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Macro/Market Update
The global economy began 2022 on a weak 
note, according to the latest Purchasing 
Managers’ Index (PMI) data. The global 
composite (services and manufacturing) 
PMI slumped 2.9 points in January, the most 
since the Delta variant surge in August 2021, 
to 51.4, the lowest level since July 2020. 
The latest reading in the PMI is historically 
consistent with a paltry 1.6% annual rate of 
real GDP growth.

Services activity took the greatest blow in 
January. The global services PMI plunged 
3.3 points to 51.3, indicating the weakest 
expansion since July 2020. Notably, 

consumer services contracted for the first 
time in nine months.

The manufacturing sector also grew at 
a slower pace, but the slowdown was 
less pronounced than services. The 
manufacturing PMI fell 1.1 points to 53.2, 
the lowest since October 2020, but still 
well above the long-term average of 51.5. 
Manufacturers noted strains associated 
with Omicron, but also ongoing supply chain 
concerns.

Although economic conditions remain 
positive among most of the world’s largest 
economies, momentum is easing due to the 

Omicron wave, rising inflation, and tighter 
monetary policy. Inflation will likely ease by 
the second half of the year, but geopolitical 
tensions in Russia and ongoing supply-chain 
issues remain elevated risks. 

During February, the MSCI All Country World 
Index (ACWI) underperformed the Barclays 
Global Aggregate Bond Index by more than 
130 basis points (bps). Global stocks have 
trailed bonds by more than 100 bps for 
four of the last six months. Furthermore, 
global breadth has worsened on worries 
surrounding the Russia/ Ukraine crisis and 
the impact on oil prices and global growth.

* See Equity Allocation Summary for how the equity allocation is distributed 
** See Fixed Income Allocation Summary for how the fixed income allocation is distributed
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Asset Allocation Summary
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Top Level Factors

Indicator
Current Signal  

(Red = New Signal) Comment

Equities/Fixed Income Relative Strength 
(indicator receives a heavier weighting) Favors Equities The relative strength ratio is less than 3% above its one-year moving average, its lowest spread in more than one year. 

Global Market Breadth Favors Fixed Income Less than 40% of global equity markets are trading above their 50-day moving average.

OECD Leading Indicator Favors Fixed Income The four-week change in the OECD Composite Leading Indicator (CLI) declined for a fourth straight month to its 
lowest levels since the spring of 2020 (chart, below).

PMI Breadth Factor Favors Fixed Income This indicator now favors fixed income. The four-week change in economies with expanding manufacturing industries 
declined into contraction territory, as China crossed below the key threshold of 50 last month.

Baltic Exchange Dry Index Favors Fixed Income After being more than 40% below its 13-week moving average last month, the Baltic Dry index is now only 2% below 
its intermediate-term trend.

Central Bank Policy Favors Equities To favor fixed income, this indicator required a significant drop in global short-term rates.
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•	 The model did not trade this month as 
the turnover reduction threshold was 
not breached.

•	 The equity allocation is slightly above 
50%.

•	 The fixed income allocation is less than 
10%.

•	 Cash allocation remains over 40%, the 

largest allocation to the asset in the 
model’s history.

•	 The Purchasing Managers’ Index (PMI) 
breadth indicator returned to favoring 
fixed income as the China PMI fell into 
the contraction zone. Over the last six 
months, the China PMI has oscillated 
around the key threshold and spent 

equal time within the expansion and 
contraction zones.  

•	 Two-thirds of the top-level indicators 
favor fixed income and cash over 
equities (table, below).
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Last Signal : Favors Bonds (2021-11-12)

Source:Source:   OECD, Main Economic Indicators (MEI), www.oecd.org

Weekly Data 2020-05-15 to 2022-02-25

Four-Week Change in OECD Leading Indicator is at Lowest Level Since Spring of 2020
Four-week Change in OECD Plus Major Non Member Economies Leading Indicator(2022-02-25 = -0.10)
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Equity Allocation Summary
During February, only U.S. Small Caps (IJR) 
produced a positive return. All other equity 
areas declined. U.S. Large Caps (SPY) and 
U.S. Value [Dividends] (VIG) fell by over 200 
bps. Emerging Markets (IEMG) and Europe, 
Australasia, and the Far East [EAFE] (IEFA) 
declined by more than 300 bps. U.S. Growth 
[Technology] (QQQ) plummeted by over 
400 bps. VIG, QQQ, and SPY each received 
more than 10% allocation for March due to 
their elevated technical composite scores 
(image at bottom).
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Fixed Income Allocation 
Summary
For a second straight month, all fixed 
income areas fell. U.S. Short-Term Treasurys 
(SHY) and U.S. High Yield (JNK) declined by 
less than 100 bps. International Investment 
Grade Bonds (BNDX), U.S. Long-Term 
Treasurys (TLT), and U.S Investment Grade 
(LQD) each dropped by less than 250 bps. 
Emerging Market bonds (EMB) plunged 
over 500 bps. BNDX and LQD have less 
than 5% allocation for March. The model 
recommends raising cash until a better 
opportunity presents itself.
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