
 

Q2 2022 Market Synopsis 
Economic & Market Update: 

The financial market volatility experienced during the first half of 2022 highlights why we maintain a 
diversified portfolio including a significant allocation to investments that are not correlated to 
traditional markets. These alternative investments provide downside protection and uncorrelated 
returns that are not available with stocks or bonds.  The benefits of this strategy was apparent as this 
past quarter was the second worst for the broad stock market since the 2008/2009 ‘great recession’ and 
also marked the first back-to-back negative returning quarter since Q1 2009. Even more rare was the 
performance of the US bond index. The bond aggregate had its worst performing start to a year since 
1981. When added to the dismal performance of Q1, this has resulted in the third worst drawdown in a 
traditional ‘60/40’ portfolio over the past 30 years and the worst first half of a year in the post war 
period.  

Through the end of June, the US stock market (SP500) has returned – 20.0% while the US bond index 
returned -11.1%. The damage is global in nature, with emerging market and foreign developed stock 
and bond markets suffering similar declines within 2022.  

The losses within the stock market has not been uniform with very wide dispersions between different 
types of companies and sectors. Many highly valued, speculative, and unprofitable technology 
companies are down between 40% and 80% off recent highs. While on the flip side, many dividend, 
defensive, value, and energy companies are actually up between 5% and 30%. With the combination of 
a more hostile FED, much higher interest rates, general risk aversion among investors, we have seen a 
logical and somewhat overdue return to ‘fundamental’ stock selection based on free cash flow, 
earnings, and solid valuations. Although a painful period, this recent ‘cleansing’ of the market is a 
healthy process and will benefit true investors over the long term.  

Over the past 2-3 weeks we have seen a tentative stabilization in both US Treasury rates and the overall 
stock market. Since mid-June the 10 Year Treasury Note has come down from 3.5% to just over 3% 
and the SP500 has been range bound and is now about 5% above the lows. The beginning of corporate 
earnings season should dictate the next material move for the stock market over the next few weeks as 
companies both announce their Q2 earnings and more importantly their expectations for inflation, 
business operations, and outlook for the rest of the year.  

 

 

 



Select 2022 YTD Asset Class Returns (6/30/2022) 
Private Real Estate Equity (TIPWX) + 14.6% 
Nat Gas/Oil Pipeline Companies (TPYP) + 11.5% 
Diversified Private Credit (NICHX) + 4.1% 
Private Equity (PIIVX) + 3.6% 
Alternative Lending (LENDX) + 3.1% 
Middle Market Lending (CCLFX) + 2.6% 
Insurance Linked Securities (XILSX) + 1.7% 
Private Farmland, Timberland, Infrastructure (VCRRX) + 1.5% 
Municipal (Tax Free Bonds) - 7.8% 
US Mid/Long Treasury Bonds - 10.6% 
High Yield Bonds - 13.8% 
Investment Grade Corporate Bonds - 16.1% 
MSCI Emerging Market (Emerging Stock Market) - 17.2% 
MSCI EAFE (Foreign Developed Stock Market) - 18.8% 
S&P 500 (US Stock Market) - 20.0% 
DJ US Real Estate (US Real Estate) - 20.2% 
Digital Assets (BTC/ETH) - 62.2% 

        * Other private investment returns highlighted on page 6; Traphagen held  
         alternative/private investments highlighted in white 

Traphagen believes the vast majority (if not all) of the stock market weakness in the 1st half of 2022 
was a function of multiple compression and a valuation reset based upon higher inflation, bond, and 
discount rates (rather than a move caused by an anticipation of lower corporate earnings).  

Below: Forward price to earnings ratio on US stocks since 2016 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 16.1. This is roughly ‘fair value’ given the higher interest rate environment.  

 



As stock valuations reset lower due to rates, inflation, and the FED, bond values decreased at one of the 
most rapid rates over the past 50 years due to the 10-year Treasury yield increasing from 1.62% on 
January 1st to 3.5% in mid-June. Currently the 10-year has settled just above 3.0%.  

Despite the pain of the 1st half of 2022, there is no question this ‘valuation reset’ in both bonds and 
stocks has significantly increased likely future returns of both asset classes.  

Below: Traphagen estimates of likely future annual returns for select traditional assets over the next 5 years 
from current valuation levels vs. one year ago:  

Asset Class 6/2021 Projected Future 
Annual Return 

6/2022 Projected Future 
Annual Return 

US Large Cap Stocks 3.5% - 5.5% 6.0% - 7.5% 

US Small Cap Stocks 3.5% - 5.5% 6.5% - 8.0% 

Investment Grade Bonds 2.2% - 2.8% 4.9% - 5.3% 

10 Year Treasury Bonds 1.2% - 1.4% 2.9% - 3.2% 

 
Given Traphagen was able to almost completely avoid the recent negative performance in fixed income 
with our alternative/private investments and mitigate some of the stock valuation reset with private 
equity, infrastructure, and defensive/value based allocations, we have been in a great position to trim 
some of those alternative/private investments in 2022 and are ready to redeploy those funds into some 
traditional assets that now have significantly higher future return potential. We are in the process of 
doing that rebalancing as this update is being written.  

The major factors which impacted markets in Q2 2022 are highlighted below: 

• Rapid/Historic ‘Pivot’ in FED policy/Rising Rates: In late 2021 and especially through 
the first half of 2022 the FED took a very aggressive stance to combat inflation. They 
have increased the Fed Funds Rate from near 0% at the start of the year to the current 
level of around 1.3%, and likely this rate will reach 3% by the end of 2022. This is the 
most rapid rate of hiking since 1994 with a 0.75% hike in June and another likely later 
this month. In addition to rate hikes, the FED is also letting its balance sheet ‘run-off’. 
During the COVID crisis the FED bought many types of assets in an attempt to pump 
liquidity and confidence into the financial markets. These assets included municipal 
bonds, corporate bonds, mortgage securities, and Treasuries. Now, with the FED trying to 
tamp inflation down, they are actively selling these assets off their balance sheet or at 
least letting them ‘roll-off’. This is another form of ‘tightening’ in the markets and is 
taking liquidity out of the system. This started in June and is scheduled to increase in 
pace by September of this year. This ‘pivot’ of FED policy has been by far the largest 



factor impacting the markets and has caused a complete reset of all bond rates, mortgage 
rates, stock valuations, and general investor sentiment.  

    Below: National Financial Conditions Index is a measure of overall ‘health’ of the financial    
markets and credit conditions. The FED did change conditions from the most accommodative since 
2014 to one of the most restrictive environments over the past 10 years.  

• Russian Aggression against Ukraine: Since February the world has been dealing with 
the Russian invasion of Ukraine and all the second-level effects of that action. This 
invasion has had profound impacts on global currency, oil, gas, food, supply chain, and 
politics far beyond the Russian/Ukraine borders. In addition to the devastating human 
crisis in the Ukraine, this war is having a huge impact in Europe in terms of electricity, 
gas, heating, and food inflation. Even at this time, Germany is imposing hot water and 
electricity restrictions on parts of its population and the price of natural gas has 
skyrocketed. We think continental Europe is the epicenter for the economic impacts of 
this war over the next 6-12 months and that is why we have avoided this area of the world 
completely in terms of stock investment. In addition, the Euro has hit a 20 year low 
against the US dollar this past week with 1 Euro buying $1.01 US Dollars.  

• Highest Inflation since the early 1980s: During the first half of 2022 high inflation was 
on the top of almost everyone’s mind. The combination of soaring energy, food, 
housing/rent costs caused CPI to increase by the highest rate since 1981 with a 8.6% 
reading in May. Although inflation is very likely to remain elevated for some time, we 
are starting to see some signs of it starting to peak and drift down. Oil is down from 
$120/barrel to about $100/barrel, while copper, lumber, corn, wheat and other 
commodities have fallen to levels not seen since before the war began. Housing prices 
remain high, but we do expect prices to either flatten out with much higher mortgage 
rates or even start to come down. In addition, transportation costs and higher inventory 
levels in several industries seem to point to more areas of moderating inflation. Over the 



next 1-3 months we do think inflation starts to reduce materially and a slowdown in 
aggregate demand assists that move. This should cause the FED to have more flexibility 
in their policy, interest rates to stabilize, and stock valuations to firm.  

• Increasing Chance of Recession/Economic Slowdown: Since late 2021 the chances of 
a recession/economic slowdown have been increasing. This is partially a natural 
occurrence from the high growth rates experienced in 2021 and partially orchestrated by 
the FED in an attempt to reduce demand and thusly inflation. Optimally the FED would 
be able to orchestrate a notable softening in the economy, cool the job market to a degree, 
reduce aggregate demand, but keep the economic slowdown/recession ‘shallow’ with 
limited overall impact on corporate earnings and unemployment. If this is achieved, we 
might have seen or be very close to a bottom in the stock market. If the FED slams on the 
brakes to abruptly we could see more of a negative earnings impact and have some more 
downside. However, with the SP500 down 24% at the lows and the NASDAQ down over 
30%, we think a lot of the pain is in the rearview mirror even though volatility can 
continue.  

Traphagen 2022 Portfolio Changes & Performance Update 

Through the first half of 2022 client portfolios (outside of the most aggressive) are down between 3% 
and 15% net of fees. A ‘balanced’ client with access to Traphagen’s alternative/private investment suite 
has average performance of - 7% to - 10%. This is comparable with a traditional 60/40 portfolio which 
has returned - 16% in the same period and the stock market which was down 20%. The total firmwide 
client assets preserved by replacing bonds with alternative/private investments since 1/1/2020 through 
today is estimated to be approximately $105 million. We are exceptionally proud of this statistic which 
is very unique in the wealth management industry.  

Above: Chart of Bonds (RED), Stocks (Blue), and Traphagen Alternative/Private investment suite 
(Black) from 1/1/2020 – Today. Over this period bonds have returned – 5.1%, stocks + 12.5%, and 
Traphagen’s alternative/private suite + 22.7%.  



 

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

• Reallocation to alternative/private investments from bonds: This same theme we have 
been highlighting over the past couple years continued to add significant value during the 
first half of 2022. The combination of replacing bonds with alternative/private 
investments, some public stocks with private equities, and public real estate with 
concentrated private real estate preserved tens of millions in total client assets in the 
period. This combination equated to roughly 6% to 9% in added performance for our 
‘balanced’ clients vs. the traditional 60/40 portfolio.   

• Overweight to Healthcare, High free cash flow, and value companies: With the 
higher inflation and interest rate environment prevalent in 2022, companies that are 
profitable, high free cash flowing, dividend paying, and of value have vastly 
outperformed the overall stock market. We have a large overweight to these type of 
companies in the form of the FHLC, AVUS, GSLC, and COWZ strategies. These funds 
represent roughly 18% - 20% of a total ‘balanced’ portfolio and about half of the total US 
large cap stock allocation. In aggregate these funds have outperformed the SP500 by 
roughly 6%.  

• Technology, Biotech, and Digital Asset Exposure: These areas which have worked 
extremely well from the early/mid 2010s through 2021, have been significant laggards in 
2022. As rates increased and investors flocked to safety and away from ‘growth at any 
cost’ type stocks these areas suffered significantly with losses in the 30% to 60% range. 
Outside of the more aggressive portfolios, allocation to these areas was limited in 2022, 
however at this point we are more apt to add exposure to these high growth areas at much 
improved valuations.  

• Allocation to ‘TPYP’ (oil/natural gas pipeline stocks) & other infrastructure: With 
inflation a main concern in the period it should be no surprise that farmland, timberland, 
infrastructure and especially oil/natural gas pipelines did very well. Private land and 
infrastructure were up around 5% in the 1st half of the year while oil/gas pipelines 
(TPYP) was one of the top performers in the period returning + 11.5%. The entire 
‘infrastructure asset class’, which represents 10% to 13% for most clients acted as a great 
inflation hedge this year as it was intended.  

In addition to the points mentioned above, over the past month we have made several portfolio changes 
and will be executing more over the next few weeks. The most important changes are highlighted 
below:  

o Introduction of a new ‘bond replacement’ private credit fund (CELFX): We started 
to allocate to a new private credit fund in May and June for most clients. This fund is a 
well-diversified strategy with allocations to asset-backed lending, venture debt, royalties, 



real estate debt, and specialty direct lending. We expect this fund to have limited 
volatility, no/little reaction to rising rates, limited correlation with the economy and stock 
market, and it is currently yielding roughly 8%.  

o Adding additional allocation to Liquid Insurance Securities: The SHRMX fund is 
largely composed of insurance linked bonds that directly benefit from rising rates and 
currently have a favorable yield spread vs. the historical average. From this point forward 
we are looking for possible returns of + 2.5% from short term collateral (US Treasuries) 
and + 5.0% to + 7.0% from the insurance component on an annualized basis. Given this 
return potential and daily liquidity we view this area as an attractive place to put ‘dry 
powder’ for possible use if there is further stock weakness.  

o Additional allocation to traditional high quality bonds and high free cash flow 
stocks: For almost all clients we are increasing our exposure to the ‘COWZ’ fund which 
holds the highest free cash flowing companies in the US stock market. This strategy has 
outperformed the SP500 by 12% in the first half of the year and we see no reason to think 
this outperformance will not continue. For every $100 invested in the SP500 an investor 
receives roughly $4.5 per year in ‘free cash flow’, within this specific fund an investor 
receives about $12.5 per year in cash flow.  

For a majority of our clients we are adding traditional bond exposure for the first time in 
1-2 years. Currently we are able to get more than a 3% yield on short/intermediate term 
Treasury notes and 5% or more on high quality corporate bonds. We find these lower risk 
and potentially defensive yields attractive for more conservative portfolios. If we do enter 
some type of recession/slowdown there is a chance of some capital appreciation as well.  

Over the next couple weeks most clients will see a several trades and investments within portfolios. 
The overall theme will be to take the ‘harvested’ gains from several of the alternative/private 
investments (now in cash) and redeploy into bonds and stocks that are down 10% - 30%. We are 
confident over the long term this rebalancing will add significant value to portfolios. In addition, in 
recognition of the continued uncertain environment we are adding exposure to more defensive high 
free cash flow stocks, insurance securities, and traditional high quality bonds. Concurrently, with some 
select areas in the stock market being down 30% or more we see the opportunity to play some offense 
as well and can add allocation in these spaces for outsized growth potential.  

Private Investment Update (for accredited investors only; $1M+ with Traphagen) 

Private Equity (GPB Fund II): As of the latest NAV mark (12/31/2021) most of our clients are now 
up between 23% and 29% on this fund since purchase. Almost exactly 50% of the fund value is now 
held in cash with the other half split between renewable energy and healthcare/IT operating companies. 
We continue to wait for details on the exact amount and timing of a cash distribution to fund investors. 
The next NAV mark is expected to be as of 6/30/2022 and released sometime in late summer.  



Private Equity (KKR Fund): This private equity ‘fund of funds’ (made up of approximately 80% 
KKR funds and 20% other managers) continues to outperform the public markets by a wide margin 
since the beginning of 2021. This fund has returned a cumulative + 23.6% over that period, while the 
SP500 is up 6.2%. The funds remains well diversified with large allocations to the technology, 
healthcare, financial, and consumer sectors and holds 407 underlying private companies.  

Private Equity (Stepstone Conversus Fund):  Like KKR this private equity fund is far outperforming 
the public markets and the average private fund. Since January 2021 this fund has retuned + 41.3% 
while the SP500 is up 6.2%. The Stepstone fund is up 7% net of all fees alone in 2022 and now does 
offer a annual 3% - 4% dividend yield. This fund holds more than 1000 individual companies with 
large allocations to healthcare, technology, industrials, and the real estate sectors.  

Private Real Estate Equity (Blackstone Fund): Unlike publicly traded real estate (REITs) which are 
down close to 20% on the year, this private real estate fund which concentrates on residential and 
industrial/warehouse properties mainly in the southern US is up 6.5% for the year. The fund also does 
pay rental income of 4.3% per year. The other private real estate fund we hold (TIPWX) is up even 
more on the year with a + 15% return.  

2022 Market and Economic Outlook Update: 

The first half of the year has been one of the worst over the past 50 years for almost all traditional 
assets. However, for the vast majority of our clients we have been able to completely avoid the bond 
losses and mitigate the stock drawdown with our unique allocation. As we illustrated with the graphic 
on page 3, this ‘reset’ in valuations and prices for traditional assets has increased future returns of both 
bonds and stocks. We are in the process of repositing assets across portfolios to take advantage of this.  

With our Traphagen Recession Index (TRI) reading 55% as of the latest mark, we do expect a material 
slowdown/technical recession either imminently or in the near future. However, it is very important to 
note that with unemployment very low, consumers and corporations in a healthy position, and the FED 
actually ‘wanting’ this outcome this is would be no ‘ordinary’ recession. We do think there is a strong 
possibility with stocks already down 20%, any economic slowdown helping reduce inflation, and a still 
very strong labor market, even if we enter a technical recession, most of the stock pain could be behind 
us. That being said we see volatility remaining high through the end of the year.  

We will continue to monitor the balance the FED is trying to orchestrate between high inflation and an 
‘overheating’ economy with a ‘slamming’ of the economic brakes and a sharp recession. Right now, 
we see a relatively healthy balance between the two, but we will respond to whatever happens with this 
delicate economic backdrop. Regardless of the exact market outcome our portfolios remain well 
positioned to protect capital and take advantage of any opportunities for the long term.  

As always, we thank you for the continued trust you place in us as a firm, and we hope all our clients 
enjoy the rest of the summer.  

Best regards, 
Your Traphagen Investment Team 


