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2022 was a difficult year for both Equities and Fixed Income. The S&P 500 was down 18.1%, the 
Dow Jones by 6.9%, and the tech-heavy NASDAQ fell by 32.5% 1. The U.S. Aggregate Bond 
Index was also lower by 13.0% 1. Goldman Sachs recently calculated that stocks and bonds both 
losing money over a 12-month window has only occurred 2% of the time since 1926. While this 
may certainly be frustrating to investors, these types of losses are unusual and shouldn’t warrant 
radical changes 4. 
 
Equities remained highly volatile throughout much of 2022 (specifically longer-duration tech), 
with persistent inflation and the most aggressive rate hike cycle in history weighing heavily on 
investor sentiment. Non-Profitable Tech and Cryptocurrency felt enormous headwinds, with many 
companies trading at or near zero. Optimism around China reopening was stop-and-go all year, 
with uncertainty around a full-economic recovery causing supply chain disruptions, a rise in 
producer prices and ultimately curbing growth. The war in Ukraine also kept global markets on 
edge and was not modeled in even the most bearish S&P forecasts to start 2022. The Energy sector 
rose more than 59% last year, significantly outperforming all 10 other sectors 1. In addition, 
Communication Services was the worst performing sector of the year, falling more than 40% 1. 
Outside of equities, one of the best performing asset classes in 2022 was the U.S. dollar, which 
ended the year up nearly 8% against a basket of currencies (its largest jump in 7 years) and touching 
a peak of 0.95 against the Euro in September 1. With inflation likely to continue to fall, we see a 
sell-off in the dollar as one of the headline stories in 2023.  
 
Arguably, the biggest concern for investors during the year was the high inflation not seen since 
the 1970’s. CPI during the year peaked at 9.1% in June, putting pressure on financial markets and 
consumers alike 2. The U.S. markets ended the year with the Fed Funds rate at 4.5%, up by a 
whopping 1,700% year-over-year 3. While certainly a high and unacceptable figure, inflation data 
of late has gradually been on a downward trajectory. The most recent inflation number shows that 
YoY CPI is at 7.1%. PCE (the Fed’s favored indicator as its more representative of consumer 
spending preference), ended the year at 4.68%. 
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GOING FORWARD 
 
We are taking a more cautious approach heading into the first half of 2023 and will continue to 
monitor and evaluate the markets as the year goes on. So far, we are off to a good start to 2023, 
with more than three quarters of S&P 500 companies trading above their 50-day moving average 
and the S&P regaining an important psychological level at 4,000 1.  The S&P analog to a 2008 
scenario has finally diverged, with fears of a hard recession moderating. The Volatility Index 
(VIX) is the least volatile that it’s been in 12 months, bonds have also begun to stabilize 1,6. While 
it may be early to call the beginning of a new bull market, the percent of stocks above their 200-
day moving average crossed over the proverbial line in a sand recently (.13 over SPX), indicating 
that a ‘risk on’ appetite has reemerged 5. 
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The earnings picture remains positive at 4.4% for 2023, however some analysts have expressed 
concerns regarding this forecast and believe that expectations could be adjusted sooner or later 3. 
As Mark Twain famously stated (despite being misquoted), reports of my death are greatly 



exaggerated- we think this is applicable to the greater economy, as well as corporate profits, as 
both have been rather resilient over the last several quarters. Q3 GDP rose a remarkable 3.2% in 
2022 2. 
 
While these short-term trends are encouraging, markets will likely remain volatile and uncertain 
until the Fed pauses its tightening (The Federal Reserve has indicated its intention to get the Fed 
Funds rate up to 5% before pausing). As stated, profit expectations contrast with the current 
macroeconomic backdrop and recent market optimism. For example, PPI for December declined 
-0.5% vs. an expectation of -0.1% 2. With that said, we will gain additional clarity of the first half 
of 2023 in the next few weeks, with hopes of inflation declining further, earnings releases, and 
central bank decisions on deck. If equities continue to run and the economy remains resilient, we 
will have orchestrated what can be termed a ‘soft-landing’. But only time will tell. 
 
However, there are potential risks on the horizon. Delinquency in loans will likely rise in 2023 
(and already has started in certain sectors like autos), as subprime borrowers feel a greater pinch 
of higher rates. Credit card interest rates are now past the peak seen in 1985. Going into 2023, the 
three major central banks (BoE, ECB, and FED) and many corporate CEOs have indicated that 
they are expecting economies to go into recession during the next year (they have also mentioned 
that they expect the recessionary period to be short-lived and mild). Historically, recessions (or the 
official declaration of) don’t result in significant damage to portfolios and it's fair to say that a mild 
recession is already ‘baked in’ to current P/E multiples. A reverse in course of inflation or greater 
restrictive policy from the Fed than what’s already been communicated, potentially sets up a hard-
landing scenario (high unemployment, earnings falling off a cliff) and could bring down equity 
prices another 10-20% from these levels. For us, a key indicator of recession (and one of the factors 
that the National Bureau of Economic Research uses) would see a significant uptick in 
unemployment levels. At this point, we believe the Fed would be willing to accept unemployment 
in the 4-5% range to bring down inflation (unemployment currently sits at 3.5%), anything above 
these levels and equity prices would react negatively and perhaps eventually force the Fed to cut 
rates 2. This is not our base-case after reviewing with our institutional partners and examining the 
data.  
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PORTFOLIO ALLOCATION 

 
With clear uncertainties on the horizon, we continue to drift more to a balanced weight of Growth 
and Value (and have done so since Q4 2021). While it’s fair to say that Large Cap Technology 
stocks led the last bull market for the better part of a decade (APPL, MSFT, AMZN, etc.), we think 
it’s reasonable to believe that another favored sector might lead the next rally. As such, Technology 
(including disruptive tech) certainly still has a place in a risk-based portfolio. In addition, we 
expect the Healthcare sector to outperform the market next year for value buyers or with an eye 
towards a more defensive positioning, especially in the first part of the year. Since the yield on 10-
Year Treasury peaked in October, Materials has been the top sector performer and remain an 
overweight in our Asset Track models. Global markets of late have outperformed U.S. markets, 
with a recent Bank of America survey indicating investors are most underweight U.S. equities 
since 2005. We think Developed Europe provides an opportunity as valuations appear attractive 
(European markets are also tilted more towards Value than U.S. markets, specifically financials) 
as well as the Chinese economy with the potential for a liquidity stimulus down the road to spur 
growth. 
 
Short and medium-term government bonds are offering attractive returns, as the yield curve 
remains inverted (2-year Treasuries are trading significantly above 10-year Treasuries).  However, 
we continue to add duration as we near peak interest rates. Investment-grade securities also remain 
a very good option for investors as they offer higher yields compared to risk-free securities, as they 
can provide stability even during a recession, as the financial health of these company balance 
sheets remains strong. High-yield fixed income offers attractive returns, but the credit risk and the 
probability of increased default, make this investment less attractive to us presently as we shift 
more towards quality.  
 
SUMMARY 
 
To conclude, we believe that 2023 could shape up to be a recovery year for the markets, with the 
assumption that the Fed doesn’t overshoot as it seeks to return core inflation towards its 2% target. 
Presently, our expectation is that this could happen by year end or early 2024 (if current trends 
continue). This delicate balance between bringing down inflation and allowing for economic 
growth, will remain the key driver of the market this year. 
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