
2022 has been a difficult year, so far, with losses in both equity and 
fixed income markets. One positive is the impact of COVID-19 
on the economy continues to fade away. But in its place, new 
challenges have arrived, and others remain, such as Russia’s brutal 
invasion of Ukraine, China’s brutal zero Covid policy and the U.S. 
lack of oil production, all contributing to sustained high inflation. 
The Federal Reserve has since turned to a hawkish stance, raising 
interest rates by 0.75% in June and promising further tightening 
in the months ahead.

One positive with higher interest rates is money market rates have 
risen above one percent for the first time in a while. However, the 
higher and rising inflation (currently at 9.06%) and Fed tighten-
ing has led to a fast rise in mortgage rates (currently 5.51% on 

the 30 Year). The Fed tightening in combination with fiscal drag, 
an over-valued dollar, record-low consumer sentiment, and large 
stock market losses, is rapidly undermining economic momentum.
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Evidence-Based Investing Insights
Continuing from our last issue where we shared Insight #3: Finan-
cial Gurus, this quarter we turn our attention to the many ways 
you can harness these and other efficiencies to work for you, rather 
than against you. We will begin with Insights #4-6. First up, global 
diversification, after all, what other single action can you take to 
simultaneously dampen your exposure to several investment risks 
while efficiently investing toward your personal financial goals?

What is diversification? In a general sense, it’s about spreading your 
risks around. In investing, that means that it’s more than just ensur-
ing you have many holdings, it’s also about having many different 
kinds of holdings. If we compare this to the adage about not putting 
all your eggs in one basket, an apt comparison would be to ensure 
that your multiple baskets contain not only eggs but also a bounty 
of fruits, vegetables, grains, meats, and cheese. 

While this may make intuitive sense, many investors come to us 
believing they are well-diversified when they are not. They may own 
a large number of stocks or stock funds across numerous accounts. 
But upon closer analysis, we find that the bulk of their holdings are 
concentrated in large-company U.S. stocks. An up until recently, 
large growth companies!

Think of a concentrated portfolio as the undiversified equivalent of 
many basketsful of plain, white eggs. Over-exposure to what should 
be only one ingredient among many in your financial diet is not 
only unappetizing, but it can also be detrimental to your financial 
health. Poor diversification:

1. Increases your vulnerability to specific, avoidable risks

2. Creates a bumpier, less reliable overall investment experience

3. Makes you more susceptible to second-guessing your 
investment decisions

Combined, these three strikes tend to generate unnecessary costs, 
lowered expected returns and, perhaps most important of all, in-
creased anxiety. You’re back to trying to beat instead of play along 
with a powerful market. 

To best capture the full benefits that global 
diversification has to offer, we advise turning 
to the sorts of fund managers who focus their 
energies – and yours – on efficiently capturing 
diversified dimensions of global returns.
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Quarterly Market Review: Second Quarter 2022 (continued from page 1)

When it comes to feeling gloomy and worried about the outlook, 
most investors natural tendency is to sell risk assets in general, 
and particularly stocks. However, history suggests that trying to 
time markets in this way is a big mistake. Looking back at the 
past 50 years on the University of Michigan’s index of consumer 
Sentiment, there are eight distinct peaks and troughs. Over the 
past 50 years the S&P 500 went up or down in the 12 months 
following the peaks or troughs. And, on average, the buying at 
a confidence peak yielded a return of 4.1% while buying at a 
trough returned 24.9%.

I would not argue that U.S. stocks will return anything like the 
24.9% in return in the next year. There are many factors that 
will help determine that outcome. However, when planning for 
2022 and beyond, we should focus on our diversification and 
factors that we own rather than when to buy or sell and how 
we feel about the world. 

With the backdrop of surging inflation, hawkish central banks, 
rising interest rates, record-low consumer confidence and slowing 
economic growth pressured stock and bond performance. Global 
stock and bonds declined for the quarter. Most stock indices 
logged double-digit second quarter declines, while bond losses 
varied depending on sector and maturity.

• After declining nearly 5% in the first quarter, the S&P 
500 Index slipped into bear market territory and fell 
more than 16% in the second quarter. With a year-to-
date total return of -20%, the index suffered its worst 
first-half performance since 1970.

• All sectors of the S&P 500 Index declined in June and 
for the second quarter. The consumer staples sector 
fared the best for the quarter, dropping almost 5%, 
while consumer discretionary stocks were the worst, 
plunging more than 26%.

• U.S. inflation ended the quarter at 8.6% (year over 
year), a 41-year-high. European inflation rose to a record 
8.6%, while U.K. inflation hit a 40-year high of 9.1%.

• Soaring inflation prompted the Fed to raise rates 50 bps 
in May and 75 bps in June, the first 75-bps hike in 28 
years. The Bank of England lifted rates for the fifth time 
since December. The European Central Bank said its 
asset-purchase program would end in July, setting the 
stage for its first rate hike in 11 years.

MSCI All Country World Index with selected headlines from Q2 2022
World Stock Market Performance
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“Fed Raises Rates by 0.75 
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Increase Since 1994”

“US Mortgage Rates 
Hit 5% for First Time 
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Stocks Extend Selloff”

“Europe Moves to Sanction Russia 
Again, Closing In on Oil Embargo”

“Fed Lifts Interest 
Rates by Half 
Point in Biggest 
Hike Since 2000”

“US Retail Sales Grew 0.9% in April; 
Spending Rose for Fourth Straight Month”

“Small Businesses 
Lose Confidence 
in US Economy”

“World Bank Warns of 
Stagflation Risk”

“Tech Sector Has Worst Start 
to a Year since 2002”

“Mortgage-Application Index Falls to 
Lowest Level in 22 Years”

These headlines are not offered to explain market returns. Instead, they serve as a reminder that investors should 
view daily events from a long-term perspective and avoid making investment decisions based solely on the news.

CONTINUED ON PAGE 3
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CONTINUED ON PAGE 5

• U.S. stocks (S&P 500) fared better than their 
developed markets peers in June. However, U.S. stocks 
underperformed for the second quarter. Emerging 
markets stocks outperformed developed markets stocks 
in June and for the quarter.

• U.S. Treasury yields rose in June and for the quarter 
overall, leading to widespread losses for bonds.

Equity Returns Chart
A rapidly improving labor market and persistent inflationary 
pressures has pushed the Federal Reserve (Fed) to adopt a much 
more hawkish stance. At its June meeting, the Fed increased the 
federal funds rate by 0.75%, following increases of 0.25% and 
0.50% in March and May respectively. In addition, the Summary 
of economic Projections indicated a median expectation, among 
members of the FOMC of cumulative further increases of 1.75% 
this year and 0.5% next year, taking the funds rate to a range of 
3.25%-3.50% by the end of 2022 and 3.75% to 4.0% by the end 
of 2023. The Fed is also continuing to reduce their huge bond 
holdings with the pace of reduction ramping up to a reduction 
of up to $95 billion per month by September.

It is significant to note that while futures markets now roughly 
agree with the Fed’s own forecast of the federal funds rate for the 
rest of 2022, they are pricing in Fed easing starting next spring 
reflecting the risk that too-aggressive Fed action could tip the 
economy into recession.

The persistent high inflation and aggressive tightening from the 
Fed drove U.S. Treasury yields higher. U.S. bonds posted negative 
returns for June and the second quarter, led by corporate bonds.

• The Bloomberg U.S. Aggregate Bond Index declined 
1.6% in June, leading to a loss of 4.7% for the second 
quarter. Corporate bonds, mortgage-backed securities 
and Treasuries retreated for the month and quarter. 

• The yield on the 10-year U.S. Treasury note soared to 
3.5% by mid-June before retreating by month-end due 
to weaker economic data. Overall, the 10-year yield rose 
from 2.35% on March 31 to 3.01% on June 30. The two-
year Treasury yield rose 62 bps to 2.96%, and the yield 
curve steepened modestly. 

• Annual headline inflation jumped to 8.6% in May, the 
highest rate since December 1981. Rising energy costs, 
including record-high gasoline prices, were significant 
contributors to inflation’s surge. 

• After raising rates 50 bps in May, the Fed lifted rates 
75 bps in June, the first rate hike of 75 bps since 1994. 
At quarter-end, Fed futures contracts signaled an 81% 
chance of another 75 bps Fed rate hike in July. 

• Municipal bond (muni) yields also rose, and munis 
underperformed Treasuries in June. However, a rally in 
May helped munis outperform Treasuries for the second 
quarter.

• Five- and 10-year inflation breakeven rates eased in the 
quarter as growth expectations softened. TIPS were 
among the worst-performing fixed-income sectors for the 
three-month period.
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• All major size and style categories posted steep losses for the 
second quarter and year-to-date period.

• Large-cap stocks fared modestly better than small-cap stocks 
in the quarter. Year to date, the broad large- and small-cap 
indices were down more than 20%. 

• Style performance across capitalizations favored value 
stocks over growth stocks for the quarter and year to date. 
Nevertheless, growth and value stocks suffered sharp losses 
for both periods.

• International developed markets stocks declined for the 
second quarter and the year-to-date period. 

• Similar to performance among U.S. stocks, large caps 
outperformed small caps in the second quarter and for the 
six-month period. 

• Value stocks generally fared better than growth stocks in the 
second quarter and year to date. For the year-to-date period, 
large-cap value stocks declined nearly 10%, while small-cap 
growth stocks plunged almost 30%. 

• The broad emerging markets stock index declined but 
outperformed developed markets indices for the quarter and 
the year-to-date period. 

• Tracking performance trends in developed markets, large-cap 
stocks outperformed small-cap stocks for the second quarter 
and year to date. 

• Large- and small-cap value stocks declined but outperformed 
their growth stock peers for both time periods. Small-cap 
growth stocks delivered the worst relative performance in the 
second quarter and year to date. 
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Equity Returns 

Data as of 6/30/2022. Performance in USD. Past performance is no guarantee of future results. Source: FactSet.
U.S. Equity, International Developed Markets and Emerging Markets Equity style boxes are represented by Russell, MSCI World ex USA and MSCI Emerging Markets indices, respectively.



There’s Risk, and Then There’s Risk

Managing concentrated risks – If you try to beat the market by 
chasing particular stocks or sectors, you are exposing yourself 
to higher concentrated risks that could have been avoided with 
diversification. As such, you cannot expect to be consistently 
rewarded with premium returns for taking on concentrated risks. 

Whether we’re talking about concentrated or market-related 
risks, diversification plays a key role. Diversification is vital for 
avoiding concentrated risks. In managing market risks, it helps 
you adjust your desired risk exposure to reflect your own purposes. 
It also helps minimize the total risk you must accept as you seek 
to maximize expected returns. 

Unavoidable Market-Related Risks 
If concentrated risks are like bolts of lightning, market-related risks 
are encompassing downpours in which everyone gets wet. They 
are the persistent risks that apply to large swaths of the market. 
At their highest level, they are the ones you face by investing in 
capital markets in any way, shape, or form. If you stuff your cash 
in a safety deposit box, it will still be there the next time you visit 
it. (It may be worth less due to inflation, but that’s a different 

risk, for discussion on a different day.) Invest in the market and, 
presto, you’re exposed to market risk. 

Managing market-related risks – Every investor faces market 
risks that cannot be “diversified away.” Those who stay invested 
when a market’s risks are on the rise can expect to eventually be 
compensated for their steely resolve with higher returns. But they 
also face higher odds that results may deviate from expectations, 
especially in the near-term. That’s why you want to take on as 
much, but no more market risk than is personally necessary. 
Diversification becomes a “dial” for setting the right volume of 
market-related risk exposure for your individual goals. 

Whether we’re talking about concentrated or market-related 
risks, diversification plays a key role. Diversification is vital for 
avoiding concentrated risks. In managing market risks, it helps 
you adjust your desired risk exposure to reflect your own purposes. 
It also helps minimize the total risk you must accept as you seek 
to maximize expected returns. 

This sets us up well for addressing another powerful benefit of 
diversification: smoothing out the ride along the way. 

Diversification Reduces Risks That Have No Expected Return

Concentrating in one stock  
exposes you to unnecessary risks. 

Diversification reduces the impact of any  
one company’s performance on your wealth.
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We will now turn to the next Insight, Managing the Market’s 
Risky Business. Before we even have words to describe it, most of 
us learn about life’s general risks when we tumble into the coffee 
table or reach for that pretty cat’s tail. Investment risks aren’t as 
straightforward. Here, it’s important to know that there are two, 
broadly different kinds of risks: avoidable, concentrated risks and 
unavoidable market-related risks. 

Avoidable Concentrated Risks 
Concentrated risks are the ones that wreak targeted havoc on 
particular stocks, bonds or sectors. Even in a bull market, one 
company can experience an industrial accident, causing its stock 

to plummet. A municipality can default on a bond even when 
the wider economy is thriving. A natural disaster can strike an 
industry or region while the rest of the world thrives. 

In the science of investing, concentrated risks are considered avoid-
able. Bad luck still happens, but you can dramatically minimize its 
impact on your investments by diversifying your holdings widely 
and globally, as we described in our last post. When you are well 
diversified, if some of your holdings are affected by a concentrated 
risk, you are much better positioned to offset the damage done 
with plenty of other, unaffected holdings. 
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Diversifying for a Smoother Ride
Like a bucking bronco, near-term market returns are characterized 
more by periods of wild volatility than by a steady-as-she-goes trot. 
Diversification helps you tame the beast, because, as any rider knows, 
it doesn’t matter how high you can jump if you fall out of the saddle. 
High or low, you’re going to get left in the dust. 

When you crunch the numbers, diversification is shown to help 
minimize the leaps and dives you must endure along the way to 
your expected returns. Imagine several rough-and-tumble, upwardly 
mobile lines that represent several kinds of holdings. Individually, 
each represents a bumpy ride. Bundled together, the upward mo-
bility by and large remains, but the jaggedness along the way can 
be dampened (albeit never completely eliminated). 

Diversification Smooths Out Some of the Bumps

Covering the Market
A key reason diversification works is related to how different market 
components respond to price-changing events. When one type of 
investment may zig due to particular news, another may zag. Instead 
of trying to move in and out of favored components, the goal is to 
remain diversified across a wide variety of them. This increases the 
odds that, when some of your holdings are underperforming, others 
will outperform or at least hold their own. 

The results of diversification aren’t perfectly predictable. But po-
sitioning yourself with a blanket of coverage for capturing market 
returns where and when they occur goes a long way toward replacing 
guesswork with a coherent, cost-effective strategy for managing 
desired outcomes.

Diversification offers you wide, more manageable exposure to the 
market’s long-term expected returns as well as a smoother expected 
ride along the way. Perhaps most important, it eliminates the need 
to try to forecast future market movements, which helps to reduce 
those nagging self-doubts that throw so many investors off-course. 

SINGLE SECURITY VIEW SECURITY A
SECURITY B
SECURITY C

DIVERSIFIED PORTFOLIO VIEW

A well-diversified portfolio can provide the opportunity for a more 
stable outcome than a single security.


