
1 Indexes used: Barclays US Aggregate Bond Index, Morningstar LSTA US Leveraged Loan 100 Index, Barclays US Corp High Yield, 

Morningstar US Large Cap TR, Morningstar US Small Cap TR, Morningstar Developed Markets ex-US, MSCI Emerging Markets Index TR, 

Gold represented by the change in the gold spot price, Managed futures represented by a 50/50 allocation to ASFYX and PQTIX set to 

rebalance quarterly. 

 

 

 

 
 

“When all the experts and forecasts agree – something else is going to happen.” 

– Bob Farrell’s 9th rule of investing 

Market Recap 

4th quarter performance brought some relief to investors as most asset classes posted positive 

performance. For stocks and bonds, the 4th quarter was the only quarter of 2022 that saw positive returns. 

The S&P 500 finished the year with a loss of 18.11%. While not anywhere close to the horrific performance 

seen in crisis periods such as 2008 or the Great Depression, 2022 ended the year as the 7th worst year for 

the stock market. What is more notable is the poor performance of investment grade bonds. Bonds posted 

a loss of 13% for 2022, far outpacing the previous worst year ever for bonds, 1994, which saw a loss of 

2.9%. Robust record keeping of bonds did not exist prior to the mid-70s, but since the inception of the 

Bloomberg aggregate bond index, investment grade bonds had always been a refuge away from market 

turbulence. 2022 showed that no refuge is ever permanent in an ever-changing market environment. 

Nontraditional investments such as commodities or alternative strategies such as managed futures were 

the only positive return generators for the year. 

We can put the primary drivers of 2022’s market action into three categories: geopolitics, inflation, and 

the government responses to geopolitics and inflation. All eyes were on rate hikes at the start of the 

year, but the focus shifted to Russia when they invaded Ukraine on February 24th, disrupting the global 

order. The West promptly sanctioned Russia, cutting off many of Russia’s trade avenues and freezing 

their FX reserves. While it’s necessary to punish bad actors, the punishment cut both ways. The West 

soon found that Russia and Ukraine were responsible for a wide swathe of exports that are used in many 

of our products and services. The inflation problem stemming from the aftereffects of the COVID saga 

became exacerbated. Inflation hit its highest level in 40 years in June, with a headline CPI print of 9.1%. 

Inflation is already bad for any financial instruments that have fixed payments as those fixed payments 

can’t keep up with inflation, but to combat inflation, the Fed response was to hike rates and reverse the 

quantitative easing they have been doing since the Great Financial Crisis of 2008. All of this led to the 

cross-asset losses markets experienced. Surprisingly, in the midst of all this, the economy remained 

relatively strong, skirting recessionary fears that had permeated the mainstream for much of the year. 

Asset Class Performance 

 4th Quarter 2022 

Investment Grade Bonds +1.9% -13.0% 

Floating Rate Loans +3.8% -0.6% 

High Yield Bonds +4.2% -11.2% 

US Large Cap Stocks +6.6% -20.4% 

US Small Cap Stocks +8.1% -18.5% 

Developed International Stocks +17.2% -15.6% 

Emerging Market Stocks +9.7% -20.1% 

Gold +8.5% +0.4% 

Managed Futures -8.8% +23.2% 

Data as of 12/31/2022. Source: Kwanti Analytics, Morningstar.1 
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Investment Outlook and Portfolio Positioning 
 

Indications of the health of the economy came out much more positive during the 4th quarter than anyone 

expected. We don’t get the official 4th quarter GDP results until late January, but the Atlanta Fed’s GDP 

nowcast, which approximates the real GDP of the 4th quarter based on the data that has come out so far 

shows that real GDP for the 

quarter could be set to come in 

above 4%. This would be a 

growth level far above what 

anyone forecasted. 

In contrast, the most recent 

Wall Street Journal showed 

that on average, economists 

now put the chance of a 

recession over the next 12 

months at 61%. Along with this 

view, they expect the recession 

to be shallow and short-lived. 

Other forecaster surveys, such 

as the Philly Fed’s survey of 

professional forecasters, show 

similar results. Since the 1960s 

when forecaster surveys were 

first constructed, there has never been this high level of consensus when it comes to calling for a 

recession outside of when we were in a recession. Of course, nothing about the future is set in stone. As 

Warren Buffett said, “forecasts may tell you a great deal about the forecaster; they tell you nothing 

about the future.” Our view is that we expect to see a recession, but it might not begin until the second 

half of this year, possibly not until the first quarter of 2024. Most indicators suggest that is the direction 

we are going in, but this is an environment where you really need to have both eyes open as the global 

economy is rapidly shifting. 

An important question given all these recession calls is - what should we expect if we go into a recession? 

No two recessions are alike, but there are some commonalities. The stock market always front-runs a 

recession, and in most instances the stock market rises before the recession is over. 

 



    

 

When looking at the investment implications of a recession, one constant is that stocks have always 

declined in recessions. The median return of the S&P 500 during recessions is a loss of 22.7%. Treasury 

bonds tend to be one of the best performers, with median gains of 11.5% during recessions. Other notable 

performers are gold, which tends to be flat during recessions, and dividend stocks, which can do fairly 

well in a recessionary environment as stock investors rotate into the safer names. 

 

One thing to note is that it can be harmful to pre-emptively position for a recession. Using 2022 as an 

example, if you would have repositioned your portfolio into long-term treasury bonds to protect against 

a recession, that portfolio would have lost over 30%. 

On the inflation front, while inflation has steadily come down since its peak in June, the inflationary 

pressures are most certainly still here. To start 2023, 27 states are raising their minimum wage. Along 

with the minimum wage increase, unionization and other pro-labor movements are permeating into 

economies around the world. Those receiving Social Security benefits are also getting a big boost in pay 

with Social Security benefits increasing 8.7% this year. On the other side of the inflation coin, we are 



    

seeing disinflationary impulses as home prices and car prices have been declining. Inflation always goes 

down in recessions, so if we go into a recession, inflation will almost certainly go lower. However, if we 

look at the environment in the context of a full market cycle, it’s hard to have certainty in this 

environment, especially with the ongoing geopolitical tensions, but our view is that the risks are to 

upside. 

Globally, one of the biggest events that will impact markets and the global economy for 2023 will be 

China’s reopening. It was announced on December 26th that China is fully reopening. We will continue to 

monitor this to confirm, but the implications are noteworthy. Supply chain congestion should ease up, 

which will be deflationary, but at the same time, renewed demand from China will be hitting the global 

economy at a time when the supply for most goods is tight, an inflationary force. 

Reviewing our portfolio strategies, 2022 was a tough year for us as it was for the rest of the market. 

Fortunately, four of our five portfolio strategies outperformed their benchmarks for the year, with the 

only underperformer being our most aggressive strategy. Our balanced portfolio, for example, 

outperformed its benchmark by 3.3%.2 What hurt performance was our allocation to long-term treasuries 

the first part of the year in anticipation of a recession that did not occur and an overweight to growth 

stocks to start the year. What aided performance was our overall underweight to both stocks and bonds 

within portfolios and our overweight to alternatives such as gold and managed futures, which performed 

very well in 2022. Our sector rotation strategy also continued to add value on the equity side as energy, 

our top ranked sector, was far and away the best performing sector. 

 

Looking ahead, there are two notable investment implications in this landscape that we are factoring 

into our thinking on positioning. The first is the big increase in yields we have seen over the last year. 3-

month treasury bill yields, the risk-free rate, started 2022 at 0.08%. They ended the year at 4.42%. This 

is a massive change, and it means that you can get a fairly decent return without having to take on much 

risk at all in investment markets. The second is the stock-bond correlation. In times of predictable 

 
2 Model performance is gross of SWM management fees as fees vary by account, net all other fees. Actual account performance 
may differ from the performance of its targeted model. Please review account statements for the most up to date and accurate 
account information. 



    

inflation, stocks and bonds are lowly correlated, and therefore, offset each other in a portfolio. However, 

in an environment of inflation uncertainty, stocks and bonds become correlated, inherently making a 

portfolio of stocks and bonds riskier than it normally would be. Tying all this together into our portfolio 

construction, we are finding plenty of opportunities but remain cautious. Our portfolio construction 

consists of (1) an underweight to both stocks and bonds, (2) an allocation to alternatives that we believe 

will continue to benefit in this environment, but also benefiting the overall portfolio by increasing 

diversification, (3) within bonds, focusing on shorter-term and higher quality bonds as they are offering 

attractive yields without having to take on much risk, and (4) emphasizing emerging markets, value, and 

commodity sectors within our stock allocation as we believe they will best benefit in this environment. 

Closing Thoughts 

We listened to a webinar recently that featured Cliff Asness of AQR Capital Management, and he provided 

some nuggets of wisdom which we think are worth sharing. He said that when he was at an earlier stage 

of his career, he believed how you did well at investing was by being smarter and more clever than 

everyone else and by coming up with strategies that would do the best. Now that he has been around for 

a while and gained more experience, he still believes that is important, but that is only half of the 

equation. The other half of the equation is sticking with the strategy. He has found that most people 

that underperform actually do a pretty good job of coming up with a good strategy, but where they get 

in trouble is that they abandon the strategy when it has a period of underperformance, and every strategy 

outside of Bernie Madoff’s has periods of underperformance. Bringing us to today, we are in a period 

where it is difficult to be an investor, but we must keep in mind that on the other side of every bear 

market is a bull market. Until then, we will stick to our guns, allocating to the best opportunities that 

are available in markets. 

We continue to be grateful for the opportunity to be the stewards of your capital. It is not a job we take 

lightly. As markets have been crazy since COVID, there have been many 60-hour workweeks trying to get 

a handle on just what is going on and where the opportunities are. If there are any questions or concerns, 

please do not hesitate to reach out; we would be happy to discuss. 


