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Three Takeaways from 2022

Key Takeaways

o 2022 was an exceptionally bad year as inflation and
higher interest rates wreaked havoc on markets.

o 2022 is the only time in history where stocks and
bonds each fell by more than 10% and even
traditional inflation hedges failed to protect portfolios.

o Looking ahead to 2023, the singular focus on
inflation will likely shift to growth and likely bringing
new surprises for investors.

Last year was an exceptional year, and not in a good way.
There was no shortage of worries during the year from
COVID-19, the Ukraine war, and the most central story of
all: inflation and interest rates. In this edition of On the
Mark, we identify the impact of inflation on markets and
whether investors should expect more of the same or
changes in 2023.

Stocks and bonds fell 10% for the

first time on record

In 2022, the Federal Reserve (Fed) switched its narrative
from transitory inflation to one committed to taming the
inflation beast. The Fed raised interest rates seven times
from 0.0% to 4.25-4.5% in merely 10 months. This surge in
interest rates hurt both stocks and bonds. Stocks, as
represented by the S&P 500 index, fell 18.1%, its worst
year since 2008 and the sixth worst on record. Meanwhile,
bonds, as represented by the Bloomberg US Aggregate
index, had its worst year since the inception of the index in
1976, falling by 13.1%'.

Losses in stocks are not new. Losses within bonds are
less common but also have occurred previously. What
made 2022 unique is how sharply stocks and bonds fell
simultaneously. Last year was only the sixth time since
1926 that both the S&P 500 and Bloomberg US Aggregate
declined. What'’s truly remarkable is that it was the only
time in history where both stocks and bonds each fell
by more than 10%, as seen in the below chart.

U.S. Stocks vs Bonds Returns
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Boring was beautiful

While it was a hellish year for stocks, not all stocks fared
the same. Over the past decade, fast-growing technology
companies dominated returns when compared to those of
more “boring” companies. That trend reversed course
sharply in 2022 as investors were more focused on
companies that made goods and have shown resiliency
through varied economic cycles. The Nasdaq index, often
synonymous with technology stocks, fell 32.5%, while the
blue-chip stocks listed on the Dow index fell 6.9%, marking
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a difference of nearly 26%. It's not that technological
innovation is no longer valuable, but many of these
companies were priced for perfection, and higher interest
rates called into question earnings potential for many of
these companies that were still years away from
profitability.

2022 US stock index performance
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Traditional inflation hedges did
not work either

Last year wasn’t challenging for only stocks and bonds. It
also was a surprisingly challenging year for investments
that were considered inflation hedges. Real estate, gold,
and even bonds aimed at protecting against inflation,
known as Treasury Inflation-Protected Securities (TIPS),
all lost money in 2022, Even claims of cryptocurrency as
an inflation hedge proved false. Bitcoin was down 75%
from its peak toward the end of 2021ii. Except for
commodities, there was no place for investors to hide.

2022 inflation hedge performance
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Looking ahead to 2023

In 2022, the only thing that mattered to markets was
inflation and the Fed’s focus on taming the inflation beast.
This singular focus will shift in 2023 from inflation to growth
since inflation has likely peaked and is falling, and the
economy is slowing.

For riskier investments like stocks, even if the economy
avoids an official recession, profit growth for companies
likely will slow in 2023. Additionally, stock investors
probably will become more focused on which companies
can better weather that slowdown, a continuation of the
trend we saw in 2022. However, while caution is
warranted, economic uncertainties should not be used as
a market timing tool. Markets are forward-looking and will
likely bottom before the worst of the economic news is
over.

Bonds, on the other hand, are unlikely to repeat the
carnage of 2022. Higher starting yields should provide a
better buffer from additional rate hikes. In fact, investors
finally have reasonably attractive opportunities within
bonds as they wade through continued uncertainty.

Finally, 2022 was a reminder of the importance of having a
well-thought-out financial plan. It is a reminder that no
matter how good or bad any single year proves to be, it
should not derail one’s investment goal. Investing is a
multi-year process and should accommodate even an
exceptionally bad year. To that end, good riddance to
2022. Be glad it’s behind us.



" FactSet
i Gold represented by Bloomberg Sub Gold; Real Estate represented by S&P 1500 Equity Real Estate Investment
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