
 

Q3 2022 Market Synopsis 
Economic & Market Update: 

Virtually all global markets continued their downward revaluation through the 3rd quarter of 2022 
providing no relief from a very tough first half of the year. Through the end of September, the global 
stock market (ACWI) was down 25.7% and the US stock market (SP500) was down just shy of 23%. If 
the year ended at this point, it would represent the 4th worst calendar year stock market return since 
1937. Arguably the even bigger story is the bond market. The 10-Year Treasury yield rose from 1.5% 
at the end of December 2021 to the current level of around 4.0%. In addition, the short-term Fed Fund 
Rates rose from near 0% in late 2021 to around 3.3% currently and is likely on its way to near or over 
4% by early 2023. These rapid rate moves have resulted in one of the worst years for bonds in at least 
the last 90 years with most down between 15% and 20%.  

As we highlighted in the recent communication, this rare combination of stocks and bonds both having 
poor returns, has resulted in one of the worst years ever for a ‘traditional balanced’ or ‘60/40’ portfolio 
with returns south of – 20%. The only highlights this year remain our private/alternative suite and 
commodity/energy related investments which have ranged from near breakeven to + 15%. 

Select 2022 YTD Asset Class Returns (9/30/2022) 
Private Real Estate Equity (TIPWX) + 15.7% 
Nat Gas/Oil Pipeline Companies (TPYP) + 10.3% 
Diversified Private Credit (CELFX) + 8.7% 
Diversified Private Credit (NICHX) + 6.6% 
Middle Market Lending (CCLFX) + 4.6% 
Alternative Lending (LENDX) + 2.8% 
Private Equity (PIIVX) + 0.8% 
Private Farmland, Timberland, Infrastructure (VCRRX) + 0.7% 
Insurance Linked Securities (XILSX/SHRMX) - 3.5% 
Municipal (Tax Free Bonds)     - 9.7% 
US Mid/Long Treasury Bonds  - 16.2% 
High Yield Bonds  - 14.0% 
Investment Grade Corporate Bonds  - 21.0% 
S&P 500 (US Stock Market)   - 22.7% 
MSCI Emerging Market (Emerging Stock Market)  - 26.2% 
MSCI EAFE (Foreign Developed Stock Market)  - 26.2% 
DJ US Real Estate (US Real Estate)  - 31.1% 
 Digital Assets (BTC/ETH)  - 58.0% 

Above: Select asset class returns year to date (through 9/30/2022); TFG alternative/private 
investments highlighted in white, traditional assets highlighted in blue. 



As we stated in the last quarterly update the process of ‘cleansing’ the stock market continues with 
general market valuations continuing to reset to levels more consistent with higher interest rates and a 
lack of support by the FED. Many weaker companies with unsustainable business models, little or no 
profits, extreme valuations, or very large debt burdens have been hurt the hardest. Many of these 
company’s stocks are down anywhere from 40% to 80% or more from recent highs. Although a painful 
process this is ultimately healthy for financial markets and investors by separating the wheat from the 
chaff. This process likely continues over the next 3-6 months and ultimately quality companies that are 
reasonably valued, produce good cash flows, pay dividends, and can grow in the future will be poised 
to recover sharply.  

Within the US stock market, we continue to see a huge difference between sectors and companies.  The 
US energy sector is up about 50% so far in 2022 as it produces significant cash flow, is reasonably 
valued, and is a natural inflation hedge. On the flip side of the equation the technology and 
communications sectors which contain companies like Amazon, Netflix, Meta, Nvidia, and other 
formally high-flying stocks with lackluster valuations are down roughly 35% on the year.  

As rates continue to move higher, valuations within the stock market continue to respond lower, as for 
the first time in more than a decade, risk free rates of 4%+ are available through short term Treasuries. 

Below: Forward price to earnings ratio on US stocks since 2015 vs. the 2-year Treasury yield implied 
fair value multiple. Over the past year the forward P/E ratio has decreased from 22.7 to the current 
level of 15.2. This is still slightly above normal valuation given the current level of interest rates.  

 



Although there might be some more work to do in terms of valuation adjustment, we think we are 
much closer to the end of this process than the beginning. The bond market has already priced in short 
term rates of about 4.7% in early 2023, and if rates top out somewhere around that level, we should be 
nearing the end of this large valuation adjustment across the market.  

It is extremely important to understand through this ‘revaluation’ of all traditional assets, although 
painful, any losses should be made up for in terms of future increased long-term returns. A good 
example of this is the retirement plan projection we complete for many clients. For conservative clients 
in the past our assumption for future returns was in the 4% per year range (given very low bond yields 
and higher stock valuations). Currently we are in the process of adjusting these return assumptions, but 
most likely future returns for conservative clients will be 5.5% or more per year.  

Below: Traphagen estimates of likely long-term future annual returns for select traditional assets from current 
valuation levels vs. one year ago:  

Asset Class 10/2021 Projected Future 
Annual Return 

10/2022 Projected Future 
Annual Return 

US Large Cap Stocks 3.5% - 5.5% 6.0% - 8.0% 

US Small Cap Stocks 3.5% - 5.5% 6.5% - 8.5% 

Investment Grade Bonds 2.2% - 2.8% 5.0% - 6.0% 

10 Year Treasury Bonds 1.2% - 1.4% 3.8% - 4.2% 

 
As mentioned in prior communications, as we have almost completely avoided the bond market losses 
and mitigated the stock market losses with the use of alternative/private investments, private equity, 
high quality, high free cash flow, and defensive stock strategies, we are in a position to take advantage 
of these likely higher future returns. 

The major factors which impacted markets in Q3 2022 are highlighted below: 

• Rapidly Rising Bond & Mortgage Yields: Over the course of the last quarter Treasury 
rates continued to rise from 2.98% at the end of June to 3.88% by September 30th. This 
has impacted all markets, including real estate, bonds, and most stock sectors (especially 
technology). As a corollary to this, mortgage rates skyrocketed from an average of 5.7% 
on June 30th to near 7% as this update is being written. This historic rapid increase in 
rates has already had some impact on the economy and markets, but it will take many 
months for the full effects to be felt.  

 

 



    Below: Average mortgage payment on median priced US home with 20% down payment from 2000- 
2022. From the beginning of 2020 through mid-2022 the average mortgage payment has increased 
more than 100% from $977/mo. to $2,081/mo.  

• Rapid increase in the USD vs. other currencies/UK bond & pension distress: With 
the US being the most stable, diverse, and dynamic economy in the world along with 
very attractive risk-free rates, the US has attracted a tremendous amount of global capital 
in 2022. This has caused the US Dollar to surge against almost all foreign currencies this 
year with the Euro down 15% year to date, the British pound down 18%, and the 
Japanese Yen down 17%. Related to this and the rise in US and UK rates, we have seen 
severe stress in the UK bond and pension systems, where their government has 
intervened to essentially ‘bail out’ their pension system. The USD increasing to such a 
large degree has several other impacts such as dragging down US corporate earnings, 
more expensive US exports, and stressing other countries that have USD denominated 
debt (especially emerging markets).  

• Upcoming Mid-Term US Elections: We are less than a month away from the US mid-
term elections, and we view this as a possible short-intermediate term positive. Currently, 
per the Predictt.com website, there is an 83% chance of republicans taking the House and 
a 50/50 chance of them taking Senate control. Given the very high probability of a 
‘gridlocked’ government after the election and positive historical stock moves after mid-
term elections, we think this could provide at least a short to intermediate term positive 
catalyst for the markets.  

• Global Recession/Slowdown either Occurring Now or Very Likely: Our own 
Traphagen Recession Index (TRI) has been gradually increasing since late 2021 
indicating a higher chance of recession. Currently the reading is just over 70% (which 



translates to a 70% chance of a recession over the next 12 months). At this point, we 
almost view this as a formality as we already recorded two quarters of negative GDP 
growth, a 25% to 35% drawdown in stocks, and very high inflation/negative consumer 
sentiment. It is yet to be determined if an ‘earnings recession’ will also occur, but to this 
point US corporate earnings estimates are holding up fairly well for 2022 and 2023.  

Below: Traphagen Recession Index (TRI) chart since inception (3/2016 – 8/2022); current reading is 
just over 70%. 

 

Traphagen 2022 Portfolio Changes & Performance Update 

As we compose this update the global stock market is down around 27%, most bonds are down 
between 15% and 20%, while our alternative/private suite is up between 2.5% and 5.0%+ depending on 
specific client allocations. Overall client performance for conservative to balanced portfolios ranged 
from mid/upper single digit to low teen losses. These figures compare to a ‘normal’ 60/40 portfolio 
which is down more than 20% this year. More aggressive portfolios are in line with the 60/40 portfolio 
performance. All client portfolios remain either near or materially better than our risk/return targets and 
their benchmarks.  

The four most critical components impacting client performance this year are highlighted below:  

• Allocation to our alternative/private investment suite: This remains the most 
important aspect to our outperformance vs. other asset managers and our benchmarks. 
The allocation to this suite has created a 20% to 25% performance advantage in 2022 
alone vs. bonds and between 35% and 40% since the beginning of 2021. Hurricane Ian 
impacted both our ILS funds at the end of September causing declines of 5% for XILSX 
and near 10% for SHRMX; XILSX’s total return is just below breakeven on the year. 
Despite the hurricane’s impact, our alternative suite overall is still up between 2.5% and 
5.0%+ for 2022.  



• Overweight to Healthcare, High free cash flow, and value companies: As we 
highlighted in our last update the large allocation we have to the areas mentioned in bold 
above have helped us outperform this year on the stock side of the portfolio as well. 
COWZ (high free cash flow strategy) has outperformed the SP500 by 16.1% in 2022, 
AVUS (value/accounting adjustment) has outperformed the SP500 by 4%, while FHLC 
(healthcare) has outperformed by 8.3%. Together these three strategies represent between 
30% and 50% of clients entire US large cap stock exposure.  

• Technology and Digital Asset Exposure: Technology has been a huge outperformer for 
many years, however it has been a material drag in 2022 with a return of – 36.8%. Digital 
assets such as Bitcoin and Ethereum are down even more with returns of around – 60% 
on the year. Digital asset drawdowns of 70% to 90% during their ‘bear markets’ are not 
uncommon. Although virtually all technology stocks and digital assets have hurt 
performance this year, we think over the long term (especially once interest rates stabilize 
and inflation cools), these areas will once again be a center for growth.  

• Allocation to ‘TPYP’ (oil/natural gas pipeline stocks) & other infrastructure: With 
inflation being a central theme this year, it should not be a surprise that oil/gas pipelines , 
real assets, and infrastructure are performing well. The allocations to broad infrastructure 
(farmland, timberland, and private infrastructure) are up slightly this year with oil/natural 
gas pipelines up around 10%. With geopolitical tensions extremely high, large 
underinvestment in future oil/gas supply, reasonable valuations, and high dividend yields 
we remain positive on the sector.  

• Reintroduction of high-quality bonds into portfolios: Within most portfolios we have 
reintroduced material positions to high quality bonds. Depending on the portfolio risk 
level, these can include short/mid-term Treasuries, investment grade corporate, and 
municipal bonds. For the first time in over a decade there are attractive yields in high 
quality bonds, ranging from a nearly risk free 4.4% short term Treasury to high quality 
investment grade corporate yields of near 6%.  

Over the next several months most clients will see notable changes within their portfolios given the 
significant market moves in 2022. Much higher bond yields and significantly lower stock valuations 
has created an environment where there are both defensive and offensive opportunities to take 
advantage of going into 2023. On the defensive side, with high quality bond yields of 4% to 6% 
available for the first time since the early 2000s, we will be moving some allocation here. This provides 
both significant current income, low volatility, and some protection if we enter a more pronounced 
slowdown. Offensively, we see many sectors and high-quality companies (especially outside of the top 
10-15 largest companies in the SP500) down 30% to 50% which we are eager to allocate capital. Many 
of these companies have dividends of 2% to 4%, and we feel these stocks should have total returns in 
the 8% to 10% per year range over the longer term.  

 



Below: Some significant portfolio changes likely to be made within the next 2-4 months 

Trim Some Alternatives As our alternative suite has outperformed stocks and bonds by 
close to 30% this year, we will be trimming our allocation here 
and adding the cash proceeds from the sales elsewhere.  

Add Bond Exposure We will most likely be adding both short and intermediate high 
quality bond exposure of all types to most portfolios with lower 
risk yields in the 4% to 6% range.  

Add Select Stock Exposure We will likely add stock exposure across high free cash flow, 
‘accounting adjusted’ value, and dividend paying stocks across 
several sectors.  

Additional Private Credit We are in the process of researching additional private credit 
funds which can deliver high income, good total returns, 
recession resiliency, and ‘floating rate’ protection if interest rates 
continue to rise.  

 

Late 2022/Early 2023 Market and Economic Outlook: 

As we mentioned prior, this year has been one of the worst in the past century for a ‘traditionally’ 
managed portfolio. With Traphagen’s extensive use of alternative and private investments we have 
been able to return between 8% and 12% more than a comparable pure bond/stock portfolio in 2022. 
This has enabled us to conserve a large amount of portfolio capital to now take advantage of the 
opportunities the traditional markets have provided.  

We see a challenging 3-6 months ahead, however once into late Q1 and Q2 2023 Traphagen anticipates 
a much-improved landscape for most financial assets. There should be a powerful combination of much 
improved bond and stock valuations, ending of the aggressive FED rate hiking cycle, a ‘gridlocked’ US 
government after the election, and inflation beginning to fall materially.  

We will probably remain in a very different financial/economic backdrop than we have seen in several 
decades. Interest rate levels will likely remain higher for a long period of time which will cause many 
changes to investor portfolios, real estate pricing, consumption, and consumer behavior.  

Another sizeable change is on the geopolitical front. Relations between Russia, Europe, China, and the 
US are in a place where de-globalization is an established trend. This is the process of many areas of 
the world pulling away from each other, rather than the opposite trend we saw over the past 30+ years. 
This will likely benefit US manufacturing over foreign, cause continued tight energy and electricity 
supplies, and change the way many companies do business globally.  

We will continue to adapt portfolios for this new economic and geopolitical regime that begun in early 
2022. We see both challenges and great opportunities with this transition over the next couple of years 



for our clients. Given the capital preserved through 2022 we are in a position to both continue 
protecting investor capital, earn a higher portfolio income, and take advantage of current and future 
market opportunities.   

On a final note, since the great depression, there have only been four other calendar years with a greater 
than 20% loss (1937, 1974, 2002, and 2008). Although there are no guarantees, the average return in 
the year following was + 30.9% with no negative returning years and the lowest return being +26.5%. 

As always, we thank you for the continued trust you place in us as a firm especially during this very 
volatile time, and we hope all our clients enjoy the remainder of 2022 and the holiday season.  

Best regards, 
Your Traphagen Investment Team 


