
Update on Market Conditions, Our Economic Outlook, and Portfolios 
 

In light of the recent stock market volatility and extreme moves in global interest rates and 
currencies, Traphagen wanted to communicate our thoughts on the current environment and client 
portfolios.  

 

 

2022 Financial Markets Overview: Due to a coordinated and historic effort by global central banks 
(led by the US) to fight inflation starting late last year, we have seen significant impacts on all financial 
markets. There has been a historic increase in interest rates/bond yields across the globe, a significant 
market revaluation, a US dollar surge (relative to other global currencies), and many other secondary 
effects. 2022 has been a very unique year where both high-quality bonds and stocks are both down 
significantly. In fact, as depicted in the chart below, over the past century, 2022 is the 3rd  worst year 
on record for a ‘60/40’ portfolio, only being surpassed by 1931 and essentially in-line with 1937.  

 

Below:  Calendar Year Returns for a typical ‘60% stock and 40% bond’ Portfolio (1928-2022) 

-30.0%

-25.0%

-20.0%

-15.0%

-10.0%

-5.0%

0.0%

5.0%

-25.1%
ACWI (Global Stocks)

-21.3%
Inv. Grade Bonds

-16.1%
10 Year Treasury

+ 4.7%

TFG Alternative 
Suite

2022 YTD Asset Class Returns



                                   

Traphagen did not know exactly when the bond market would correct, but we did see the very poor 
risk/return profile of bonds in 2020 and 2021. Because of this we have been largely absent this asset 
class since 2020 and have avoided this downturn. We utilized an array of alternative and private 
investments that in aggregate are up roughly 4.5% in 2022 (and up 12% in 2021) to replace this bond 
allocation. This action alone has saved our clients approximately $115M in client assets (roughly 13% 
in portfolio returns) since December 2020. Traphagen clients that are invested in our ‘balanced’ 
(60/40 type portfolio) are down between 9% and 12% rather than the 21% or so average for the same 
type of portfolio in 2022. For more conservative portfolios, performance will be better and aggressive 
allocations will be more in line with the US stock market. From this point forward however, the 
risk/reward has changed significantly for all financial assets including bonds.  

Likely FED action/rising rates for remainder of 2022: The vast majority of volatility and negative 
market action we have seen this year has been due to Fed rate hikes and policy ‘tightening’ to fight 
inflation. To get an idea of where we are going in terms of markets we have to be focused on what 
path the FED will take the rest of this year and into 2023. Currently, we are of the opinion the FED will 
continue to hike rates and ‘tighten’ policy until we reach short term interest rates of around 4.5%. 
Currently we stand at roughly 3.3%, so we have some more work to do, but the majority of ‘work’ 
should be behind us. Once the FED pauses hikes and the markets have a better idea of what the ‘final’ 
rate level will be, financial markets should benefit. We think this ‘pause’ in rate hikes happens some 
time either late in 2022 or Q1 2023.  

 

60/40 Portfolio SP500/10 Year Treasury 
(Total Returns 1928-2022) 



Below: 30 Year Chart of the 2-Year T-Bill (Current rate of 4.2% is same level as 1992/1993) 

 

Overall Market Thoughts and Recent/Potential Future Portfolio Actions: We do think a recession is 
either occurring currently or very likely to occur over the next 9 months. Even if this does occur, we 
think a majority of the ‘revaluation’ within the stock market has already happened, as the average 
recessionary stock market pullback is roughly 35% and declines of 30% on the NASDAQ and 24% on 
the SP500 are already ‘in the books’. We are even more confident that the worst is behind us in the 
bond market. The move from a 0.5% 10-year Treasury in 2020 to the high hit earlier this week of 4.0% 
is not likely to repeat. In fact, for the first time in many years we see good value in high quality bonds. 
Therefore, we think the combination of much improved bond yields, continued alternative/ private 
allocation, and favorable stock valuations should create a better environment for a well-diversified 
portfolio in 2023 compared to 2022, regardless of any possible slowdown.  

Below: Traphagen estimated long term future returns for major assets (2021 vs. 2022) 

Asset Class 12/2021 Estimated Future Returns 9/2022 Estimated Future Returns 
US Stocks +4.5% to +6.5% Per Year +6% to +8% Per Year 

High Quality Bonds +1% to +2% Per Year +4% to +5% Per Year 
Alternatives +5% to +6% Per Year +5% to +6% Per Year 

 

Other factors such as the ongoing Russian invasion of Ukraine and the upcoming US election in a little 
over a month certainly are important, but our main focus continues to be the FED. The war can 
provide either positive or negative catalysts (likely more short term orientated) with limited direct 
impact on the US economy. Once we get the mid-term elections behind us, (which is likely to result in 
government ‘gridlock’), historically this has provided at least a short to intermediate term bullish 
catalyst.  

Below you will find important client portfolio bullet points and recent/possible actions:  

• We still have no/minimal foreign stock exposure and have no immediate plans to reallocate 
(foreign stocks have now underperformed US stocks every year since 2012)  

• We retain a large percentage of portfolios (25% to 35%) to alternative and private 
investments which in aggregate are up roughly 4.5% in 2022  

o As we rebalance portfolios later this year and into early 2023, we will likely trim some of 
these positions and add to bonds and stocks  



• Within 2022 we added allocations to more defensive healthcare, utility, high free cash 
flow/value stocks, and private credit strategies  

• With high quality bond yields at levels not seen in 15 years, over the past several months we 
have for the first time since 2020, allocate to bond positions for most portfolios; It is likely we 
will continue to add to bonds for most portfolios over the next several months and into 2023 

• If stocks remain near current levels or continue to decline over the next several months, we 
will most likely add to select stock positions where good value exists 

In conclusion, although 2022 has been one of the worst years in history for a ‘diversified or balanced’ 
portfolio, Traphagen has greatly mitigated this with the use of alternative/private investments in 
place of bonds, elimination of foreign stocks, and a tilt towards defensive/value stocks. Going forward 
we think volatility remains high for the remainder of 2022 and into 2023 with several challenges still 
remaining. That said, future prospects have now significantly brightened for many asset classes and 
we will look to take advantage of these opportunities with risk management always our ultimate 
focus. 

We at Traphagen wish the best for all our clients as autumn begins and we will also have our quarterly 
newsletter with much more information available within 2-3 weeks.  

Thank you, and if you have any additional questions contact your Traphagen Wealth Advisor or Eric 
Mancini at eric@tfgllc.com 

Best Regards 

Your Traphagen Investment Team 

mailto:eric@tfgllc.com

