
Equity and fixed income asset classes produced negative 
returns for the quarter. 

Annual inflation ending July 2022 was 8.5%, slightly down from 
8.6% in June. 

3rd QUARTER 2022

Federal Reserve increased rates by 0.75% in June, and 0.75% in 
September – resulting in 3% in rate increases for the year.
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Quarterly Market Review
3rd Quarter 2022

“Human nature conditions us to do the wrong thing all the time”– Rob Arnott, CEO of 

Research Affiliates

Economic and market conditions were challenging for the third quarter of this 
year. Year-over-year inflation seems to have peaked in June, but the overall 
inflation outlook appears to be uncertain due to the tight US labor market, strict 
zero Covid policy in China, and the ongoing nature of the Russia – Ukraine war.  

In response to this uncertainty and persistent inflation, the Federal Reserve 
continued their recent hawkish stance by reducing their balance sheet, increasing 
the federal funds rate by 3% this year, and warning of further tightening going 
forward. 

Kevin Floyd 
CFA, CFP®, AIF®

Director of 
Investments

Recession worries have increased due to a sharp increase in rates and the strength of the dollar versus 

overseas currency. Unsurprisingly, this has led to a decline in both the stock and bond markets with the 

3rd quarter producing returns of -6.7% for stocks and -4.8% for bonds, which leaves investors with a 

more favorable market valuation level than at the beginning of 2022. For the year, tilting towards Value 

companies and holding shorter term fixed income assets helped moderate losses. 

Bonds: -14.6%

S&P 500: -25.1%
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3rd Quarter 2022

Portfolio Update: At HFG we’ve continued to be diligent in rebalancing 

our clients’ portfolios by systematically making sure the appropriate mix 

of stocks, bonds, and alternatives are kept on target for your specific 

risk level. At the investment committee level, we’re currently reviewing 

the equity allocation between domestic and international stocks, while 

continuing to look for opportunities in the alternative investment space, 

such as private lending, farmland, and infrastructure investments.

Equities: The world stock market is down -25.3% for the year, and 

-6.7% in Q3 alone. There is a large disparity between “Value” and 

“Growth” companies, in which growth companies have taken the brunt 

of the decline for the year down -30.6% and -3.4% for the quarter. While 

still sliding, value companies are -18.0% for the year and -5.6% for the 

quarter. Compared to the average market portfolio, HFG clients’ Price-

to-Earnings is a reasonable 12.5x, compared to the S&P 500 at 19.6x. In 

other words, our clients are significantly tilted towards “Value”.

Bonds: As rates have continued to increase this quarter, it has paid to 
be shorter term (as rates increase, the price of bonds decrease). The 
average maturity of a bond in the US is 9 years, which in turn has 
reduced in price by -14.6% for the year and -4.8% in Q3, compared to 
shorter term bonds declining -6% for the year and -2% for the quarter.
We’ve continued to focus on allocating to shorter-term, high-quality 
bonds with the average yield generally around 4% as of this writing.

Alternatives: The overall alternative investment portfolio has provided 

positive returns for the year, in an otherwise gloomy return 

environment. Private Real Estate has returned +13%, and other private 

lending offerings have provided a stable return of 4% to 6% for the year 

so far. Hurricane Ian has negatively affected our reinsurance holdings 

that insures against natural disasters with a decline of roughly -10% for 

the year, as this was a 1-in-40-year hurricane event. The underlying 

reinsurers we’re invested in have already started raising insurance 

premiums by 20-30%; which we anticipate will be beneficial for returns 

going forward.

YTD Return YTD Return



4QMR – Economic Update
3rd Quarter 2022

Economic – Going into the fourth quarter, there is increasing concern the US economy may 

slip into recession. The combined forces of fiscal stimulus and post-COVID reopening that 

powered strong returns in 2021 have now faded. The fiscal budget deficit in 2020 was $3.2 

trillion, followed by a $2.8 trillion deficit in 2021. But the budget deficit now has fallen to 

under $1 trillion in 2022. This has reduced the flow of money, particularly to lower- and 

middle-income families and is contributing to slow growth in consumer spending. 

Furthermore, the doubling of mortgage rates since the beginning of the year has slowed 

home building and sales.

Labor Market – The labor market continues to be strong if you’re looking for a job with 1.87 

job openings for every unemployed person. This ratio is slightly down from a high of 2 

earlier this year, but still at unprecedented levels. On the labor supply side, there were 

many early retirements and diminished legal immigration during COVID. The strong 

demand for labor could soften the blow of a recession for workers. 

Name Q3 YTD

MSCI Developed International (Non-USD Based) -3.5% -14.1%

MSCI Developed International (USD Based) -9.3% -26.8%

United States Dollar Return Drag -5.8% -12.7%

US Dollar – Going into 2022, the US dollar had 15 years of steady appreciation. However, despite 

this strength, the nominal trade-weighted dollar increased 19% in 2022 to a 20-year-high. 

Economic problems overseas, a hawkish Federal Reserve, and uncertainty for the Ukraine war 

have aided in the dollar's strength. A strong dollar should help control inflation but will most 

likely slow our exports market as it has become comparatively more expensive for foreigners to 

purchase our goods.

The strength of the US dollar has adversely affected the realized returns of overseas 

investments. For example, an investor not converting their portfolio to US Dollars would have 

returned -14.1% this year, while a US Dollar based investor would have returned -26.8% due to 

the appreciation of the US Dollar. These short-term extreme fluctuations can be painful, but over 

time they even out and provide an additional layer of diversification benefits to long-term 

focused investors. 

Source:  J.P. Morgan Asset Management. Guide to the Markets – U.S. Data are as of September 30, 2022.
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3rd Quarter 2022

You wouldn’t be human if you didn’t fear loss. It is no secret that people feel the pain of losing money more than they enjoy the gains –

especially if this person is retired and has stopped accumulating savings. The natural instinct is to flee when the market plummets – than the 

fear of missing out (FOMO)  prompts people to jump back into the market when it is at all time highs. But smart investing can overcome the 

power of emotion by focusing on relevant research, solid data, and proven strategies. Here are seven principles that can help fight the urge to 

make emotional decisions in times of market turmoil.

Market Drawdowns are Par for the Course – If drawdowns or losses never occurred in the stock market, then investment in stocks wouldn’t 

have any additional return over Government Bonds. Investors are compensated over the long term for this risk as stocks have tended to move 

steadily higher. The good news is these “corrections” (more than a 10% stock market decline) and bear markets (20% of more of a decline) 

don’t last forever. On average, the S&P 500 has declined at least 10% about once a year, while a decline of 20% or more happens about every 

six years. While these declines are unpleasant, each downturn has been followed by a recovery, and new all-time highs.

Staying the course is easier said than done – especially in the midst of bear market and possible recession. You don’t have to look too hard to 

find what seems like bad news: the Federal Reserve increasing rates, an energy shortage, and an uncertain outcome for the ware in Ukraine.

With all that’s going on in the world, should I sell and sit 
on the sideline until the world issues are sorted out? In 
theory this sounds like the logical choice. However, in 
practice its exceptionally difficult to do. Not only do you 
need to sell at the correct time, but you also need to go 
back in at the correct time. On top of that, the stock 
market is a leading indicator so when we typically feel 
confident the economic headwinds are past us, the 
market is already up, and often significantly. 

For example, the table to the right illustrates the affect 
of your total portfolio return if you missed 1 to 25 of 
the best return days in the market. During this time 
period if you had poor luck, and you missed being 
invested the five best days from 1990-2021, you would 
have a 1.58% lower annual return than if you were 
invested the entire time (10.76% vs 9.18%) – that’s a 
37% reduction in account value ($26,322 vs $16,625). 
To put this in perspective, there are 11,600 days in this 
time period, and you only missed 5 of them.



6Putting Market Declines in Perspective
Continued…

We’re not predicting the market won’t decline further, but 

based on history, this is a relatively common occurrence. 

For example, the S&P 500 has been down 25% or more 

nine times since 1950. The table to the left illustrates the 

forward one-, three-, five- and 10-year returns following a 

25% or more decline on the S&P 500 over the last 72 years. 

History provides no guarantee of future returns, but there 

is a certain level of comfort in having seen this before and 

confidence that over the long term we should be bullish 

and hold course with our investments.

Source: awealthofcommonsense.com/2022/10/getting-long-term-bullish/

The Market Rewards Long Term Minded Investors - Is it reasonable to expect 30% 

returns every year? Of course not. And if stocks have moved lower in recent weeks, you 

shouldn’t expect that to be the start of a long-term trend, either. Behavioral economics 

tells us recent events carry an outsized influence on our perceptions and decisions.

It’s always important to maintain a long-term perspective, but especially when markets 

are declining. Although stocks rise and fall in the short term, they tend to reward 

investors over longer periods of time. Even including downturns, the S&P 500’s average 

annual return over all 10-year periods from 1937 to 2021 was 10.57%.



7World Stock Market Performance

Graph Source: MSCI ACWI Index (net dividends). MSCI data © MSCI 2022, all rights reserved.

It is not possible to invest directly in an index. Performance does not reflect the expenses associated with management of an actual portfolio. Past performance is not a guarantee of future results. 

MSCI All Country World Index with selected headlines from past 12 months

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.
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Last 12 

months

“Nasdaq Drops 2% as 

Investors Flee Shares of 

High-flying Stocks and 

Bond Yields Lurch Higher”

“Biden to Nominate 

Jerome Powell for 

Second Term as 

Fed Chairman”

“Stocks Extend Losing 

Streak to 5 Weeks”

“In a Wild Year for 

Markets, Stocks 

Pull Off Big Gains” 

“S&P 500 Falls Into Correction 

Territory as Russian Troops 

Enter Ukraine Region”

“Fed Raises Interest Rates 

for First Time Since 2018”

“Gas Prices Shoot Up at 

Fastest Rate on Record”

“Bond Slide Deepens; 10-Year 

US Treasury Yield Settles at 

Highest Level since 2011”

“Fed Raises Rates by 0.75 Percentage 

Point, Largest Increase Since 1994”

“Small Cap Stocks Are Starting 

to Stage Their Comeback”

“US Inflation Hits New Four-Decade High of 9.1%”

“Strong Dollar Extends Gains with No End to Rally in Sight”

“UK Inflation Tops 

10%, Underlining 

Gloomy Outlook 

for Europe” 

“Dow Falls More 

than 1,000 Points 

after Hawkish 

Remarks by Fed 

Chief”

“Investors Ramp Up 

Bets Against Stock 

Market as Summer 

Rally Fizzles” “Liz Truss Is 

Appointed UK 

Prime Minister”

“Queen 
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Dies at 96; Her 

Son Takes 

Throne as King 

Charles III”

“Fed Raises 

Interest Rates 

by 0.75 of a 

Percentage 

Point for Third 

Straight 

Meeting”
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8Global Valuations 

Price-to-Earnings (CAPE) Price-to-Book Value

What is the Investment Climate?

Cyclically Adjusted Price-to-Earnings or “CAPE” is a valuation metric, where the current market price is divided by the last ten years of average 
earnings (adjusted for inflation). The price you pay is what you get, and by utilizing average earnings over a longer period (10 years), we can put 
into perspective whether the current market price is trending toward expensive, undervalued, or fairly valued historically.



9Quarterly Market Summary

US Stock

Market

International 

Developed 

Stocks

Emerging

Markets

Stocks

Global

Real 

Estate

US Bond 

Market

Global

Bond 

Market 

ex US

Q3 2022 STOCKS BONDS

-4.46% -9.20% -11.57% -11.12% -4.75% -2.21%

Since Jan. 2001

Average

Quarterly Return
2.1% 1.3% 2.4% 2.2% 0.9% 0.9%

Best 22.0% 25.9% 34.7% 32.3% 4.6% 4.6%

Quarter
2020 Q2 2009 Q2 2009 Q2 2009 Q3 2001 Q3 2008 Q4

Worst -22.8% -23.3% -27.6% -36.1% -5.9% -4.1%

Quarter
2008 Q4 2020 Q1 2008 Q4 2008 Q4 2022 Q1 2022 Q1

Past performance is not a guarantee of future results. Indices are not available for direct investment. Index performance does not reflect the expenses associated with the management of an 

actual portfolio.

Market segment (index representation) as follows: US Stock Market (Russell 3000 Index), International Developed Stocks (MSCI World ex USA Index [net dividends]), Emerging Markets (MSCI Emerging 

Markets Index [net dividends]), Global Real Estate (S&P Global REIT Index [net dividends]), US Bond Market (Bloomberg US Aggregate Bond Index), and Global Bond Market ex US (Bloomberg Global 

Aggregate ex-USD Bond Index [hedged to USD]). S&P data © 2022 S&P Dow Jones Indices LLC, a division of S&P Global. All rights reserved. Frank Russell Company is the source and owner of the 

trademarks, service marks, and copyrights related to the Russell Indexes. MSCI data © MSCI 2022, all rights reserved. Bloomberg data provided by Bloomberg.

Index returns
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Index returns as of September 30, 2022

US Stock

Market

International 

Developed 

Stocks

Emerging

Markets

Stocks

Global

Real 

Estate

US Bond 

Market

Global 

Bond 

Market 

ex US

1 Year STOCKS BONDS

-17.63% -23.91% -28.11% -20.49% -14.60% -9.86%

5 Years

8.62% -0.39% -1.81% 0.17% -0.27% 0.71%

10 Years

11.39% 3.62% 1.05% 3.58% 0.89% 2.21%

Past performance is not a guarantee of future results. Indices are not available for direct investment. Index performance does not reflect the expenses associated with the management of an 

actual portfolio.

Market segment (index representation) as follows: US Stock Market (Russell 3000 Index), International Developed Stocks (MSCI World ex USA Index [net dividends]), Emerging Markets (MSCI Emerging 

Markets Index [net dividends]), Global Real Estate (S&P Global REIT Index [net dividends]), US Bond Market (Bloomberg US Aggregate Bond Index), and Global Bond Market ex US (Bloomberg Global 

Aggregate ex-USD Bond Index [hedged to USD]). S&P data © 2022 S&P Dow Jones Indices LLC, a division of S&P Global. All rights reserved. Frank Russell Company is the source and owner of the 

trademarks, service marks, and copyrights related to the Russell Indexes. MSCI data © MSCI 2022, all rights reserved. Bloomberg data provided by Bloomberg.


