, including preparing for possible future income loss. 

Start Down the Road 
to Retirement 
Security

• Your child, regardless of age, can start contributing to a Roth IRA so long as they have earned income. As 

children begin employment, Roth IRAs are worth discussing even though retirement lies in the very distant 

future. An individual can contribute the lesser of $6,000 or their taxable earnings each year. Starting early 

opens the door to a tax-free retirement vehicle that puts the power of long-term compounding to work.

• Signing up for and contributing to a 401k plan as soon as one is offered by an employer is also 

recommended. A Roth 401k, if available, would allow for tax-free compound growth and may be an ideal 

option for a new professional. Tax brackets are often lower early in one’s career, thereby reducing the 

appeal of a traditional 401k plan’s current year tax benefits. 

Discuss Custodial 
Accounts

• A custodial account is a great way to introduce investing concepts although many banks and brokerages 
freeze custodial accounts the day after the beneficiary reaches the age of majority and will not unfreeze the 
account until the child signs new paperwork transferring the account into their name. At this point, the funds 
can be used as the beneficiary sees fit. Discussing account intentions before your child reaches majority age 
can help clarify desired future use of these assets as well as how the account ought to be handled upon 
ownership transfer.     

Consider Legal 
Documentation

• Once your child reaches the age of majority legal documentation is required to make decisions on their 
behalf. A health care proxy allows you to make medical decisions in an emergency as well as view a son or 
daughter’s medical records. A durable power of attorney offers an ability to manage your child’s bank 
accounts, pay bills, and make other financial decisions on their behalf. We also recommend putting in place a 
basic will.  

Think About Multi-
Generational Planning

• Appleton can assist you and your family with financial concepts of this nature. We also encourage bringing 
children into the conversation about your financial plans to the extent you are comfortable. Doing so allows 
them to see how the process works, understand your intentions, as well as providing access to professional 
resources they can draw upon at any time.

https://appletonpartners.com/
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This commentary reflects the opinions of Appleton Partners based on information that we believe to be reliable. It is intended for informational purposes only,
and not to suggest any specific performance or results, nor should it be considered investment, financial, tax or other professional advice. It is not an offer or
solicitation. Views regarding the economy, securities markets or other specialized areas, like all predictors of future events, cannot be guaranteed to be
accurate and may result in economic loss to the investor. While the Adviser believes the outside data sources cited to be credible, it has not independently
verified the correctness of any of their inputs or calculations and, therefore, does not warranty the accuracy of any third-party sources or information. Specific
securities identified and described may or may not be held in portfolios managed by the Adviser and do not represent all of the securities purchased, sold, or
recommended for advisory clients. The reader should not assume that investments in the securities identified and discussed are, were or will be
profitable. Any securities identified were selected for illustrative purposes only, as a vehicle for demonstrating investment analysis and decision making.
Investment process, strategies, philosophies, allocations, performance composition, target characteristics and other parameters are current as of the date
indicated and are subject to change without prior notice. Registration with the SEC should not be construed as an endorsement or an indicator of investment
skill acumen or experience. Investments in securities are not insured, protected or guaranteed and may result in loss of income and/or principal.

APPLETON PARTNERS, INC. 

• Founded in 1986 and located in Boston, MA

• 100% employee owned and operated 

• Collaborative, team-oriented culture marked by personnel continuity

• Professional staff of 54 dedicated to supporting all aspects of our clients’ 
financial lives

• Personalized, high-touch service backed by recognized asset 
management expertise 

• Entrusted with more than $11.9 billion of client assets (as of 8/1/22)

• Private client services should be customized and objective-based 

• Transparency and accessibility are core Appleton commitments

• Goal-oriented and risk sensitive growth, income and tax efficiency are 
integral to our portfolio management approach

• Our active investment strategies emphasize liquidity and flexibility

• Separate accounts are best suited to meeting specific 
investment objectives

• Qualitative insight and deep proprietary research can uncover attractive 
investment opportunities
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