
Citi Global Wealth Investments 

March 27, 2022 

CIO Strategy Bulletin 

Three Scenarios for the Economy and Markets 

David Bailin, Chief Investment Officer and Head of Citi Global Wealth 
Investments 

Steven Wieting, Chief Investment Strategist and Chief Economist 
Joseph Fiorica, Head, Global Equity Strategy 

Bruce Harris, Head, Global Fixed Income Strategy 

With contributions from Joseph Kaplan, Gasan Abdulaev 

This Bulletin provides three possible scenarios, blending economic, political 

and central bank information and future actions. While we believe these 

three to be the most likely outcomes, we note that upside and downside 

scenarios are also possible, and there is no assurance that any scenario will 

be achieved. Given the present level of uncertainty, the inputs to our 

scenarios are subject to change. 

SUMMARY 

• ROBUST, RESILIENT, RECESSION – these are the Three 

Scenarios we have devised to forecast possible outcomes as 

the world faces an exceedingly complex set of challenges. The 

war has created a new supply shock. The Fed is looking to 

attack inflation even as growth is slowing.  And the distortions 

of the pandemic have extended longer than expected.   



• By presenting our Three Scenarios, we have highlighted the 

economic and political inputs that have the potential to impact 

the global economy and markets. At this moment in time, the 

base case RESILIENT is a 40% probability, with each of 

ROBUST and RECESSION at 25% probabilities. Markets are 

leaning toward the ROBUST outcome at present. This is why, in 

our view, acting proactively to seek to build strong and 

resilient portfolios now is prudent. Allocations to the right 

equity sectors, adding equity positions that may hedge tail 

risks in natural resources, and leaning heavily toward quality, 

dividend-paying companies are all strategies in which 

diversified portfolios are able to “power through” this unusual 

period in world history. 

• Our RESILIENT scenario expects Fed tightening policy will 

constrain growth in the US and world economy this year. This 

will be neutralized to some degree by growth generated from 

lean inventories and recovering production. In this scenario, 

strong corporate profits will shift to sectors with "durable 

demand" – companies selling goods and services that are 

"must-haves" for consumers, rather than just "nice to have." 

• The ROBUST scenario assumes there is greater risk in Europe's 

markets than in the US, and that the conflict in Ukraine and 

Russian economic sanctions do not expand further. A 

compromise between Ukraine, Russia, and NATO would bring 

commodity prices down, and might diminish the Fed's urgency 

to tighten policy. 

• In our RECESSION scenario, the Fed would tighten too fast for 

growth in supply to meet decelerating demand, resulting in 

recession in 2023, with a sharp drop in US share prices. The 

forecasted path for US Treasury 2-year notes – coupled with 

expectations of reduced Fed lending – suggests a growing 

recession risk in 2023. 

THREE SCENARIOS FOR THE ECONOMY AND MARKETS  

To understand the factors that will determine the strength of the global 

economy, we have devised three scenarios. We call these ROBUST, 

RESILIENT and RECESSION. The scenarios encapsulate a range of outcomes 

for financial markets based on projected economic growth and 



inflation. These scenarios include variables that often overlap and sometimes 

offset one another.  

Our ROBUST, RESILIENT and RECESSION scenarios are designed to forecast 

outcomes deeply impacted by several major factors facing the global 

economy at this moment. These include: 

1) a new supply shock that is extending the economic distortions caused 

by the pandemic;   

2) a new monetary policy tightening phase that is backward looking, 

implying the Fed will focus most closely on lagging indicators of 

employment and inflation, rather than forward-looking factors; and 

3) unusual threats to security and supply chains driven by 

geopolitical factors. 

For this exercise, we are focused less on the long-run returns implied from 

current valuations and interest rates and more on how the economy may 

respond to these factors over the next 12 months.  And our scenarios do not 

cover extreme “tails” – the very best or worst-case outcomes – as we seek 

to meaningfully differentiate the more likely outcomes for 2022-24 given the 

complexity of world events (see Figure 1). 

Figure 1: Characteristics of Our 3 Scenarios 

  ROBUST RESILIENT RECESSION  

 5% 25% 40% 25% 5% 

US economy Stronger 

outcomes  

US growth exceeds 

2.5% in both 2022, 

2023 

US growth slows 

toward 2% in 2022-

2023, with brief 

periods below 

US recession in 

2023 after 2% 

growth in 2022 

Weaker 

outcomes  

Global 

economy 

 Europe in very brief 

contraction within 1H, 

other regions firm 

Europe contracts for 

half year, weaker US 

imports slow Asia's 

recovery 

Europe contracts, 

US import 

weakness causes 

global trade 

retrenchment in 

2023 

 

Inflation  US CPI decelerates 

from 8% to 2.5% or 

below in 2023 

US CPI peaks above 

8.5% near term, 

stays above 3% on 

average in 2023 

before slowing 

US CPI peaks 

above 8.5%, 

decelerates to 

average 3% in 

2023, weaker 

beyond 

 



Fed   Raises rates 25 bps 

per meeting, begins 

QT. Fed slows 

tightening in response 

to slower US growth 

and inflation in 2H 

2022 

Raises rates at each 

meeting (50 bps, 

then 25 per meeting) 

begins QT, keeps 

tightening until 

inflation slows 

sharply 

Raises rates 25 or 

50 bps per 

meeting, begins 

QT, keeps 

tightening until 

recession drives 

inflation down. 

 

Global equities  Rally 10% to end 

2022 positive, poised 

for 2023 gains 

Single-digit EPS and 

dividend growth 

drive broad markets 

toward near-flat 

2022 return.  

Fed tightening stems 

sharp rallies along 

the way. 

US equities fall a 

further 20%, 

global equities -

25% by late 2022 

 

US yields  10-year yield reaches 

3% and stays 

sustainably above 

2.5%; Fed funds rate 

stays at or below 2% 

during 2023. 

10-year yield 

reaches 2.5%-3% 

range, but can’t 

sustain above 2.5% 

with market volatility 

driving bond inflows 

(despite Fed QT) 

10-year yield 

peaks near 2.5%, 

falls to 1.5% by 

early 2023 on 

future Fed easing 

steps. Yield curve 

inverts sharply 

 

 

Russia/Ukraine  Both sides make a 

compromise 

agreement to end 

warfare resulting in 

minor sanctions relief. 

No presumptions of 

end point for 

Russia/Ukraine 

hostilities; 

Russia/Ukraine 

commodity exports 

decline sharply but 

not entirely 

Russia hostilities 

spread, attacks 

widen. 

Russia/Ukraine 

commodity exports 

decline very 

sharply. 

 

China  Purchases Russian 

exports without 

sanctions, limiting the 

global supply shock 

while other producers 

ramp up production. 

Purchases Russian 

exports without 

sanctions, but 

quantities limited.  

Producers from 

outside region 

gradually ramp up 

supplies over 2 

years. 

US-Europe/China 

economic relations 

devolve further 

including possible 

economic 

sanctions against 

China. 

 

Note: All forecasts are expressions of opinion and are subject to change without notice and are not intended to be a guarantee of 
future events. Past performance is not indicative of future returns. For illustrative purposes only. 
  



RESILIENT 

The RESILIENT scenario expects that tightening US monetary policy will 

restrain growth in the US and world economy during 2022, perhaps reducing 

growth toward “stall speed.” This will be offset by growth generated from 

very lean inventories and associated recovering production. Rising supplies 

and moderating demand will diminish long-term inflation after a further 

near-term inflation spike driven by commodity shortages. The immediate 

impact is consistent with the Fed’s downward revision of US growth in 2022 

and upward revision to inflation. Our RESILIENT view includes the highest 

near-term inflation rate of our 3 main scenarios, as we do not expect 

economic sanctions on Russia to be meaningfully lifted or that recessionary 

conditions collapse inflation via demand destruction. 

The RESILIENT scenario implies a drop in stock and bond valuations this 

year in anticipation of both tighter monetary policy and slowing economic 

growth.  This scenario also expects corporate profits to make modest, but 

decelerating gains over the coming year.  

If RESILIENT assumptions hold, modest single-digit positive total returns are 

likely as the Fed will be more patient than its present rhetoric suggests. 

Dividend and interest payments will add to returns and these are likely to 

comprise a significant share of overall market returns in the year ahead. 

The RESILIENT outcome sees corporate profits shifting among sectors, 

favoring those that will exhibit resilient demand in the face of shifting 

consumer and business spending given higher energy, food and other 

costs. Commodity producers will be beneficiaries of war-induced shortages, 

siphoning away consumer incomes and the profits of consumer 

discretionary firms. 

We call the source of the strength of winning sectors “durable demand.” 

We see those negatively impacted as suffering due to a slowdown in 

“discretionary demand”. (See Figure 2 and our March Quadrant). 

Allocating toward the sectors favorably impacted and away from 

those negatively impacted could be a source of possible equity 

outperformance in the RESILIENT scenario. 

For example, we would expect better performance from Consumer Staples 

versus Consumer Discretionary shares (Figure 3). Outside the wealthy, a 

https://www.privatebank.citibank.com/ivc/docs/quadrant/Quadrant_Mar09.pdf


reduction in disposable incomes after food, gas, and utilities will likely hurt 

sales and profits for firms selling goods and services that are “nice to have,” 

while most individuals will still likely continue buying staples that they “need 

to have.” This phenomenon will impact exporters in Europe, but we should 

see some of this economic dynamic among lower- and middle-income 

households globally. 

Figure 2: S&P Energy Sector vs S&P 

Consumer Discretionary Sector EPS 

Figure 3: Consumer discretionary vs. 

staples shares 

  

Source: Bloomberg as of March 24, 2022. Indices are unmanaged. An investor cannot invest directly in an index. They are 

shown for illustrative purposes only and do not represent the performance of any specific investment. Past performance is 

no guarantee of future results. Real results may vary. All forecasts are expressions of opinion and are subject to change 

without notice and are not intended to be a guarantee of future events. Past performance is not indicative of future returns. 

For illustrative purposes only. 

We think that slowing growth is a major risk to the RESILIENT scenario as 

geopolitical risks can further dampen growth in unexpected ways. Further, 

the Fed is now tightening into a deceleration (see Figure 4) after easing 

right through 2021’s peak US economic momentum. For equities markets, 

this means that the Fed is tightening into a period of decelerating profit 

growth (see Figure 5). 



Figure 4: Fed balance sheet vs. federal spending 

 
Source: Haver Analytics 

Figure 5: S&P 500 and EPS Y/Y % with our 2022-2023 estimates 

 
Source: Haver Analytics as of March 25, 2022. Indices are unmanaged. An investor cannot invest directly in an index. They are 
shown for illustrative purposes only and do not represent the performance of any specific investment. Past performance is no 
guarantee of future results. Real results may vary. All forecasts are expressions of opinion and are subject to change without 
notice and are not intended to be a guarantee of future events. Past performance is not indicative of future returns. For 
illustrative purposes only. 

ROBUST 

Over the past two weeks, movement in markets has been consistent with 

what we label our ROBUST scenario. Share prices have not fallen overall 

since Russia’s occupation and bombing of Ukraine even as the Fed has 

threatened ever-tighter US monetary policy. Market performance would 

suggest hope for a de-escalation of hostilities in Russia/Ukraine that occurs 

quickly and assumes that the region’s critical commodity supplies are 

available in meaningful amounts to the world economy. As Figure 6 

indicates, crude oil futures prices have dropped from a recent 14-year high 



   

 

   

 
                    

                   
                  

                     
   

 

   

   

    

 

      

    

   

    

  

  

    

  

  

  

   

as this view has taken hold. This is consistent with the fact that prior to the 

start of the war in Ukraine, supply recovery seemed likely to generate a 

peak in the inflation rate in Q2 2022. 

Figure  6:  Crude oil 1-month and 

6-month out futures  

Figure 7: Average S&P 500  

performance around  Geo-

political shocks  (see appendix 1)  

Average all events -3.7 0.3 2.7

Average ex WW2 -3.5 0.4 3.4

Average ex WW2 and Oil Embargo -2.9 0.7 4.4

S&P 500 
Initial 

Impact %

30 days 

%

90 days 

%Prices below 

post-invasion peak 

Source: Haver Analytics, as of March 24, 2022. Indices are unmanaged. An investor cannot invest directly in an index. They are 
shown for illustrative purposes only and do not represent the performance of any specific investment. Past performance is no 
guarantee of future results. Real results may vary. All forecasts are expressions of opinion and are subject to change without 
notice and are not intended to be a guarantee of future events. Past performance is not indicative of future returns. For 
illustrative purposes only. 

ROBUST  Is Consistent with How Prior Regional Conflicts 

Impacted  Markets  

The ROBUST scenario assumes there is greater risk and vulnerability in 

Europe’s markets than in the US given Europe’s larger trade dependencies. 

However, ROBUST also assumes the conflict in the Ukraine does not lead to 

any wider global conflict, including large secondary sanctions on nations and 

firms trading with Russia. 

While horrific in their humanitarian and military costs, regional wars and 

global growth have routinely co-existed in all but the most severe of human 

conflicts since 1900. This history, and the proclivity of economies outside 

conflict regions to grow through periods of conflicts, may be encouraging 

investors to be more optimistic and ROBUST in their views. 

As Figure 7 shows, the average of 20 geopolitical shocks including World 

War II resulted in only fleeting impact on overall share prices. Among the 

shocks, three million lives were lost in the Korean War. Much more recently, 

an estimated 900,000 have lost lives in still ongoing civil wars in Syria and 



Yemen. In terms of duration, the Soviet Union spent 10 years in a military 

conflict in Afghanistan; the US 20 years.  

The equity return of the ROBUST scenario could be positive 10%. A face-

saving compromise between Ukraine, Russia and NATO would lower 

commodity prices quickly and earlier than expected. The subsequent knock-

on implications for inflation might also reduce the urgency of Fed 

tightening. An economic slowdown would still occur, but the US economy 

would not come close to recession. Perhaps paradoxically, a ROBUST 

outcome might result in the highest sustained path for long-term US 

Treasury yields.  

In our view, the main risk of the ROBUST scenario is that it rests on 

simplistic historical precedent. As Figure 8 illustrates, “early cycle” Fed 

tightening periods show positive equity returns.  But in almost all prior 

cases, Fed actions to raise rates allows it to “catch up” with growing 

economic momentum. As noted above (figures 4-5), the Fed is acting 

unusually through tighter fiscal policy into decelerating corporate profits. 

Figure 8: Early cycle Fed tightening and US equity performance 

 
Source: Haver analytics through March 25, 2022. Indices are unmanaged. An investor cannot invest directly in an index. They 
are shown for illustrative purposes only and do not represent the performance of any specific investment. Past performance is no 
guarantee of future results. Real results may vary. All forecasts are expressions of opinion and are subject to change without 
notice and are not intended to be a guarantee of future events. Past performance is not indicative of future returns. For illustrative 
purposes only. 



RECESSION 

The RECESSION scenario is driven by Fed impatience with the pace at which 

supply and demand are rebalancing. As we noted previously, the best way to 

mitigate inflation is to have supply rise to meet demand.  For markets and 

the economy, the Fed has little or no influence on supply fundamentals (see 

“Two Wrongs Won’t Make a Policy Right”).   

In the RECESSION scenario, the Fed could “destroy” inflation by tightening 

policy radically and forcing demand down to the present, distorted level of 

supply. The Fed would be motivated to do this by looking too closely through 

a “rear view” economic mirror. Fed policymakers have recently commented 

on the tightness of labor markets and wage-driven inflation as having great 

upward inertia. However, proxies for both of these are official members of 

the Index of Lagging Economic Indicators.  In short, by looking backwards, 

the Fed risks being far too aggressive. 

In the RECESSION, the Fed would tighten too fast for growth in supply to 

meet decelerating demand. A self-reinforcing recession would then take 

hold, resulting in millions of job losses in 2023 and a further 20% drop in US 

share prices in late 2022 as markets anticipated the impacts ahead. Credit 

would weaken sharply, and lenders would curtail growth in US economic 

capacity in the coming year. Ironically, inflation would not fall quickly. 

In the end we would expect inflation to drop only moderately below the 

other scenarios when measured over a three-year period, with a larger 

sacrifice to growth and employment. 

While the Fed has yet to undertake such an extreme policy thus far, the 

forecasted path for US Treasury 2-year notes – coupled with expectations of 

reduced Fed lending – suggests a growing recession risk at some time 

during 2023 (see figure 9). Certainly, Chairman Powell’s recent aggressive 

statements about fighting inflation have increased the probability of the 

RECESSION outcome. 

There is additional risk in the RECESSION scenario. The fear of recession – 

and associated demand weakness – may encourage producer caution and 

discourage the rebuilding of supply. This could mean that the economy falls 

to a lower equilibrium level, with higher unemployment and higher inflation 

for a time. 

https://www.privatebank.citibank.com/ivc/docs/quadrant/Quadrant_Feb22.pdf


Figure 9: US 10s-2s yield curve vs 10s-FF yield curve 

 
Source: Haver Analytics as of March 24, 2022. Past performance is no guarantee of future results. Real results may vary. Note: 
Gray areas are recessions. 

Fed Nuances and Risks in the RECESSION Scenario 

We believe that the speed at which the Fed moves may increase recession 

risk. The rate of economic growth is the change in the size of the 

economy. Adjustments to policy interest rates influence that growth 

rate. Thus, it could be less risky for the expansion for rates to rise 200 or 

300 basis points over a two-year period gradually (the RESILIENT scenario) 

than over a one-year period quickly. 

In addition to the speed at which the Fed raises rates, a far larger “wild 

card” is the amount and timing of Quantitative Tightening (QT), the 

shrinking of the Fed’s huge balance sheet. The Fed continued to buy bonds 

until weeks ago, well beyond the period when the pandemic impacts had 

largely abated. When the Fed buys bonds, it relieves private market 

investors from buying them, allowing credit to expand. This action injected a 

great deal of liquidity into the economy during the initial stages of the 

pandemic and strengthened markets. Now, the Fed is aiming to begin a 

sharp reversal of its bond buying at the very same time it is going to raise 

rates. This creates a much higher possibility for unexpected outcomes. 

For example, in 2018, the Fed believed it was calibrating policy appropriately 

with its QT and rate hikes, yet was forced to reverse its policies urgently, far 

short of its balance sheet reduction goals. Actual Fed policy remains to be 



made, but the Fed’s present rhetoric now smacks of stunning 

overconfidence, as if 2018 never happened. As Figure 4 illustrated, dramatic 

Fed tightening into a sharp fiscal contraction would represent a dramatic 

turn toward restrictive macro-economic policy, even if the absolute levels of 

restraint are not severe. This is a major element in our RECESSION scenario. 

ASSET ALLOCATION 

Our asset allocation models include more than 100 years of detailed 

historic market segment returns that seek to optimize return vs risk. Thus, 

our models contain tail risk events that are not a part of the Three 

Scenarios. These include the pre-World War II Great Depression (deflation) 

and the “Great Inflation” period experienced nearly 50 years ago. 

For most investors, we believe our well-balanced diversified portfolios have 

the potential to provide sustained, positive risk-adjusted returns even under 

adverse circumstances. For example, the medium-risk strategic asset 

allocation showed no losses over any 5-year period since World War II, 

including the Great Inflation of the mid 1970s, the post-2000 dot-com bust, 

and the Global Financial Crisis (see figure 10). 

Given today’s unique conditions, we are further enhancing our asset 

allocation with the addition of tactical exposures to natural 

resources, oil services firms and gold that aims to add diversification 

and serve as a possible hedge against tail risks.



 

  

                   
                 

  

        

  

  

Figure 10: Real Value of Cash and Global Asset Allocation Return 

vs Cash since 1950 

Source: Haver Analytics as of March 24, 2022. Past performance is no guarantee of future results. Real results may vary. Global 
asset allocation proxy is Global Investment Committee Level 3 Portfolio. CGWI Asset Allocation Team as of March 25, 2022. 

PRESENT PROBABILITIES AND PORTFOLIO  

CONSTRUCTION   

Positive total returns for US shares occurred in 75% of all quarterly periods 

since 1970, with the economy experiencing expansion for much of that time 

(based on S&P 500 historical data). This is why portfolio construction is 

critical. The unusual circumstances of the Fed tightening into a supply shock 



while a war rages in Europe – both of which will slow the global economy 

– suggest the potential importance of building strong, diversified and

conservative portfolios.

In fact, our Three Scenarios have a skewed return profile (see Figure 11). 

As a result, while we are investing for the RESILIENT scenario, we are also 

hedging against a RECESSION scenario. Careful selection of exposures to 

certain market segments may also enable portfolios to capture upside 

elements from the ROBUST scenario, however, there are inherent risks 

involved with all Three Scenarios. 

We do not recommend market timing under any scenario, and it’s important 

to note that these scenarios are for illustrative purposes only and there’s no 

assurance the performance detailed in these scenarios will be achieved.  

Figure 11: Skewed Return Profiles in 2022 

Scenario Probability Illustrative 2022 Equity 
Return Scenario 

ROBUST 25% Greater than 10% 

RESILIENT 40% Low Single Digits 

RECESSION 25% Minus 20% 
Source: Equity return scenario based on MSCI All Country World Index. Indices are unmanaged. An investor cannot 
invest directly in an index. They are shown for illustrative purposes only and do not represent the performance of any specific 
investment. Past performance is no guarantee of future results. Real results may vary. All forecasts are expressions of opinion and 
are subject to change without notice and are not intended to be a guarantee of future events. Past performance is not indicative of 
future returns. For illustrative purposes only. 

Conservative Means High Quality 

Quality is an important consideration at this moment. Our thematic 

overweight to consistent dividend growers has translated into stable returns 

this year. These shares have the potential to produce smaller losses in 

stressed markets (see figure 12), but may underperform in ROBUST ones. 

However, dividend growers may have more return per unit of risk (see 

figures 13-14) as demonstrated historically. The potential for long-term 

outperformance for patient quality-dividend investors is valuable during 

times like these (see figure 15). 



Figure 12: Dividend Aristocrats vs 

Global Equities in 2022 

Figure 13: Dividend Aristocrats vs 

S&P 500 from 2000-2002 “Tech 

Bubble” Period 

  

Source: Bloomberg as of March 24, 2022. Indices are unmanaged. An investor cannot invest directly in an index. They are 

shown for illustrative purposes only and do not represent the performance of any specific investment. Past performance is 

no guarantee of future results. Real results may vary. All forecasts are expressions of opinion and are subject to change 

without notice and are not intended to be a guarantee of future events. Past performance is not indicative of future 

returns. For illustrative purposes only. 

Figure 14: Dividend Aristocrats 

vs S&P 500 from 2007-2008 

Global Financial Crisis 

 

Figure 15: Dividend Aristocrats 

vs S&P 500 1990-to-date 

 

Source: Bloomberg as of March 24, 2022. Indices are unmanaged. An investor cannot invest directly in an index. They are 

shown for illustrative purposes only and do not represent the performance of any specific investment. Past performance is 

no guarantee of future results. Real results may vary. All forecasts are expressions of opinion and are subject to change 

without notice and are not intended to be a guarantee of future events. Past performance is not indicative of future 

returns. For illustrative purposes only. 



Conservative Means Market Specificity 

Our global equities allocation is 2% overweight, but 2% underweight if we 

consider the thematic allocation to natural resources as a hedge. We view 

this 4% commodity-focused allocation as an inflation and growth risk 

mitigator, supported fundamentally by the need to replace Russia/Ukraine 

output (see figures 16-17). 

Other non-cyclical thematic overweights, such as pharmaceuticals and 

cybersecurity, are also areas of the market that have and will potentially 

continue to outperform with stable earnings profiles, helping us to mitigate 

the current performance drag from our above-average equity weighting that 

had been as high as 6% when we started the year. 

Figure 16: S&P 500 and CRB 

commodities price index Y/Y% 

in OPEC embargo period 

Figure 17: Global equities vs natural 

resources shares 

  

Source: Haver Analytics as of March 11, 2022. Bloomberg as of March 24, 2022. Indices are unmanaged. An investor 

cannot invest directly in an index. They are shown for illustrative purposes only and do not represent the performance of 

any specific investment. Past performance is no guarantee of future results. Real results may vary. All forecasts are 

expressions of opinion and are subject to change without notice and are not intended to be a guarantee of future events. 

Past performance is not indicative of future returns. For illustrative purposes only. 

Conservative Means the Right Fixed Income Allocations 

Conservative portfolios will also shift towards quality bonds now that their 

yields are higher on the Fed’s sharp “about face.” As figure 18 shows, 

US 5-year Treasuries provide 98% of the yield of 30-year “long bonds” with 

almost one-sixth the duration risk. With both intermediate- and long-term 

rates having posted 170- and 50-basis point increases, respectively, over 

the last 12 months, we would begin to look favorably on adding a longer-



duration position to balanced stock/bond portfolios as a risk hedge if 10-year 

yields rise above 2.5% (see figures 18-19). 

Figure 18: 5-year yield as % 

of 30 

 

Figure 19: 12-month change in 

US Treasury 5- and 10-Year Note 

Yields (%) 

 

Source: Haver Analytics as of March 11, 2022. Past performance is not indicative of future returns. For illustrative 

purposes only. 

The Return of Munis 

For investors who can take advantage of favorable tax treatment, high-

quality US municipal bonds may also offer a refuge from market volatility. 

The recent drawdown in the Treasury market has made munis more 

attractive relative to Treasuries. One common measurement of this valuation 

is the muni yield/Treasury yield ratio (“M/T ratio”). It measures the 

percentage of yield one receives for AAA-rated municipal bonds to the yield 

received from the same maturity Treasury. The higher the ratio, the better 

the perceived value for municipals, since US taxpayers generally receive 

favorable tax treatment versus US Treasuries. This year, the 5y M/T ratio 

has risen from about 45% to around 77% now, while the 10y ratio has risen 

from about 70% to 89%. For investors comfortable with the idea that 

Treasury yields are nearing a cycle peak, these ratios suggest that a 

compelling entry point is at hand. 

CONCLUSION 

By devising our Three Scenarios, we have highlighted the economic and 

political inputs that may impact the global economy and markets. In our 

view, at this moment in time, the base case RESILIENT is a 40% probability, 



with each of ROBUST and RECESSION at 25% probabilities. Markets are 

leaning toward the ROBUST outcome at present. This is why we believe that 

acting proactively to seek to build strong and more resilient portfolios now is 

prudent. Allocations to the right equity sectors, adding equity positions that 

may hedge tail risks in natural resources, and leaning heavily toward quality, 

dividend-paying companies are all strategies that can build a more 

diversified portfolio and allow investors to “power through” this unusual 

period in world history. 



 

Appendix 1: Geopolitical shocks have only 

driven turning points for the world economy 

twice since WWII. 

 
Source: CGWI OCIS and Bloomberg as of Feb 22, 2022. All forecasts are expressions of opinion and are subject to change 
without notice and are not intended to be a guarantee of future events. Indices are unmanaged. An investor cannot invest directly 
in an index. They are shown for illustrative purposes only and do not represent the performance of any specific investment. Index 
returns do not include any expenses, fees or sales charges, which would lower performance. Past performance is no guarantee 
of future results. Real results may vary. 
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