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We believe in the old saying: a picture is worth a thousand words. 

Here, we aim to recap recent market action and provide some 
perspective to investors. 

                                                                                                                                                                         November 2022 
WHERE TO NEXT AFTER A DIFFICULT YEAR FOR DIVERSIFICATION? 

It is no secret that this has been a historically challenging year for the traditional 
stock/bond portfolio. While stocks are known to be volatile and even occasionally 
go through long periods of underperformance, bonds have almost always provided 
a nice hedge and acted as a portfolio ballast during selloffs. However, though 
rare, stocks and bonds can fall simultaneously. This has been the case in 2022 
as the rapid spike in interest rates spurred a multi-asset selloff that has stung fixed 
income investors in particular (bond prices fall as rates rise). While the calendar 
year return is somewhat bad luck (the stock market peaked on the first trading day 
of  2022), the drawdown for the traditional 60/40 portfolio (i.e., 60% stocks, 40% 
bonds) has nevertheless been quite painful. 

In better news, however, things seem to be looking up from here. To the right, we 
show the 15 worst years for the 60/40 portfolio since the mid-1920s and the returns 
for that same portfolio over the subsequent three years. The good news is that 
three years out from a year like 2022, returns have been quite strong and 
nearly universally positive. As they say, after the rain comes the rainbow.  

Why might this be? To make it simple, the selloff has made stocks and bonds 
look cheaper, setting the stage for better performance in the coming years.  
Let’s start with stocks. Valuations – we’ll use a simple price-to-earnings (P/E) ratio 
– are as attractive as they’ve been in some time. At its October low, the forward 
P/E (which uses an estimate of the next twelve months of company earnings) was 
below its 20-year average. A lower P/E indicates that stocks are cheaper, and is a 
positive harbinger for longer-term returns. 

A similar case can be made for bonds. A bond’s starting yield is probably the single 
best indicator of what its return will be over its lifetime (i.e., a bond yielding 5% 
could be expected to return around 5% annually over its life). With interest rates 
much higher today than they’ve been in years, bonds again look attractive and 
forward returns can be expected to be higher. 

Further, many of the best years for a stock/bond mix have come on the heels of aggressive Fed tightening cycles (like 2022). 
Should inflation abate and/or economic growth slow, the Fed may f ind itself able to slow its pace of hikes or outright pause, 
which should better support both asset classes. In particular, bonds have seen outsized weakness this year, but as our partners 
at Strategas have noted, the eventual reversal lower in yields – even if not imminent – will greatly reward bondholders.  

And it may not be imminent. While the longer-term picture looks attractive, it could still take time to develop. With inflation 
stubbornly high and the Fed stoutly hawkish, rates could easily continue higher in the near-term. Similarly, stocks may look 
attractive on a valuation basis today, but they’re nowhere near as low as is often seen at bear market bottoms. Simply, as long 
as inf lation proves lasting, volatility should persist. But this doesn’t change the broader point. Not only has a stock/bond 
portfolio almost always performed well after a down year, but the setup for both is becoming increasingly attractive. 

In the Markets Now 
The 60/40 portfolio heading forward 
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https://www.youtube.com/watch?v=psAmABstlwU
https://www.youtube.com/watch?v=psAmABstlwU
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Disclosures 

This is not a complete analysis of every material fact regarding any company, industry or security. The opinions expressed 

here ref lect our judgment at this date and are subject to change. The information has been obtained f rom sources we 

consider to be reliable, but we cannot guarantee the accuracy.   

This report does not provide recipients with information or advice that is sufficient on which to base an investment decision.  
This report does not take into account the specific investment objectives, financial situation, or need of any particular client 

and may not be suitable for all types of investors.  Recipients should not consider the contents of this report as a single 

factor in making an investment decision.  Additional fundamental and other analyses would be required to make an 

investment decision about any individual security identified in this report.  

 
For investment advice specific to your situation, or for additional information, please contact your Baird Financial Advisor 

and/or your tax or legal advisor. 

 

Fixed income yield and equity multiples do not correlate and while they can be used as a general comparison, the  

investments carry material differences in how they are structured and how they are valued. Both carry unique risks that the 
other may not. 

 

Past performance is not indicative of future results and diversification does not ensure a profit or protect agains t loss. All 

investments carry some level of risk, including loss of principal. An investment cannot be made directly in an index.  

 

Copyright 2022 Robert W. Baird & Co. Incorporated.  
 

Other Disclosures  

UK disclosure requirements for the purpose of distributing this research into the UK and other countries for which Robert 

W. Baird Limited holds an ISD passport. 

 
This report is for distribution into the United Kingdom only to persons who fall within Article 19 or Article 49(2) of the Financial 

Services and Markets Act 2000 (financial promotion) order 2001 being persons who are investment professionals and may 

not be distributed to private clients.  Issued in the United Kingdom by Robert W. Baird Limited, which has an office at 

Finsbury Circus House, 15 Finsbury Circus, London EC2M 7EB, and is a company authorized and regulated by the Financial 

Conduct Authority.  For the purposes of the Financial Conduct Authority requirements, this investment research report is 
classified as objective.   

 

Robert W. Baird Limited ("RWBL") is exempt from the requirement to hold an Australian financial services license.  RWBL 

is regulated by the Financial Conduct Authority ("FCA") under UK laws and those laws may differ from Australian laws.  This 

document has been prepared in accordance with FCA requirements and not Australian laws.   

 
 

 

 

 

 
 

 

 


